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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE

SUBJECT: Ecuador: Landg Sale Guaranty

Attached for your revieyw are the recommendations for i
authorization of a loan in an amount not to exceed $3,600,000

credit thereto.

later than noon on Yonday, June 30, 1969, if you have a basic

l
i

Please advise us as early as possible but in no event 15
policy issue arising out of “his proposal, !
!

flachel C. Rogers .
Assistant Secretary D
Development Loan Committee =

Attachments:
Summary and Recommendations
Project Analysis
ANNEXES I-VIII
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ECUADOR-LAND SALE GUARANTY

SECTION I - SUMMARY AND RECOMMENDATIONS
1. Pugpose |

The purpose of the proposed pilot project is to develop a program
to facilitalte the private sale of agficultural lands to cooperatives:
capable of carrying out effective farming enterprise given access to
land, production credit and technical assistance butlwhich are unable
under present conditions to secure credit on reasonable terms. The
philosophy underlying the program is that appropriately assisted, free
market pr?vate enterprise.activities can be the basis for reform of
the land tenure structure thus eliminating politically traumatic
recourse'to expropriation or.other nonconsentual forms of land title
transfer.

2. . Borrover

The Borrower will be the GOE thru the Ministry of Agriculture.
Administration of the loan will'be the responsibility of the Banco '
Nacional de Fomento, an autonomous agency of the GOE. The BNF will
appoint a Project Coordinator who will manage all elemepts of the
program including technical assistance operations.

3. The ILoan

A loan will be for L4C y::n3s with a grace pericd on repayment of

principle of 10 years. Of the 3.6 million dollars made available

under the loan, $2,750,000 will be disbursed under SLC procedures

\
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to provide local currency for production credit purposes. $650,000

will be held undisbursed forming a fund to guaranty the peyment of land
purchase obligations undertaken by thc beneficiarics of the prozrom, As
agricultural production eredit loan repoyments are mede, these funds will
be substituted for the guaranty fund which will be drawn down for produce
tion credit operations, thus assuring full disbursement within three years
while maintaining a guaranty fund. $100,000 will be used to estoblish a
revolving fund to support technical assistance and extensica scrviees for
cooperatives involved in the program. $100,000 will be dusburced under

letters of coumitment for the Purchase of commodities of U.S. source and

origin for use in the prograa.
L. Project Description

The project will establish a procedure under which campesino
cooperatives can purchase land and obtain procduction credit and tech-
nical assistance in a "package" sub-project similiar to a supervised |
agricultural credit operation. The BNF will be the organization
which will administer the program. The BNF, with the assistance of
the Ministry of Agriculture and USAID, will develop for each sub-project
a farm plan setting out all requirements of an effective economic
enterprise. In accordance with the farm plan, land will be purchased,
prodﬁction credit will be provided by BNF and technical assistancé
will be provided under BNF direction and control by GOE extension
personnel. Land purchase will be accomplished through a three party
arrangement urder which the seller transfers title to the cooperative,
the cooperative agrees to pay the.purchase price less downpayment to
the BNF over a period of 5 to 7 years and the BiF agrees to pay the
seller on the basis of the amortization schedule of the payment of

the obligation of the cooperative to the BIF. Production eredit will




. the cooperative will pay certcin user charges which will be paid into
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be provided by the BNF in an amount consistent with the farm plan,
Finally, GOE technical personnel under BilF direction will provide and

the cooperative will agree to utilize techmical assistance in accordance
with arrangements set out in the .farm Plan. In the event that a
cooperative defaults on its obligation to pay the BNF for land purchased
under the program, the BITF will have the right to clain against the
guaranty fund for the amount paid by the BiF to the seller of the

land in accordance with the contrect between the seller and BIF provided -

the USAID is satisfied that BNF has in good faith made all efforts

appropriate under the circumstances to realize en aveileble security.

Responsibility for formetion and qualificaticn of cooperatives will
lie with Dcuadorean organizations including former USAID sieff cuployees.
The loan will also provide $100,000 dollars for U.S. coamodities required
by the Ministry of Agriculture in carrying cu. its technical assistance

responsibilities under the program. In addition to interest charges,

& revolving fund for the payment of local currency expenses of the GO
in carryirg out the project. The project will thus be maintained in so
far as possible as a self--Iinancing operation.

5. Tinoneicl Plan

Costs of the project:

Land sale guorcaty fund $ 650,000
Production crcdit 2,750,000
Comnodities of U.S. source and origin iO0,000
Revolving fund for local costs of technical

assistence 100,000

$3,600,000
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These inputs will result in the sale of approximately $2,500,000 worth

of land (25,000 hectares) - o be farmed by 50 cooperatives of
50 families each.

6. Other Sources of Funds ' . .

The IRR describing this project has been circulated to other
international financing institutions aii of which have indicated-
that they are not interested in financing this project. As the
project is experimental in nature and as absence of experience with
such a project results in its being considered "high-risk", it is
believed that this project is inherently suitable at this time only ff
for AID "last resort" financing. |

7. Statutory Criteria

As indicated in Annex II, the proposed project is consistent
with all relevant statutory criteria.

8. Views of the Country Team

As reflected in the CASP and other statements of policy, a primary
-area of interest of the USG in Ecuador is in improving the economic
and social conditions of lower income groups within the society. This

project has been designed with a view to marshalling the resources

and efforts ol Ecuadoreans to achieve these objectives. The project
is designed to test the feasibility of a new approach to agrarian i
reform and socizl and economic betterment of the rural population.

The project is not only central to AID objectives in Ecuador but is
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considered t¢ have significant possibilities as an approach to

agrarian reform and development beyond the borders of Ecuador.

This loan carries the highest priority in the USAID proposed loan ' I

program. |
9. Issues

A. Alternative Approaches to Financing Land Purchases

Alternative approaches to land purchase financing such as

establishment of a mortgage banking operation were considered

in intensive review. While the desirability of a more orthodox

approach is recognized, it appears that financing schemes

involving payment to the seller at the time sale are not feasiblé

for lack of sucre resources within the economy. In short, it

.appears that the only way to finance land sales of this type is

by the seller himself financing the operation. The project is . {

built around this approach.

Local Cost Financing

Financing of local costs of production credit operations will Be _
handled by means of generations under SLC procedures. There

are not available within the public or private sectors sufficient
resources tec mcst the requirements of the project. It is hoped,
however, that when the project proves itself, that local resources

can be attracted to support the production credit effort.
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Possible Negotiation Problems

The proposed project represénts & new deperture in financing agrarian
development. After extensive discussions with BNF, reservations have
been expressed by individuels within BNF concerning certain elements
of the operation, specificelly the land guaranty procedure. Because .
of the novelty of the operation, it is‘'clear that negotiation of '
various aspects of the Project will be complex and indeed nay require
scame changes from the project as presented herein. The Mission
believes that the lban can be negotiated substantialiy in the form
presented. In any eveant, the loan cuthorization will provide that if
a loan egreement reflecting a project substantially as presented

herein is not signed within six months of the date of authorization,

the authorization will be terminated.




3‘ 10. Loan Administration

The project will be implemented by the BNF which is considered
qualified and capable of handling thié program in light of its
experience in supervised agricultural credit operations. Disburse-
ment of dollars for conversion to local currency will be handled under
SLC procedures. Procurement under the loan will be limited to
commodities of U. S. source and origin. The Mission will be involved ?
in the administration of tnze program in k3y activities such as ;
cooperative formation and qualification, land valuation approval,.

and approval of claims against the guaranty fund. In addition to

the foregoing, the Mission will carry out normal monitoring functions.

B D e B

1l. Recommendations

On the basis of the conclusions of the capital assistance committee
that the project is technically, economically and financially justified,
it is recommended that a loan to the governmeént of Ecuador for an
amount not to exceed U.S. $3,600,000 be authorized subject to the
following terms and conditions.

A. Interest and Terms of Repayment

1. Terms - L0 years with a grace period on repayment of principle

of 10 years.

2. Interest - 2% per amnum during the grace period and 3% per
annum thereafter.
3. Repaymenv will be made in U. S. dollars.

B. Other Terms and Conditions

1. Equipment and materials financed under the loan shall be of
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the U, S. source and origin.

2. Any other terms and conditions which AID mey deem advisable,

7/

'Project Comnittee:

Charles S. Blankstein, Development Ioan Officer
Richard Winters, Rural Development Officer

Eugene Braun, Chief Institutional Development
Lewis Townsend, Agricultural Cooperatives Advisor
Clarence_Zuvekas, Program Economist

Guss Nolan, Controller
Edward Hirabayashi, Acting Assistant Director for Social Development

Drafting Officer: Charles'S. Blankstein
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SECTION IT - NATURE OF [HE PROJECT

.A. Introduction

The problem of agrarian reform, a recurring theme throughout Latin
America, is approaching a critical stage in Ecuador. While demands
for distribution of land to campesinos have long been a feature of
political activity as well as revolutionary agitation, the past

- year has seen a significant increase in the physical invasion of =
lands accompanied by violence. The GOE land reform effort has i )
proven itself to be woefully inadequate to its task, not so much -3
to failure of interest by the national leadership but because of ; -
opposition from powerful economic interest, lack of resources to :
make redistributed land productive and the administrative incapacity
of the agrarian reform agency. While it would not be accurate to
emphasize the immediacy of the threat of political instability
inherent in the current situation, it would also be unwise to under-
estimate the long-run danger. Invasions are symptomatic of signifi-
cant social unrest.

The country team is of the view that steps ought to be taken to
relieve the pressure for land and satisfy legitimate demands for

land reform in the form of a comprehensive program under which
campesinos can obtein land and have access to other forms of inputs
needed to conduct effective agricultural enterprise. If action is

to be taken within a time frame which permits of success, efforts
ought to be initiated now. Indeed now is a particularly propitious
time for an effective and relatively low-cost initiative in agrarian
reform. Detailed inquiries conducted by the Mission confirm that
many land owners are very much interested in selling their lands
before the threat that their properties will be invaded by campesinos
or appropriated by the government. becomes more pressing. The
campesino generally understands and accepts the desirability of
buying rather than taking land. The land for which the greatest
pressure for land redistribution exists, the rice growing areas of
the Guayas River Basin, is highly productive and capable of producing
incomes necessary to pay off land purchase obligations over relatively
short terms. Thus the need and the fundemental requirements of
meeting the need exist. The problem is to combine these elements
with assistance as appropriate in a workaeble program.

In approaching this problem, the reasoning of the Mission was along
the following lines: ‘
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The most formidable barrier to the economic development of

Ecuador and the basic reason for the country's social instability is
the fact that a large proportion of the population is effectively
precluded from full participation in the economic and political life
of the country. While universal citizenship in the fullest implica-
tion of the term will be the work of generations, it is possible

to facilitiate in significant ways the movement of disadvantaged
groups within the country toward economic independence. The economic
and social analysis presented subsequently in this paper will deal in
some detail with the nature of the problems faced by the Ecuadorean
campesine. Suffice it to say at this point that a critical obstacle

~ to economic and social and therefore political development of the

campesino is his inability to obtain credit %o buy and work agricul-
tural lands at interest rates low enough to permit him to earn a
decent living and save.

The resources required to deal with this problem in its totality
appear clearly to be beyond likely availabilities of foreign aid.
Indeed, the deprivation of resources for the campesino is so rooted
in historical and cultural considerations that a solution to the
problem depending exclusively on foreign aid would probably be
socially unwise. Thus it appears that in attempting to deal with

the problem it is necessary to think in terms of Ecuadorean resurces:
not only in terms of work and money but also in terms of the capacity
of the economy to overcome long standing social and economic preju-
dices to learn to deal with the campesino as an independent economic
man rather than an object of subtle or gross exploitation. In this

connection, the Mission began to think of the tensions existing within

the society, as exemplified by land invasions, as opportunities for
advance rather than as difficulties to be overcome,

The analysis proceeded on the basis of identifying the type of land
sale transaction which would be economically attractive to the parties
concerned but for which significant social and cultural obstacles
exist such as distrust and fear of the campeino's financial irresponsi=-
bility and its consequence, an economic structure which precludes

the campesino's access to credit on reasonable terms. From this it
followed that the AID intervention critical to the objective sought
vas an economic substitute to bridge the psychological.gap preventing
effective self-development efforts. The Judguent of the Mission,
contrary to that of the land owmer interest, was that the campesino
generally is credit worthy. Thus the requiements of the project
became obvious: an assurance of payment of obligations credibile

to potential sellers of land and a pProgram to provide reasonable
essurance that the campesino buyers could carry out.an enterprise

UNCLASSIFIED
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which would permit them to Pay their debts.

The proposed loan will provide guarantees of credit extensions
by willing sellers of land for the purchase of land by campesino

The Mission in this baper proposes a new departure in agrarian i
reform. It is, in effect, a "private enterprise" approach to the
problem. It is fundamentally an expression by the United States

of its faith in the dignity and responsibility of the Ecuadorean
camp2:ino. This is g calculated risk but g sound one. USAID believes
an ultimate consequence of the progrem will be to convince the
Jdominant social elements of the country that this faith is well
Placed.

The Setting of tha Project

1. Introduction

While projects under the proposed Program way on occasion be
undertaken in other paris of Zcuador, all but a few will be
located in the rice groving areas of the Guays River Basi.
There are a number of reasons ror this. The immediate
bressure of land invasions is Primarily in that area, Land in
the Guayas River Basin is particularly productive and hence
would be land on which small buyers would be most likely %o be
able to succeed., An effective technical assistance program is

A tendency on the part of land owners Lo be willing to sedl is
most strongly noted in that area. Most important, there are

in existence campesino groups camnable of qualification for
support under the brogram and the relative sophistication of
Ccampesinos in the ares suggests that new group formations will
take place more raidly and effectively there, In.consequence,
the expectaotion is that the program will focus at least at the -
beginning in the rice groving area of the Guayas River Basin

Thus a description of this area is necessary to an understanding
of how the program will work.

b Bl 18 ol M etin b st et e o R TR PN,
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2. Geography and Economy of Guayas River Basin

The Guayas River Basin is an area of approximately 35,000
square kilometer which stretches from Santo Domingo in the
North to tie Naranjal River in the South, a distance of about
220 kilometers, and from the Andes in the East.to Portoviejo
and Jipijapa in the West, about 160 kilometers. There are
about 15,000 square kilometers of good agricultural land in
the Basin.

The southern area of the Basin constitutes some 9,500 square
kilometers of mostly flat alluvial land which has excellent
agricultural potential. ZILack of irrigation facilities and
adequate dams in the upper part of the Basin cause periodic
losses of crops in the south because of too little or too much
water. Some of the rivers that come down from the Andes offer
excellent possibilities for irrigation and are also suitable

for being controlled with the building of adequate dams upstream.
These flat lands in the south of the Basin have been traditionally
one of the main agricultural areas in Ecuador due to the
{értility of its soil and good comminications with Guayaquil

and the rest of the country. The main crops grown in the area
include rice, sugar cane, bannas, cocoa and cotton. The
northern part of the basin is a large area of fertile volcanic
soil and adequate rainfall. It is not subject to seasonal
flooding. This area has been introduced to the agricultural
economy of the country in the last 20 years with the building of
new all weather roads in part financed by AID.

It is not an appropriate area for rice production; bananas are
the main crop. Over 50% of this area is still covered by virgin
forests.

The Guayas River Basin has been the mainstay of the agricultural
export economy of the country in the last century. It was the
main producer of cocoa for export in the 1920's and 1930%s; in
the 1940's and early 1950's it was the main producer of rice

for export; and finally in the late 1950's and 1960's it has
produced most of Ecuador's banana exports. The area also pro-
duces most of the rice which forms the basis of the diet in

the coast and is widely consumed in the cities of the Sierra.
The products of the Basin represent the bulk of exports that

are shipped through Guayaquil, Ecuador's main port. There is

UNCLASSIFIED
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not an area of similar size in the country that approaches the ,ﬂ
economic Ilmportance of the Guayas River Basin. ’

Social Structure and Problems

The northern and southern areas of the Basin are not only !
different in their geography and production possibilities, but |
they are also different in terms of the people who live there . o
and the relations that exist between the social groups. The :
northern part which has been recently settled is dominated by !
farms of various sizes which are usually owner operated. There, ;
work that is not done by the owner is paid on a daily basis in B
cash. People that live in this area are mainly pioneers ¢hat ;
have gone in and started agricultural enterprises. or family

farms from nothing. Investments of capital have been very large

in some cases or non-existent in other cases, but the results

of the effort and presence of farm owners are reflected everywhere.

The situation contrasts sharply with that which exists in the

long settled southern area. In the alluvial lowlands of the .

south, the owners of the land form a distinct social group

that lives mainly in the city of Guayaquil and farms its lands

through share cropping or leasing arrangements. The people '
that work these properties are landless campesinos that live ‘
in some cases in small towns and in other cases in the places

where they grow. their crops. It is estimated that 80 percent ’

of the rice growing enterprises in the area are carried on by,

landless campesinos.

The increasing population pressure on the land and the fact
that many of the owners who inherited their properties are

not real agricultural entrepreneurs is characteristic of

this system in which the owner lives mainly on land rentals.
The person that cultivates the land manages to survive on the
basis of his labor without the assistance of capital or modern
technology. Tne usual type of land use arrangement in the
area involves the leasing of land for a fixed quantity of
produce, mainly rice, which is paid by the renter at harvest.
Thus typically the landowner and the renter mske a verbal
agreement that specified a rental payment of from 400 to 600
pounds of rough rice per'cuadra, which is the equivalent of .
525 to 800 pounds per hectare. This is the equivalent to . :

L O U U PN
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450 to 600 sucrea per hectare or $20 to $30. Often the
owner charges for irrigation water and other services at
high pre-determined prices as well.

To cover his operating expenses, the rice growver has to secure
credit from rice millers or private money lenders. This credit
usually carried the obligation to repay in rice at a specified
price, usually one-fourth to one-half of the actual market value °
of the rice. Thus, the borrover pays in effect anyvhere from
100% to 300% interest on a six month loan, depending on the
market price of rice when it is harvested., -

In 1967, a law limiting the maximum amount of produce that can
be charged as land rent was promulgated. The law also provides
that renters able to demonstrate that they have been cultivating
the same land for twenty years or more have the right to force
the owner to sell the land to them. Becuase of the provisions
of this law, owners are often fearful to rent land. This fear
has aggravated an existing acute scarcity of land for rental.
Many of the campesinos who used to rent lands are at the present
unemployed. Rising unemployment and the knowledge that the
Peasants have of their rights under the law have resulted in g
situation of rising tension between owners and renters, each
side determined to preserve what it considers to be its rights.

Land invasions are one consequence of this tension. If an

escape valve is not found, the phenomenon of land invasions will
become commonplace in the area. The landowners have organized

in order to put pressure on the central government to stop such
invasions by force. The present government has tried to keep

the situation under control by encouraging the peasants not to
invade lands and at the same time not using force to suppress
land invasions when they have taken place. However, the situation
could conceivable degenerate into a show of force in which case
either the land invaders will be crushed orthe Govermment will
accept de facto situationwhere progressive a5 well as traditional
owners will have to abandon their properties.

Prospects for Change in the Basin
The system of traditional agriculture has not only created

a conflict-ridden land tenure situation but also it has
perpetuated characteristics that result in a low productivity

UNCLASSIFIED
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of main crops grown in the area. The production of rii?
averages about 14 quintales of milled rice per cuadra. The
crop is lost partially or totally approximetely one year in
every five due to lack of irrigation. The typical method of
rice cultivation by renters is based on the use of manual
Jdabor. The land is not plowed. The farmer usually clears the
land with his machete, burns the weeds, and makes holes in the
soft ground with sticks to transplant the rice that is already
growing in seed beds. Weeding and harvesting is done by
machete. Varieties of rice used include a number of undefinable
strains known as "camilla," "chilano" and "brasilero.” These
varieties have low productivity, poor quality and are not
resistant to "carbon," a fungus infection which is common in
the rice growing areas. Production is low because in most
cases not even the most elemental modern techniques of culti-
vation are used. It is culculated that by full application of
modern rice technology and double cropping productivity should
increase to about 100 quntales per cuadra per year. ‘
A few large landowners have started to introduce imnovations in
rice groving such as the use of fertilizer, improved varieties,
irrigation and drainage facilities and use of machinery. These
innovators, however, are generally afraid to make any further
investments because they are not sure that their lands will not
be invaded.

The situation is further complicated because in some parts of

the Basin the campesinos have been subjected to extremist propa-
ganda. Some of them have been convinced that the only way to
obtain lands is through invasions and the use of force. The
majority of campesinos will think that that lands can be obtained
through peaceiul means. However, their numbers will decrease

if some means are not found to permit them adequate access to
land.

A significant number of land owners are willing to sell their
lands to campesinos provided that they have a definite assurance

that they will be paid in a regsonable period of time. Campesinos

are also willing to purchase lend, provided the landlords accept
payment over 5 to 7 years terms. The landlords, however, do not
have confidence in the campesino's capacity and willingness to

pay-

;/ One cuadra=l.TL acres or 0.70 hectares, one quintal = 100 pounds.

+
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The land reform program of the GOE administered by the

Instituto Ecuatoriano de Reforma Agraria y Colonizacion (IERAC) {
is resisted strongly by the owners as they are reluctant to o
aceept government land reform bonds that mature in a period ' i
of 15 to 30 years and sell at a discount of up to 40O percent. T
Furthermore, the valuation of the land for purposes of exXpro=- J
priation is made on the basis of the declared value for tax oy
purposes which is usually less than 50% of the commericial and - ) :L
broductivity value of the land. i

In order to avoid violence and to increase productivity in the .
area, it is necessary to provide some means by which the ' :
~willingness of many landowners to sell land and the campesino’'s :
desire to purchase land can be translated into mutually acceptable
' transactions. The objective of the project is to provide a
formula to achieve this end. If successful, the project will
lead to a shift from the traditional land tenure system of
large absentee ovmers and landless campesinos towards a systenm
of a few large and many small agricultural entrepreneurs organized
in cooperatives who live on and work the land.

The project will be concentrated in the main rice producing area
in the southern portion of the Guayas River Basin, some 700,000
hectares of which approximately 100,000 hecteres are used for
rice growing. It is estimated by the National Rice Commission
that from 65% to 75% of this area is worked under the leasing
system described above. This means that the potential reach
of the project would be from 65,000 to 75,000 hectares. On

the basis of a determination by the Ecuadorean Iand Reform
Institute (IERAC) that the minimum Tamily farm in the area
should be 10 hectares and assuming 6 of those 10 hectares in
rice, the potential clientele for the program in the area would
be from 10,800 to 12,500 families.

The project is scheduled to be started with people who have

formed rice growing and marketing cooperatives under a project
sponsored and financed by USAID. By the end of 1969, cooperg-
tives that will be organized and able to handle the credit of

the nature will have approximately 520 menmbers. That is, it

will be possible for cooperatives in existence to purchase

over 5,000 hectares in the first Yyear of operation of the project,
It is estimated that, considering the past rate of formation of,
cooperative and the availability of personnel, it will be possible
to attain cooperative menbership of 2,500 families within the

UNCLASSIFIED
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The loan will assist in financing & program to promote agricul-
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next three years. This figure represents approximately
twenty percent of farmers that might be possible beneficiaries
of the project.

Project Description

tural development by making available to campesino cooperatives i
the requisites for successful agricultural enterprise: land, '
production credit, and technical assistance. The project will ‘
involve an integrated effort by public agencies of the Government

of Ecuador and USAID to assist qualified cooperatives in securing
land and developing on such land viable farm businesses thus

meking it vossible to pay for land purchased and other inputs

such as production credit and technical assistance.

The Borrower will be the Government of Ecuador. The administrator
of the project will be the Banco Nacional de Fomento, an autono-
mous GOE agency with long experience in agricultural development
operations. Technical assistance will be provided by personnel
of the technical services of the Ministry of Agriculture and
other government agencies and by the Supervised Agricultural
Credit Department of the BNT all under the direct management

of the BNTF's Project Coordinator. The Project Coordinator will
also be responsible for coordination with USAID and. any other
organization which may be involved in the project. The Project
Coordinator will be responsible to a policy making board composed
of representatives of the Ministry of Agriculture and BNF.

land held by landowners willing to sell their land to cooperatives

will reasonably assure the capacity of these buyers to pay land
purchase obligations. The land sales will be financed by the
seller accepting 5 %o 7 year payment contracts from BNF. The
cooperatives in turn will enter into contracts to pay BNF the
purchase price obligations. A portion of the loan will be held
undisbursed as an ultimate guaranty zgainst lodes sustained by
the BNF should a buyer cooperative fail to pay its debt and should

it prove impossible to realize fully on the other forms of

security availuble. To assure that the buyer of land will be

able to work his property effectively and pay off his mortgage

as soon as possible, the loan will also provide funding for

the granting by BNF of production credit to buyers. Initial

activity will be focused on the Guayas River Basin area in order :
to facilitate administrative effort, utilize highly productive ‘
land and relieve some of the most severe pressures for land
distribution in Ecuador.
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The project will be experimental in nature in that it is
intended that the basic sub-project scheme described in this
paper will be varied from time to time as opportunities arise.
However, sub-project planning in a manner similar to the oy
following typical transaction will alweys be insisted upon. o

Identification, formation and qualification of a cooperative for
.assistance under the project will be the responsibility of
Ecuadorian organizations but no sub-project will be approved w1thout
USAID clearance of the cooperative's qualifications,

When the cooperative is qualified for assistance under this
program by reason of its capacity to carry out an effective
enterprise, it will identify a property which it wishes to
purchase from a willing seller at a reasonable price. The
technical services of the Ministry of Agriculture and the Banco
Nacional de Fomento Supervised Agricultural Credit Department '
will be called upon to analyze all aspects of the situation under
direction of the Bank. If it appears upon analysis that the
sub-project has the potential to achisve a viable enterprise in

& manner consistent with the objectives of the program, appro-
priate personnel of the BNF and Ministry of Agriculture will
develop a farm plan which will include a detailed analysis of
technical agricultural considerations as well as financial
planning. The proposed land tenure pattern for the property

will be submitted in accordance with law to IERAC for approval.
The project will then be submitted to the BNF management for its
reviev and approval. USAID will satisfy itself as to the fairness
of the purchase price through independent appraisal based on a
land use and soil classification assessment.

When tne qualifications of the cooperative, the farm plan and

the purchase price of land are approved, the BNF will handle

the execution of all necessary transactions to initiate the
sub-project. Personnel of government agencies will continue to
provide technical assistance in agricultural matters in accordance
with the farm plan under BNF supervision.

The financial transaction to be handled by the BNF will be as
follows: With respect to the purchase of land, the buyer cooperg-
tive will be expected to invest a minimum of 10% dowvn-payment.:
The farm plan will reflect an appropriate period for amortization
of the land purchase debt. Rather than a direct transaction
between the seller and the buyer, the BNF will undertake to pay
the purchase price to the seller over the same period as the

: buyer's amortization schedule for payment for the land. In turn,

: . , the buyer will undertake to pay to the BNF an amount equivalent

C e g
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to the purchase price less dovnpayment in accordance with
financing arrangements set out in the farm plan. This obligation
will be secured by a mortgage on the land, crop liens and other
appropriate forms of security.

In a simultaneous transaction, the BNF will enter into an agreement
with the cooperative to provide production credit and any other
type of credit found necessary under the farm plan to assure the
economic viability of the enterprise. Production credit lending
by the BNF will be secured by crop liens and will be carried out
in the same fashion as the bank's usual supervised agricultural
credit operations.

To assure that all necessary services are obtained by the buyer,

a contract will be entered into between the buyer, the BNF and

the Ministry of Agriculture in which the obligations of all parties
concerned will be stipulated. Tnis will include not only financial
obligations but also the obligations of the BNF and the Ministry
of Agriculture to provide technical assistance, the obligation of
the cooperative in good faith to utilize the assistance provided,
the agreement of the cooperative to handle marketing arrangements A
and similar aspects of farming operations during the period of the
amortization of “he land purchase obligation as agreed in the farm
plan. Approxirately $100,000 of the proposed loan will be used

to purchase vehicles and other equipment to service the program.

A $lO0,000 revolving fund for the payment of non-salary costs of
administration of technical assistance provided by agencies of the
GOE other than BNF will be established to be replenished from user
charges included in the interest payments to BNF.

Program Justification

l. The Impact of the Project on Economic Development of Ecuador

Ecuador is and will remain in the foreseable future an agri-~
cultural country. The richest and most important agricultural
area of Ecuador is the Guayas River Basin. This is true despite
Present patterns of land tenure and restrictive economic
relations betwsen rich and poor which unfortunately have tended
tovard a limitation of production. As is demonstrated in more
detail in the Economic Analysis, Section IIT E, any effort
tending toward the improvement of agricultural production in
the Guayas River Basin, particularly in the rice growing
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areas, necessarily will result in economic benefits for the
country. Various schemes dealing with development and improve-
ment of agriculture in the Guayas River Basin have been proposed.
While these proposals have been economically feasible, they

have often centered on the increasing of the gross production

of rice and other crops in the Basin without taking into

account the social implications involved.

The proposed project will focus on the development of rice
cooperatives and the improvement of the capacity of low income
farmers to operate farm enterprises. %hile the basic objective
of the program is social in nature, this should not mask the
underlying economic rationale in support of the program. The
balanced economic development of Ecuador is largely dependent
upon the improvement of agricultural production and rice is

one of the key commodities th. production of which needs 1o be
increased. This project will promote this objective. What is
different about this proposal is that although it persues
meaningful economic ends, it deals with the social implications
of economic development which if ignored will lead to social
and political chaos even if substantial gains in gross agricul-
tural production were otherwise obtained.

The Social Development Dimension of the Project - Title IX
Implications

A unique feature of the proposed project is the strong Title IX
orientation of a project otherwise justifiable entirely in
economic terms. AID has strongly supported the development of
the cooperative movement in Ecuador, not only through grant
funded community development type activities but also through

a dollar loan which established the Cooperative Bank and through
PL-480 assistance of various types. This project will give a
further strong impetus to the development of cooperatives

in the Guayas River Basin as it will make cooperatives the
vehicle for the campesino to obtain the means of making a decent
living and owning his own land. The project will stress in
implementation the assurance that the cooperatives involved

are in fact operating on a basis fully consistent with the
standards of sound cooperative enterprise.

As more cooperatives come into existence, secondary re-enforcement

of the movement in Ecuador will follow. More cooperatives will
Join the Cooperative Bank, machinery pools, milling facilities
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and other service organizations will become financially
feasible as the total members of cooperatives and people
actively engaged in cooperativism Increase and the general
desirability of this approach to development becomes
apparent to more independent campesinos throughout the
country.

The strong initiative toward agrarian reform generated by
this loan will tend to put pressure on other institutions
within the society, particularly the Church, to cooperate
with and support social development activities. Both the
Crurch and Government may thus be induced to distribute or
make available for sale lands now held by these institutions
for rental to campesinos.

Finally, a successful program of this nature will tend to
increase confidence in the campesino as a businessman in

the minds of the dominant elements in the society. As re-
sistance to carrying on normal business relations with
campesinos as an economic man becomes more apparent, the
possibility of a fundamental shift of attitude toward the
presently disaffected and alienated campesino group may meke-
a true mutual acceptance on part of various elements in the
society a fact.

The Place of the Project in the Country Program

The primary elements of AID strategy in Ecuador are (1) to
promote and assist in effecting improvements in the social
and economic conditions of lower income groups within the
country and (2) to assist in meeting near and middle term
threats to the economic stability of the country by promoting
.economic activities tending to improve the balance of payments
position in Ecuador. The relation of the project to the first
objective is, of course, obvious. The second objective is
also supported by this program since the effect of land owner-
ship, credit and technical assistance will be to improve agri-
cultural production of export crops and reduce the.dependence

on imported agricultural commodities for which substitutes can

be provided from within the economy.

This loan has the highest priority in the Mission program and
is considered critical to AID's strategy in Ecuador. As such
it has the Country Team's complete support.

UNCLASSIFIED
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Relation of the Project to CIAP Objectives, U. S. Economy
and Activities of Other Lending Institutions

The proposed program is wholly consistent with the CTAP
country review position. ‘The brogram has only a minimal
direct effzct on the U, S. economy in terms of procurement,

but the economic development resulting from the project will

open new markets for American products. There will be no,
immediate net balance of DPayments effect because the loan
will be disbursed primarily through the special letter of
credit procedure. In the event that claims against the undis-
bursed portion of the loan (the guaranty fund) exceed local

currency income from project operations, dollars will be
disbursed under the SLC procedure to generate local currency for .

bayment of such claims.

The Capacity of the Government of Ecuador to Carry Out the
Project and Repay the Ioan

As reflected in the Director's Certificate in Amnex I, the

Government of Ecuador is considered capable of carrying out
its obligations under the project. As reflected in the
Economic Analysis, Section IIT E, the Govermment of Ecuador is
considered capable of repaying the loan in accordance with its.
terms.
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SECTION III - - DETAIIED DESCRIPTION OF THE PROJECT

ey et e em—

- 23 - UNCLASSIFIED

e b D e e e

A,

The Borrower

. cultural policy of the GOE. The Ministry has representatives on

the Board of Directors of all autonomous institutions that are
involved with the agricultural sector, including BINF. , A organi-
zation chart of the Ministry is provided in Annex IX,

An evalw tion of the management capability of the Ministry of Agri-
culture necessarily will have to be made at the political and
technical levels separately. The Ministry of Agriculture has
proven to be a very unstable institution at the political level,
The current Minister Dr. Angel Duarte Valverde, is the third since
the Velasco government came into power on September 1, 1968.

- There have been three sub-secretaries as well. There have been no

changes .of Department heads however. The current top officials
of ¢ Ministry appear to be highly capable men but it must be
concegded that it ig entirely possible thnt these men will be out
of office in the near future.

Below the two top men, the Ministry has remained Qu.te stable.
Department heads have remained in their jobs for g number ol years
in most cases, Most of these People are Specialists in their
field, ang many have received training outside of the country,

The Mission considers the Ministry to be competent at the middle
management level,

At the technical level, the Ministry has a number of trained
bersonnel to undertake g program of technical assistance such as
the one contemplated under this project. Prﬁnarily because of
budgetary problems, the technical staff of the Ministry in many .
cases does not have the opportunity to do an adequate job of
technical assistance to agriculture, Often, technicians cannot
go to the field because of the lack of transportation facilities
and funds to Dy per diem and other €xpenses., These technicians
will form the core of the staff that will provide technical.
assistance to tre beneficiaries of the pProject. The Droject
assurcs that they will be able to carry out their responsbilities
by providing for brocurement of vehicles and supplies and a revolv-
ing fund for local currency costs of these services which will

be financed from user charges. (See generally under Technical
Assistance)
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"It can be concluded that although the Ministry of Agriculture

has proved to be a very unstable institution as far as top
personnel is concerned, it is a stable and competent institution

at the operating level. It is not an effective institution at

the technical level for financial reasons to which the loan

will address itself. In the view of the Mission, rroperly assisted
the Ministry can lmndle the technical assistance Job.

[

The Administrator - The National Pevelomment Bank'(Banco
Nacional de Fomento) :

1. Organization and Administration

The BNI wasg given its present organization as g private
institution with administrative ang financial autonomy,

by Executive Decree No. 2767 of December 1, 1964k, The

Bank is a financially and administratively autonomous instituy-
tion of the GOE, whose prineipal purpose is "o promote and
accelerate the country’s economic development through broad
and adequate credit activity"; it has authority to pexrform

the following fuctions:

(1) grant credit to promote agriculture, fishing, small
industry and crafis;

(2) receive long and short-term financial and savings
deposits;

(3) accumulate demestlic savings through the issue of credit
documents negotiable in the securities market;

(%) obtain loans, discounts and advances from the Central
Bank and other national firancial institutions; ‘

(5) ‘obtain credit from international financing agencies;

(6) administer, as a trust, special funds established by
the GOE, national and international Tinancing agencies
for specific burposes of agricultural development;

(7) implement technical assistance programs o improve the
conditions of rural workers;

(8) promote the organization of & rming, fishery ang handji-
ceraf't production cooperatives;
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(9) encourage stabilization of agricultural and
comuodity prices at levels remunerative to the
producer by eliminating an excessive number of
middlemen in marketing, or seeking solutions to
storage problems;

(10) engage in any activity designed to expand agri-
cultural productivity and rural welfare,
A general reorganization of Ecuadorean development institue
tions was carried out in 1964 on the basis of recom=-
mendations by a team of foreign experts partially financed
by AID. This operation was contracted in 1962 by the then
Development Credit System later superseded by the BNF in
1964, The contractor presented its recommendations at
the end of 1963. The BNF's bresent organization generally
reflects the result of this technical assistance operation.
Various operating procedures adopted since the Bank's
establishment incorporate almost all the principal
recomnendations made.

The decree reorganizing the banking system and creating
the BIF made several important changes into then existing
system. It removed from the Bank responsibility for
sponsoring major industrial development schemes. It
brovided for the creation of a Division of Supervised
Credit thereby establishing the Bank's responsibility
to help out the weaker sectors of the agricultural, artisan
and industrial econcmy through the provision of Supervised
. Credit and it converted the semi-independent provincial

banks of the system into branch banks of the BNF, totally
under headquarters control.

The BN is domiciled in Quito and has 35 branches in the
provincial capitals and oiher important cities. The Bank
has 926 employees - 196 work at headquarters in Quito and
the other 730 in the 35 branches. Two hundred eight of

the Bank's employces are professionals, and ninety-seven
have had specialized courses. Approximately 33% of the
Quito stafi has taken advanced courses, but only 20% of the
staff of the branches have done so, Because of a recognized

UNCIASSIFIED
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shortage of professional rersonnel in the various branches N
with the capacity to carry out the proper evaluation of :
credit applications and control of project execution, the ‘
Bank has organized a series of specialized courses for
branch managers and inspectors,. '

The BNF is directed and administered by a Board of Directors,
an Executive Committee and a General Manager., The Board of
Directors is the highest authority of the BNI' and is composed
of seven regular members, one appointed by the President of
the Republic, three by the three regiondl Chambers of Agri-
culture, one by the Planning Board, and one by the Monetary
Board. The regular members elect the Chairman of the Board

of Directors for a two-year term. He may be reelected
indefinitely. The other members, with the exception of the
one appointed by the President of the Republic, hold office
for a period of four years and may be reelected only after a
four-year period has elapsed. The Board determines the Bank's
general policy and each year elects from among its membership
the regular members of the Executive Committee; it also appoints
the General Manager for a four-year term; which may be renewed
indefinitely.

The Executive Committece is compused of a General Manager, who
presides and two regular members elected by the Board of
Directors. The Commission distridbutes the available resources
among the various branches of the bank, sets the autonomous
operating limits for each, and appoints their mamgers.

The Bank has recently made important changes in financial
administration. The operatiols of its 35 branches have been

- centralized, the system has been unified, a new code of

accounts has becn issued, and the movement of resources among
the different offices has been systematized. In addition,
accounvs have been mechanized at headquarters with IBM

equipment which will provide better control over the loan
portfolio. This is an important step forward because previously
the Bank did not have an accounting system which allowed

strict control over its loan portfolio or which would provide
information as a basis for dividing the portfolio by degrees

of age and delinquence, by type of borrower, geographic ares

or economic sector.
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Operating Problems

The Bank has had some serious problems vhich it is now
trying to overcome. The most serious are (1) the annual
amount of unrecovered amortization payments, which has
averaged about 25% of annual amounts during the last four
years, and a high percentage of renewals, which declined
from 21.8% of the due portfolio in 1965 to 14.9% in 196T;
(2) high operating costs, which amounted to aut 6% of the
total portfolio in the last few vears; (3) a rather un-
satisfactory record on profits, which represented 1.7% of
capital funds in 1965, 2.3% in 1966, and declined to 0.9%
in 1967; and (4) professional weakness at the branch level.,

The delinquent loan pwblen has several causes. The Bank,
being an institution heavily dependent on the Central Govern-
ment for its capital (see below), is not invulnerable to
political pressures by large land-holder-borrowers. The fact
that three of the seven members of the Board of Directors
must be representatives of the three regional Chambers of
Agriculture-as well as the fact that the designees of the
Planning Board and the Vonetary Beard are usually large
landholders-~does not help to insulate the Bank from %his
pressurc. The proposed project has been desigrned so as to
protect it from this possible source of landholder pres-

sure by requiring that (1) AID make its owm evalw tion of
land price; (2) have a veto bover over the granting of a
guaranty transaction that is considered above a reasonable
price and (3) make an independent screening of the borrower
and have veto power over his approval,

Another important factor contributing to the Bank's high
delinguency ratio relates %o the shortage of capital with
vhich the Bank operates and the consequent tendency to:.

lend for shorter periods than are Justified given the
anticipated productivity of the project being financed. As
shown in the table below, 14.9% of the Bank's payments due

in 1967 were recovered by loan renewals. These renewals
usually resulted from the fact that the Bank originally
scheduled unrcalistically short amottization periods. In
that the proposed project requires AID an Ministry of Agri-
culture technical assistance in breparation of the farm plans,
there will be outside controls on the land and credit
amortization periods granted by the Bank.
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The Bank's unsatisfactory collection record reflects

the fact that not all members of the Board of Directors

in the past endorsed the idea that a govermment-sponsored
bank, set up to.stimulate develorment in agriculture and
industry, should be a profit-earning institution. Since

the proposed project will require that the Bank demonstrate
before it can make a claim on the guaranty fund that it has
soughtvand obtained a judgment and has attempted to act upon
it, it is believed that there is sufficient assurance that
the Bank will exert full efforts to collect the land
amortization payments under this project. Finally, it

should be noted that the percentage of BNF loen delinquency
rises with the size of the loan - indicating that it is the
large rather than small borrower who is the major contributor
to this problem. In that the proposed project will deal
exclusively with small borrowers, the delinguent loan problem
will be correspondingly less serious.

The Bank has shown improvement on one delinguent loan question
in recent years. Year-end delinauencies in 1967 represented
28.6% of payments falling due in that year; by the close of
1967, this proportion had dropped to 23.8% (see table below).
In addition, the Bank has committed itself, under the newly °
authorized IDB loan for US$6 million, to undertake a compre-
hensive program of delinguent account collection (see Annex IV).
As part of this program, and as condition precedent to ‘the
annual disbursements under the loan, the Bank has committed
itself to reduce the proportion of its delinquent portfolio by
a fixed percentage each year so as to arrive at no more than
15% vy 1972. :

The Bank's low profits are to a considerable extent a function
of its nigh operating costs, which result in.part from the
necessity of the Bank to maintain branches in certain areas Ffor
developmental reasons even though the volume of business may

be insufficient to justify a branch on purely commercial grounds.
Although the Bank's profits are low, they represent an improve-
ment over the pre-1965 period, when it was recording repeated
annual losses--5/6,655,000 (US$369,722) in 1963, and %3,066,000
(US$170,333) in 1964, The improvementsin the profit situation
since 1965 is basically a result of the decrease in the interest
paid by the Bank on the money that it borrowg; which has come
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down from a level of approximately 3.5% in 1964

to 1.9% in 1967. This has enabled the Bank to continue
accumulating profits, though at a low level, despite
its relatively high administrative costs.

With reference to the problem of professional weakness
at the branch level, the Bank has recognized the problem
of attracting professional personnel to its branches.

To this end, it has organized training courses and has
sent three professionals abroad for advanced studies.
Moreover the Bank has seen to it in recent years that
the post of inspsctor in the branches has been filled

by graduates of the practical agricultural schools and
technical trade schools located in the branch region.

It is the Mission's belief that the Bank is fully aware

of the problems outlines above and is msking serious
attempts to deal with them. 1In September, 1966, an

Ohlo State University Team, contracted by AID to conduct
an analysis of the Bank, reported that despite the type

of problems outlined above, the Bank (1) was not in
critical financial condition or in danger of bankruptcy,
(2) was held in good repute by farmers, private bankers,
the Central Bank, and the Superintendent of Banks, and

(3) had made substantial improvements in management both
at headquarters and the branches. The Inter-American Bank,
in its evaluation of the Bank's performance under two past
loans totalling US$T7.k million equivalent, reported that
the Bank (l) had fulfilled virtually all the conditions

set forth in the loan contracts, (2) had met all payments

of principal and interest, (3) had demonstrated great
ability in channeling the distribution of resources, and
(%) had impo ved its financial administration in recent
years, owing larpgely to measures adopted to increase the
level of recoveries and reduce the percentage of renewals.*

Sources of Finanéing

The sources of BNF finances are as follows:

(a) Central Government Revenues. ' Decree No. 2787 provides
that the avthorized capital of the BNF shall amount to

&l billion (US$55,550,000), contributed entirely by the

Central Govermment. As of December 29, 1967, the capital
account amcanted to S485,132,763 (US$28,118,#86).

UNCLASSIFIED
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Three Executive Decrees establish the conpulsory contribue
tions to the Bank's capitalization to be made anmually by
the Central Govermment.

(1) 80% of the 25% of proceeds from the Lo-centavo tax on
each stem of bananas exported by EL Oro Province
(Decree 674, March 31, 1964): in 1968, the Bank
received /397,100 (US$22,1005 from this source;

(2) wp to 830,000,000 (Us$1,660,000) annually from export
taxes (Decrec 252, May 13, 1966); the Bank received
this amount in 1968; (3) $/20,000,000 (Us

(3) $/20,000,000 (US$1,100,000) annually from the proceeds
of the monetary stabilization surcharges, or, in their
absence, from direct allocation in the Central Governme nt
budget; the Bank received this amount in 1967 and 1968,

Total contributions to the BNF by the Central Goverrment
from these sources have been $/27.2 million (Us$1,150,000)
in 196k4; 529.9 million (US$1,660,000) in 1965; $/62,9
million (US$3,490,000) in 1966; and S/50.5 million
(Us$2,805,3335 in 1967 and in 1968.

(b) Access to the Cen%ral Bank. The BNI" obtains resources
from the Central Bank for shor: term programs through the
system of advances and rediscounts of negotiable documents
from its own portfolio. These orerations are carried out
for terms of not more than one year, and the interest rate
charged to the BNF by the Central Bark is 3%. As of June
30, 1968, the BNF obligations to the Central Bark for
advancements and rediscounts amounted to Skh,000,00
(Us$8,000,000).

(c) Public Sources. The BINF moy utilize fimncial services

of the Securities Commission-National “inance corporation

for rediscounts of credit documents for the purpose of loans

to crafts and small industries. These operations are conducted
on terms of up to five years, and interest rates of up to 4%
per annum.

(@) Private Sources. Savings and sight deposits constitute
& short-term sowrce of funds for BNF credit. As of December

1967, these deposits amounted to $/28.8 million (US$1.6 million).
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(e) External Loans. In 1961, the Interamerican Develomment
Bank approved a loan of US$2,365,000 equivalent to the then
National Securities Commission for the financing of a general
program of credit for African Palm cultivation. In 1967,

inrestments'required, and the long gestation period (up to
six years for initiating production). Of the remaining

total of US$1,365,000 cquivalent, almost all was disbursed

as of December 31, 1968. 1In 1962, the IDB granted a US$6
million loan to the then Hational Securities Commission for
financing with intermediate and long-term credit the develop~
ment , diversification and systematic organization of farming,
livestock, Torestry, fishing, industrial and craft activities
in Ecuador; by June 1967, the lcan had been totally disbursed,
In 1969, the DB authorized a third loan to the BI" for US$6
million to continue its program of Tinancing the developmment
of agriculture, as well ag small industry. Apart from IDB
loans, the BNF has two lines of credit from French and Czech
suppliers, amounting to approximately US$L million equivalent.
The French credit were initiated only recently.

Financial Position

The following table surmarizes the balance sheets of

the Banlk as of the close of 1965, 1966, 1967 and 1968. The Bank's
assets have incieased modestly in recent Years. The decrease

ofS) 19.8 million (US$1.2 million) in 1966 is a result of the
Bank's adjustment of its capital account ang assets in that

year by $/112,0 million -
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' a/
BNF: SUMMARY BATANCE SHEETS, 1965-1968

(Equivalent in US$millions)

Assets 1965 % 1966 9 1967 % 1968 %
Cach and banks 3.3 4.9 5.2 TeT k.9 6.5 6.2 Te2
Investme nts 1.1 20.8 13.1 19.7 114 15.4 13.4 15.7
Portfolio 4h3.7- 6h4.5 43k 6542 5L.6 69.7 56.1 65.8
Other assets 6.7 _9.8 4.9 Tok 6.2 8.4 9.5 1l.1
Total Assets 67.8 100.0 66.6  100.0- Th.l 100.0 85.2 100.0
Liabilities

Callaeble on demand 9.7 1k.3 10.6 16.0 11.6 15.6 13.5 15.8
Callable on short term 6.4 9.k 7.7 11.6 7.8 10.5 12.2 14.3
Callable on long texm 19.5 28.7 17.9 26.9 2l.5 29.0 17.2 20.2
Other liabilities 4.6 6.8 5.0 7.5 5.1 6.9  T.0 8.2
Net Vorth 27.6  10.8 25,4 38.0 28.1 38.0 35,3 kl.k
Total Liabilities 67.8 100.0 66.6  100.0 Tl 100.0 85.2 100.0

~a/ As of 12/31 -
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C. The Operation of the Project

1. Identification and Formation of Beneficiary Cooperatives

The beneficiaries of the program will be legally organized ‘ :
cooperatives, Inthe foarmation of such cooperatives, various - q
types of organizations such as corporations, labor unions, ; b
communes and villages, or traditional groups of indigenous :
population may be considered; but, at the request of the GOE,

the cooperative legal form will be required, :

The basic plan of the project involves Ecuadorean organizations
: -undertaking responsibility for
the identification and formaticn and development of cooperatives
to the level where they meet the criteria for support for
organizations under the program. As noted subsequently,
development agencies will be invited and eéncouraged to
participate in the program in connecction with the identification
and development of qualified cooperatives. An organization of
Ecuadorean persoanel previously employed by the USAID for
cooperative formation activities will be the key agency for
this activity,

In assessing the validity of the approach tzken in this project and the
capacity of ex-USAID bersonnel to handle the cooperative formation
function, a description of the current grant funded programs of

this nature would be useful. USAID experience in cooperative

formation and development dates back to 1961. A general survey

of the Ecuadorean Cooperative Movement and USAID's experience

with it is provided in Amex V. With respect to the Guayas

fdver Dasin rice lards, USAID interest has been substantial

and its expericnce particularly appropriate to operations under

the provosed Project as reflected in the following paragraphs,

In early 1968, USAID formed a team of cooperative fieldmen

to begin the orzanization of cooperatives among small rice
growers in the Guayas River Basin. Although the original
intention of tne program was to organize marketing cooperatives
similar to thc coffec cooperatives in which USAID/CLUSA had had :
extensive ciperience, a study of the situation of the small rice , §
growers in cuador--who grow perhaps as much as 75% of the :
country's rice~-lcd %o the conclusion tha' new methods of pro~
duction would have to be emphasized along with mrketing arrange-
merte. It was also recognized that the willingess of the small
rice farmer to acopt methods of production would be limited
unless he was assurcd more seccure tenancy arrangements, or even
better, land ownership. Most important for this project, it

was found that there are good prospects for small rice farmers
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to purchase land because many landowners in the Guayas River
Basin are willing to sell land at prices that are favorable

to small farmers in comparison with tho rentals they are now
paying. The major obstacle to land sales to small farmers has
been the lack of an effective mechanism for bringing together
buyers ard sellers.

In sixteen months of operation, the USAID/CLUSA project has
assisted in the orpganization of nearly 20 cooperatives of which
nine are now fully legalized under Ecuadorean Cooperative law.
Two of these cooperatives have entered into land purchase
agreements for a total of 980 hectares and a third cooperative
organized by credit union extensionists purchased some 350
hectares. Additional details on these transactions are provided
in the Financial Analysis, Section III, D. The USAID/CLUSA
agricultural cooperative program provided the assistance
necessary for preparing and processing loan requests for these
purchases to credit institutions. This work included topographic
studies, plans for irrigation and drainage and plans for
production improvements, Similer surveying and irrigation
design was done on production capitalization plots in a number
of other cases where cooperatives were able to .secure long term
leases. .

Through agreements with the National Rice Cormission and the
Extension Service of the Ministry of Agriculture, two
experienced rice technicians paid by their GOE agencies have
been assigned to work with the USAID/CLUSA team. Some travel
and per diem expenses of these technicians were covered by
USAID grant funding. Use of GOE personnel through such
arrangements has proven to be highly satisfactory.

As the program began its second year, the team reached its

full personrel strength of sixteen: a project director, a
coordinator of legal, educational and public relations matters;
five extensionists; two accountants; two agronomists; a '
civil engineer; two topographers and two secretaries. This
represents a total budget of about 360,000 per year. With

this team it is expected that twelve new cooperatives averaging.
50 members working a bout 10 hectares of land each can be
organized in a year. Of these cooperatives, about eight will
probably be in a position to buy land.

Until the present, the rice cooperative program has concentrated
on creating strong base level support fot" the formation of a
Federation of Rice Cooperatives. The selection of cooperative
groups for USAID attention has been made to date on the basis

of their potential support of this Federation.

UNCLASSIFIED

I T




- : . ) RS

-35 - UNCLASSIFIED

In relation to the present loan project, or course, new
criteria would enter the picture for the selection of possible
beneficiary groups.

In addition to the currently operating team, USAID will

provide additional resources of perhaps equal size and cost

to the coperation described above to handle the land sale program.
The field teams will concentrate on locating groups interested,
willing and able to enter into land purchase arrangements and

then assist them to take advantage of various government and
private resources in the proper use of their new land. The
formation of a Federation would still bte a significant aim

but would be secondary and thus allow more time for the supervision
of land transfer. The present rice cooperative goup plus
additional personnel could handle the support necessary for the
transfer of 5000 hectares the first year and 10,000 the second year.

While the basic¢ plan calls for the USAID spin-off handling the entire job
of cooperative identification and formation, this arrangement
will hopefully be only a temporary measure, principally during

" the pilot project period, in order to simplify procedures and
‘assure necessary resources for the early stages. There are a
large number of other organizations in Ecuador involved in
providing various forms of technical assistance to rural groups,
Many of these couldteke an active part in locating, promoting
and strengthening cooperatives for the project. These organ-
izations vary in experience and resources. It is hope that

as soon as possible several can join in the project. Certainly
after a year's cxperience, others can be encouraged to prepare
personnel and take over part of this responsibility.

At present, the most capable organization of this kind inthe
rice area is Centro Ecuatoriano de Servicios Agrarios (CESA),
Tnis ron-profit group hires technical persomnel to provide
legal counsel, accourting and other services for cooperatives
in the Guayas area charging the use only part of the costs of
these services. As the program carries to other geozraphical
areas, groups like Centro Lcuatoriano de Accion Social (CEAS)
in Riobambz, the Instituto Campesino of Ibarra, Centro de
Reconversion Economica de Ambato (CREA) and others which are
currently providing assistance to cooperatives can form part
of the program. In the future, various other cooperatives
can form part of the program., In the future, various other
cooperative service organizations can also provide assistance
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such as the Federacion de Cooperativas Agropecurias de
Produccion y Mercadeo, Union de Cooperativas de Ahorro y
Credito, and the Federacion de Cocoperativas Arrosceras.
Jn addition the rural labor movement can also play an : .
important role. Federacion Nacional de Organizaciones

Campesinas (FNOC) of the Catholic labor family and

Federacion Nacional de Campesinos Libres del Ecuador

(FENCLE) of the free labor movement are possible

candidates.

The problem of the Institute for Agrarian Reform (IERAGC)
is discussed in Section III G, but several points should
be mentioned here. The Agrarian Reform Law provides for
establishing procedures for the Institute to implement
ard encourage land distribution under private initiative. .
Little was done to put this part of the law into practice -
due to lack of financial and politicel support. However, :
this is an aspect of agrarian reform that should rightfully

fall under the control of the Institute. Tnisis not to

suggest that (IERAC) can or should immediately assume the

responsibility for part of this program. The Institute

is presently thoroughly disorganized, demoralized and

decapitalized. It may be moved from autonomous status to

a dependency of the Ministry of Agriculture. Therefore,

it is impossible at this time to establish any mechanism

for IERAC's participation. However, when IERAC is ready to

enter into serious commltments, it should become a part

of the program, t 1s hope that during the pilot phase

of the program working relations with the Institute will

develop and the technical expertise in land tenancy of that

organization can be drawn upon more and more, thus providing

the field base and practical operaticnal experience for

future formal IERAC participation.

Another resource that may be drawn upcn to support this pro-
gram is that of private Ecuadorean consulting firms. Such

companies il be contracted in specific cases to provide part

or all of the tcchnical assistance for cooperatives under the
supervision of the ayrand the USAID,

h}

Whatever may be thic nature of an organizcticn seeking the
benefits of this project and whatever t hc source of assistance

in formation and devclorment of this organization as a coopera—
tive, USAID will be responsible for determining its qualifications
for participation in the program. This is in effect a veto

vwhich is considered necessary et this time to assure that

chances of success are maximized. The project will stand
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or fall on the quality of the cooperatives assisted
ard there does not appear to be an alternative to
USAID exercising its judgment on the cooperatives
qualifications.,

The criteria to be applied in determining whether
or not the organization is qualified will include the
following:

1.

3.
b

5.

6.

Potential cooperative buyers must furnish proof

that they own less than the amount of land considered
sufficient for subsistance. Such proof can be provided
by a certificate from the office of property registration.

There must be an adequate legal basis for land ownership.
The legalization of the cooperatives provides this

basis.

Educated leadership.

Established accounting system.

Paid manager.

Cohesive membership participating in cooperative

activities as exemplified by attendance at meetings
and capacity for group decision making,

2. Project Development and Approval

When a cooperative (identified or formed by )
any organization J receives preliminary clearance as a
candidate from USAID, the process of project development
will be initiated,

The BNF Project Coordinator will be notified by USAID of
preliminary clearance and he in turn will notify all
interested czzncies that the qualified cooperative will be

a candidate for a sub-project. The Ministry and BHF will
have the right exercise a similar preliminary clearance and
he in turn will notify all interested agencies that the
qualified cooperative will be a candidate for a sub-pro ject,
The Ministry end Byp will have the right exercise a similar
preliminary clearance. Vhen preliminary clearance hashteen

obtained from all *terested organizations, the Project
Coordinator will telic over aq. - = iie- v e swh-project
ard will be responsible for coorciiawu.ve. o ... o “ilecving

the sub-project with all interested agencies;
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The project development process will involve three

ma jor activities: locating and negotiating for an
appropriate piece of land, determining the walue

of the land through standard land classification and
evaluation procedures > and developing of a farm plan
which will include not only a financial plan for the

ent erprise but also a detailed analysis of all necessary
agricultural imputs, technical assistance requirements
and the like. ?

Locating and negotiating for land will primarily be the -
responsibility of the cooperative. It is anticipated o
that in most cases the cooperative will be able to handle

this element of the project itself with little more than
technical assistance and advice from cooperative
advisors and the Federation of Cooperatives of which it

is a member. The foregoing hasteen experience of the USAID
cooperative advisory persomnel int he three transactions

of this nature carried out to date. Assistance was rendered
in each case in such matters as negotiations with financing
institutions but for the most pert the cooperative handled
negotiations with the seller itself, Indeed the capacity

to carry out this aspect of the project may well be indicative
of the ability of the cdooperative to carry on other business
transactions related to the project and hence bears cn the
question of the qualification of the cooperative for support.,
It is recopnized, however, that under certain circumstances
assistance mey be required in finding land or in negotiations.
Provided that in the judgment of USAID the rendering of
assistance in these matters does not lead to a situation of
expensive denerdence by the cooperatives such assistance will
be provided. The Project Coordinator will be in charge of
obtaining and coordinating such assistance as is required,

It is anticipated that in the usual case the land to be purchased

will be occur <2 by the cooperative or some of the cooperative

members as renters or that the land will be located near the

homes of trc cooperative members, If the land is located at :
scne distance from the homes of cooperative members, consideration i
will be given to the question of whether the distance will !
affect the feasibility of the project. In any event, the farm

plan will take into consideration where appropriate the problem

of the traasportation of cooperative members to the land to be

worked .
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As noted in the IRR, USAID considers the question of land
valuation to be one of the most important problems involved
in the implementation of the program. This problem is
discussed in Annex VIII, Clearly, an excessive valuation of
land with guarnty backing would not only make it more
difficult for the cooperatives to carry out their undertakings
but also there is implicit in overvaluation an invitation

to collusion. The Mission is of the view that the safeguards
built into the program as now conceived fully resolve the
concern expressed in the IRR.

At the outset, the determination of price through the free
market system is itself the best guaranty of

pricing. The BNF as a responsible and experienced banking
institution can, in the Mission's opinion, be depended upon '
to be a reliable judge of land prices which it will be obliged
to pay. An expensive land price will threaten not only the

land purchase payment but also the production credit element

of the transaction with respect to which the BNF also carries
the risk. The direct involvement of USAID personnel will be
still another safeguard in this matter. Notwithstanding the
foregoing, the Mission considers it appropriate to add one
additional objective safeguard to assure the validity of
guaranteed land purchase prices. Each transaction under the
program will be subject to land use classification evaluation
by an independent contractor which will be responsible only to
USAID. The land use classification operation will be established
by the Mission with TDY assistance from the Agricultural .
Division of AID/W, LA/DR . A contract will be entered into with
an engineering firm with appropriate personnel to carry out

this type of activity. In operation, each prorosed trans-
action will be submitted for appraisal by the Contractor. If
the negotiated price exceeds the appraised value by a determined
amount, the USAID will refuse to approve the deal. At this
point, the parties may negotiate further or the cooperative

can seek land clearance.

The key activity in sub-project development will be the
development of the farm plan. This plan is seen not only

as the legal basis for approvals but also as a device to help
the cooperative organize data about its farm in such a way so
as to help it make the best possible decisions regarding the
busiress enterprise. Thus the farm plan is conceived not
merely as a prercquisite to be filed with a loan application
but as an educational instrument by which the cooperative can
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realize its true potential to make decisions as an organization.
If it fails to realize this potential, it probably will
continue to be a poor and unproductive enterprise.

The farm plan will involve a full statement of buriness inputs
and outputs. Inputs include the farm inventory and all those
resources available to it at the time. It will consider
informationabout its land, such as soil fertility and
classification; labor supply; and all existing capital items
sush as tools, machinery, building, and livestock; and those
items available in the marketplace such as credit, seed, and
fertilizer. Output items considered will include farm yiclds
and sales value of 2ll products leaving the farm expecrienced
and projected. In addition, information can be secured from
experimental stations about potential yields, markets and
prices. - The basic fungtion of the plan is to divide the farm
operation into all its component parts and then to analyze

each of these parts so as to bte able to mzke necessary changes
to establish an efficient commercial operation. A special kind
of technical assistance will be required in preparing the plan.
Cooperat ives are ideally set up for this effort in that they
assume the necessity of an educational effort and a change from
traditional forms of agriculture. As noted, agents of various
institutions can be trained in this approachwhich is part of
the current USAID cooperative training program. Improvement
in technical assistance practices of GOE technicians will be an
extra dividend of the project.

When the farm plan has been developed, it will be submitted to
all irt erested apgencies for their approval or comments. The
BNF will review the farm plan in its Supervised Agricultural
Credit Department. As noted in the analysis of the BIF
presented in Section III B. 2, this department is a working
organization with experience in supervised apricultural credit.
The usual procedures of this orpanization will be applied and
throuph the norm:lvorkings of the tank approval of “the various
transactions which the L3 F must undertake will be obtained
from bank manarcment. A description of these proccdures is
provided in Annex IV.

The Ministry of Asriculture will not be required to approve
the farm plan although in all likelihood it will insist upon
approval of the farm plan before the BIF will be allowed to
sub~-lend under this program,
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The proposed farm plan will be submitted to AID for its
information. However, it is intended that USAID's
contractual rights to approval of specific transactions

will be limited to approval of the qualifications of the
cooperatives, approval of the purchase price of the land

sale to be guaranteed, and a legal clear apce to assure

the consistency of the project with the terms of the loan
agreement. The USAID considers a detailed review and

approval of the farm plan to be unnecessary in light of

the capacity and experience of ¥inistry personnel and the

BNF in thesec matters, the excessive and unnecessary !
administrative burden on USAID and finally because approval at
that level would be an unjustified incursion into a decision
making process which should be to the maximum extent

feasible entirely within the Ecuadorean Govermment and its
ageéncies., It is considered that the specific points of
approval retained by AID and the general involvement of

USAID personnel in the cooperative formation process is a

more than adequate protection of USAID interests in the program.
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3. Technical Assistance

The technical assistance operation under this program is con-
sidered <o be of great importance even thoug, as denmonstrated
in the Zinancial enalysis, the program would be economically
feasibie even assuming that only traditional methods of agri- -
culture were utilized by the buyer cooperatives. Increases

in prcduction and income of cooperatives when improved farming
methods are utilized by -the buyer cooperatives. Increases
standard of ‘living of cooperative members. It is felt that
nothing can bind disaffected campesinos %o the economy and to!
to society as a whole as effectively as this. In consequence,
the project has been designed in such a fashion to assure the
availability of sound technicel assistance. Once the financisl
responsibility of a cooperative participant in the progran is
established, continuing efforts will be made to up-grade the!
technological level of the farming activities carried on.

A number of organizations within the Zcuadorean Government pre-

sently have on their payrolls competent and interested technical

advisors who are capable of carrying out the type of work which
is considered desirable under this project. The reason that

technical assistance from these organizations under present clir-

cunstances is ordinarily rather ineffective is the fact that
budgetary restrainis on the organizations in question tend to
make impossible for the technicians %o get into the field on &
regular basis to do their work. Thus it is quite common for
competent field men to sit in officers in Quito rather than
vorking the field because of the unavailability - of vehicles,
gasoline, travel cipenses, and the like. The project is de=
signed to assure that these requirements are available.

The finencing of local currency costs of technical assistence
will be handled iz the following manner. $100,000 of the loan
will be avaeilable for disburscment into a technical essistance
expense revolving fund through SIC procedures. This fund will
be operated by the Coordinator of the project, & BNF employee,
Approximately 30 employeces of the Minlstry of Agriculture, the
National Rice Commission and IERAC will be assigned to the
program. These individuals will continue to receive their
salaries from their parent organizations. However, costs of
travel and related expenses will be paid by the BNT from the ,
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revolving fund., It is estimated that these costs will amount
to approximately $2500 Der man per year, The employees will
be responsible to the Project Coordinator rather than their
parent organizations. The revolving fund will be replenished
by the BNF from the interest payments made by the cooperatives

can be secured in the U.S. will be purchased by the Ministry
of Agriculture from the $100,000 allocated under the loan for

Several types of technical assistance will be finenced under
this procedure including survey engineering, cgricultural
engineering, farm Planning, and egricultural technical assig-
tance. ILand surveying engineering will be carried out by two
groups each of which will be composed or en agricultural or
civil engineer, two topographers, One axemen, one chainman
and one draftsman.

The program will also require one agricultural engineer land
and soil expert to meke soil end lend capability surveys end
gather soil samples for chemical enalysis. The work of this
individual will duplicate the land classification and soil
analysis carried out independently by & contractor for the
USAID, However, it is felt that this work should be hendled
within the GOE for general purposes of the project while the
USAID contract for these services is intended solely as on
advisory service to the Mission to assure the accuracy of
valuation of the lend to be purchased.

Development of farm plans will be the Tesponsibility of another
technical Eroup composed of an agricultural economist, an agri-
cultural engineer, and animal husbandry specialist, a rural Plane
ner and g forestry specialist, These five technicians will

work as a team in the Preparation of farnm Plans for the cooperea-
tives involved, The group will also work with any BNF supervised
Credit technicians who the bank may assign to a specifie sub-
Project.
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three cooperative extensionizts and three accountants who will
be assigned to particular sub-projects by the Project Coordi-
nator as needed from tirme to time.

The Mission is of the view that with the foregoing technical g
asslstence, the availabillity of whlch is cssured by the esta- T
blishment of a revolving fund, the payr:nt of user charges

and the assurance of the appropriate utilization of such tech-

nical assistance by mansgement control through the tcchaical

asslistance has been provided. '
Each of these teams can process approximately 500 heetares

per month. Since 1%t will be virtually impossible for thease

teams to work during the ralny season beczuse of the inaccessa-

billty of most arcas of the basin during that tlrs, it is esti-

mated that each team will be able 4o woxrk for 8 months thus

processing & total or 8000 hectares per years. Thls excezds

durlng the first year the area which probably will be under

consideration ror financing since the limiting factor in program

progress is cooperatlve formation rather than capaclty to give

technical assistance or credit evaillability but lead time will

be required for this work. During ‘Yhe second and third year

an additlonal team of 5 mexbers will be put in the field to

nieet the anticipated inercase in demand for technical assistance

services.

4. PFipancilael Transactions

When all appropriate reviews ard approvals have been obtained,
the BNT will take over administration of all Pinanciel ele-
. ménts of the project. The individual sub-project will involve
three elements: +the purchase of the land, the providing of
production credit and the assurance of availability of tech-
nical cssistance. The sub-pm0 ject is a package deal and no
one element will be avalleble without the other two. However,
for purpoges of analysis in +this peper these three elexents will
be dealt with individually.

The most complicated element 1s that involved in the lard

sale trancsaction itself. It is to this transaction that the
"guaranty fund" pertains and involved in this transaction is
& falrly complicated series of legal arrangements. But this
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after all,

the availebilit vy of lond titles which h-os been idcnuilied
es the central cultural and irstitutional obstacle to the
soclel and economic dcvelopzint of the carpesinos affected.
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arrangeent would amowmt to nothing more than the establistment

of a mortzage banking service with ATD firancing. Ko leverage
effects would obtain and the scope of the project would thus

be seriously limited. It appears that the only vay to achileve

the "morey creating" effect of the seller accepting a time obliga-
tlon rather than cash for the sale of Wis land is to handle the
transactionas outlined above. ‘

The tranmsaction will be secured by a stondard moxrtyese end such
other security as m2y be aveileble including erop licas. Ag
noted in the following parograph, the ENF will be wholly at
risk with respect to Preductica credit in contrast To the
"shared risk" procedure in the land sale trancacticn and rence
it is oppropriate that crop liens run initially to the berefis
of the BNF for credit extended for produciion credit purposes.
However, the secorndary beneficlary of erop liens and the primary
leneficiary of all other security obtained in the transaction
Will be the BNF land purchase oblization. Under Ecuadorean lav,
¢rop liens can run with the land thus essuring a clein relating
to the land purchase trancaction in the even’ of defcoult.

The second element of the sub-projeet Tiraneirg rackage will

be the provislon of production credit in accordance with the
farm plan. The EiF has o well esiablished end expericnced
Supervised Agricultural Credit Doparbtzent. The procedures of
this department are set ous In fnnex IV. Review of the Depart-
ment's procedures relating to production credit durirg intensive
reviev did not reveal any problems. EVP heg agreed to provide
adequate staff to handle tne increased business resulting from
the project.

The progron plan is based on the essumption that initiel Pro-
duction credit arrengexznts will involve cnly financing of

such inputs ag vertilizer, improved seed, implerents and other
inputs appropriate to the use of the land in the cordition in
which it is purchased. As reflected in the Finencinl Anglysis
Section III D a sub-project will be feasible with only such
limited suvport. It is not anticipated that it will be necesg-
sary to provide eredits for land improverent and similar capital
Investments at the outset of any sub-project.

From time to time sub-projects may be developed in which additional
capltal improverments appear to be desirable. If the interested
egencies conclude that the cooperative should be granted additional
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financing for capital irproverents, such eredits can be extended
under this progranm. Similarly, afier several years of operation,
& farm plan can be revised to increase credits for capital impro-
vement purposes. It is hoped that upgrading operations will
often be possible under this pregran,.

While under certain circu-stences noted ebove and subject to
the specific approval of the USAID a forn plen con cell for
irmediate capital improversnts as a part of basic .finenciug _

arrargerent, vherever possible capital Daproveriants will not

be finonced until such 4ir: as a cooperstive kas demonstrated

& record of financilel responsibility wader the progron or uader
the operations.

The tl?rd element of the stb-project tronsection will then be
Incorporatzd into the agreerent of tThe fara plarn. %his carries
several Implicatlons. First, the cocserative will thereby
egree o opercte in accordanmce with the Tera plen. This will
provide somz cggurance that tho Plan will be carried out as
developed by erperts. Violation of the form plan in cffect
becozzs e violation of the Tlicelol errezsezants which will
ive to the EXT +the right to Ceclare ca cvent of defauls.

Ihe inccrporaticn of the form bplaa will also result in an
undertaking by the izistry of Agziculture to the cooperative
end to the EIF o provide egriculturcel tochaical ascistonce
during the pendency of the Tivonelinz of the project. his
vould provide additional proteciion foir vne LUF 4n thzot any
failuze by the Hunishry o provide cyriculturcl assisziance
&3 agreed upon in the plan will ezsbie the ENF to ploce the
finaneizl respoasibility cn the Hinistry of Azriculiure in-
sofer es fallure to provide technieal asslstance as epprop-
riets vos & significant cause of the failure of any glven
project.

5. Cperatilon of thz Guorenty Fund aad Clalx Proccdure
The orizinmcl plon for this project ac puoseatsd ia the IRR Dro-
posed the Cloburscssnd of the loon imte a gonraaty Sund held
by a U.S. cuctodian bonk from waich fund cleins might be paid
ia the event of defauit by a cooperative of any of its obliga-
tions under the project. Waile such an apprcach is coasidered

: feasible, it Los beca concluded trkat it would be preferable,

given the geope of {he project as preseuted in this paper,
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that a portion of the loan merely be held undisbursed for a period of
threa y=ars as the guaranty fund for land sale transactions. The primary
reason for shaping the proposal in this fashion is that the more complex
procedurs does not appsar to be necessary at this time. As originally .
conceivad, ths entire loan would have been disbursed as a guaranty oper- § {
ation. As noted elsewhere, it is necessary at this time to utilize most 5
of the loan for gsnsration of local curreancy for production credit,

Thus, for purposes of this projsct $650,000 of the proposed loan will
be held undisbursed for period of 3 years except insofar as claims are
made by BNF in accordance with the procedures described below. In
effect, the undisbursed portion of the loan will constitute a guaranty
fund and disbursements will be mads from this amount as any other loan.
_dlsouraemunt At % ne end_of thu tnrea year perlod repayments of

- for the undlsbursed dollar guaranty fund and the dollars then disbursed
for agricultural production credit purposes.

The Banco Nacional de Fomento has indicated that it is willing to extend
land purchase credit in an amount equivalent to four times the amount
of the guaranty fund. In conseguence, the guaranty fuand will become
available for claims by the Bank to the exteat of 25% of land sale

edit extended oy BNF. Conversely, to the extent that land sale credit
is not fully extended, the guaranty fund will not bs available for clalna.
However, it is not 1nteadud that the 3NF will be regquired to
accept 75% of initial losses. To the contrary, the Bank may claim
100% of losses sustained up to the total amouant in the guaranty fund
which is available for claims. Thus, for example, at such time that
the Bank has extended $1,000,000 in land purchase credit, {250,000 of
tha guaranty fuad will be ava1lable for claims. If taere is a 200,000
loss at that point, the Bank may draw down 5200,000 from the fund, If
an additional $200,00D is lost bafore additional extensions of land
purchase credit are made, the 3NF may draw down only $50,000 from the
guaranty fund. It may not draw down the other 350,000 until such time
as $200,000 of new land purchase credit is extended.

UNCLASSIFIED




b

lI.L“,';’;d“:,;.a:.'!.'.’:..r,\:.,-..-,.n;., B 9 BT TIY S OF AP RN

- 49 - UNCIASSIFIED

The possibility of "risk-sharing” by the Benk with respect
to all losces rather 4heoan the last 75% of possible losses

has been explored but rejected. This is considered a point
of minimal importonce for the project in light of other
protection. However, the land sale guaranty 1is considered

& serlous risk by the Bank. As the rosources potentially

to be lost would limit other Important development operations
cnd the gain involved zorginal, it was deeided not %o PICss
this issuc in negotiations.

In the event thet payients on e guarcniteed lond sale are
not mxintoined oy the reclopieat of thot ercdlis, tus Procedures
for asserting and colleeting a cloin egoidnst the security fun
will be as follows:
Deterudnation of whnt constitutos oz event of default will
be based cn the two ovJectives of identilying o
is rezconebly poszible a tranzaeticn vhich conzot be cxpected A
<0 be successful while ot the so-s cosuring that & buyor- S '
borrower 1s not defaulted whore thero is 2 rccconabie prossect
Tor hly beins oble to cerry ouv the trancoctions. VWhere there

L st that the coope-
rocive’s failure to keep Lo paymants is bacoed not on iks un-
- gress to do so but rather upon circuzztonces beyond its :
control, woratorie will Le provided.

(o}
‘t;-:‘;
o’

Y

practical rutbor poymonds must to scheduled on Tho hosis

£C of thz crops to be prowa by the ceooperative. Ualess
ba ¢ repudiaiesy o debt guarantocd under “he »roject,
bligatlons should be considerced 4o be dua ouly at cpzelfic
Jeoxr correspeniiag o erop harvest. Such periods

1
will be identified ia the contract.

R TN SR NP
~f <he buver

obdligoiion, o

“He & poyieint In cecordance with the
e defeult will hove talen ploce.
o .

‘e ZIP In oxisr Yo undmtain the validity of thz guaranty,
must notify ATD cnd the #inlstry of Agriculture of the cooperea-

- -~
tlve'ls fudlure 2 m2le “he Paymenv. A determination will then oo
be made by thr inborestcd agencies if feilure to pay was baced . '

on factors beyond the buyer's coatrol such as severe adverse ;
veather conditisns, cpidemic in the community, unusuvelly : ' -
adverse marketing conditions or other sueh nitigating circun-
stances. If +the baak is wZlling to postpoae payment or scale
down payment over a period of time it will so indicate %o S
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USAID, which will upon assuring itself of the soundness of the proposal

rensw the guarenty under the nsw tsrms proposed. If the bank is un- '
willing to continue the obligation and AID determines that the default

was made for reasons wholly beyond control of the cooperative, AID may

consider processing the claim against the security fund without requiring

the bank to take steps to remove the cooperative from its property or .
to realize on another form of security. In any event, the bank need not

continue the obligation against its will. If AID determines that an

event of default did not take place, but the bank refuses to accept the

AID deterwination, the BNF may trunsfer tha debt to the Ministry

unless it appears that the non-payment was collusive in which case the

guaranty nay be voided.

If with respect to any land purchase debt defeult mitigating circumstances

are not present, the 3ank will be cillzd upon to taks normal steps to realize

o1 availabla securlty. Fallure to pursus other forms of security as '
cgrecd upon 11 the guaranty contract will constitute grounds for voiding '
“he guaranty.

“he oblizatlon to attempt to rsalize upon other forms of security will
.nvolv: the following. Procedures to enforce all loans and mortgiages

on rzal and personal propsrty must be initiated within two weeks after
d-claration of an svent of default and approval of this declaration by
USAID. The Bank must attempt bto remove the debtors from the land in
question. However, if the debtors refus: to move voluntarily - which

must be anticipated the Bank's claim will not be thereby prejudiced.

If tne land is vacated, the 3ank must put the property up for sale

and the sals price of any such sals must be approved by AID. If the debtors
refuse oo leave the propsriy, the Bank's rights ia the transaction

Wwill be transferred to the Minisiry of igriculture. It will then be
responsible for removal of thz occupants from the premises and liqui-

dation of ths property. An approved sale of the land by the Bank

or a transfer of the Bank's right in the transaction to the Ministry

will constituie a maturing of the Bank's clzim against the security

fund whereupon processing payment of the claim will proceed Torthwith, "

Claims against the security fund will be subnitted by the Bank %o the
Ministry and ths Mission which will make a determination as to the
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claim and the consistency of the Bank's actions with the contract of
guaranty. There will be a tims limit on Mission review so as to assure
BF that its lsgitimate claims will not be unduly delayed. The Mission
will forward approved claims to AID/W which will release undisbursed
loan funds in amount sufficient to cover BNF payments frouw time to

time to the seller under the land purchase contract. The failure of
the cooperative to pay its obligation to BNF will not accellerate

BNF's obligution to the seller or AID's loan obligation to BNF.

If the AID Mission denies ths claim it will so notify the Bank and other
partliss affectad along with a statemsnt of the reasons why this action
has beaen taken.
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Financial Analysis

1.

Feasibility of Sub-Projects

In deve loping the financial‘analysis to demonstrate the
economic feasibility of this Project, a number of Droblems
weére encountered., nn fundamental difficulty, of course
is that this is a Pilol project. It is intended that .
variations on the basic scheme will be explored. Furthermore,
it is the financial feasibility of the individual sub~project
as reflected in the farr plan vhich is critical to the project
and these farm plans will tend to vary considerzbly in terms
of the nature of the land purchased, thne soils ang crops
involved and so forth. It was decided to base the financial
Planning of the pProject on model Sub-projects which in the
opinion of USAID personnal and CLUSA contractors represente 4
@ reasonable, conservative Picture of three typical sub-
Projects.
Tables 1-6, Anex VI show the Cost3, revenues, and net income
from rice Production tnder three different methods of rice
cultivation: (1) subsistence farning under traditional
methods; (2) commercial farming under semi-mzchanized methods
and (3) commercial farming under irrigated ang mechanized
methods of production. The first two methods permit the
growing of only one rice Crop annually, while the third method
enables the Producer to grow tuwo creps a year. The parae-
graphs below describe the assumptions underlying the data in
the tables.,

At the outset it 1s. agsumed that the ccoperative buyer will
have 50 merbers and will purchase 500 hectares of land,

0f this land the 300 hectares will be devoted to rice productian,

10 hectares o other crors and 60 hectares to non-productive
uses including houses, roads and the like, For purposes of
the analysis, only rice production is taken into account.

Thus in the model the entire financial burden of the sub=project

will be carried by the Primary cash crop despite .the fact that
substantial arcos of the farm will be devoted to suosistence
and other cazh cropse. Tnis simplifying assumption is highly
conservative in nature and in the view of the Mission leaves

considerable room for error in the aralysis of the economics
of each alternative,

Turning then to the assumptions which apply within the model,
the first and mest important assumption has to do with land
Price. The model asswnes the bPurchase of 500 Lectares at 2,000
Sucres per hectare or o little less than $1C0. TIn view of the

UNCLASSIFIED
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rontals paid for rice lands, this price appears to be rather
lowe In fact, however, this price has been carefully checked
and is considered to be a sound estimate. Appart from
discussions with individuals knowledgeable in matters of land
prices in the Guayas River Basin, USAID has participated, as
noted elsewhere, is assisting cooperatives in three purchases
of land. The transactions are as follows:

(1) In November 1948 the "Jujan" Rice Cooperative with Lk
members purchased a hacienda of 563 hectares for & 794,530
including a S/200,000 down payment with the balance payable
in 5 years at 8% interest. This is an average of JLuU1L
sucres per hectare.

(2) 1In June, 1968 the Rice Cooperative "E1 Roblecito™ with
L1 members purchased a 360 hectare hacienda from the
Banco de Fomento. The sale price was @’2,000 per cuadra
or a total of §/1,008,000 with a 10% down paymente
Payment terms usre five years at 6% interesze

(3) The "Senor de los Milagros™ Irrication Cooperative, an
orfshoot of the Daule credit union, was formed for the
purpose of purchasing 700 hectarcs of unused land at
1,300 per hecture. A down payment of 20% was made with
renmainder to be paid in 3 years with no interest. It
is interestirg Lo note that the seller in this case
vossesses suostantial additicnal properties and has
expressed willingness to sell additional lands under the
proposed prograhe

The relationship betwesn land rental and land sale price
is in rart explained by the factors stated in section

IT B. AU the same time, it is connected that to a degree
the land prices reflect an absence of effective demand;
“tnat is an ebsence of pecple who want land and have the
aceess Lo credit to purchase it. Nonethelegs, for the
prricd of this project it would seem that the amount of
availevle land far excedes the number of potential efeective
vurchasers. Thus in the opinicn of the Hission, the exist-
gnce ol tne project will not result in signficant

urward pressure on land prices and clearly will not

affect the validity of the assumption of & 2,000 per
hectare on which the firancial analysis is based.

UNCLASSIFIED
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Prices. Alternative Crlce assumptions (low, medium, and
H&gﬁT—are made for each of the thre different methods o
of farming. Under traditional methods, the prices per :
quintal (qq.) of rice are assumed to be $110, $13% and f
$160. Under semi-mechanized and irrigated mechanized
farming, the price levels are $110, $130, $155, and $180 .
refleceing pronium payments of dpprox1matelf $20 per qq.
for the improved varieiico o ice that would be grown
under these methods of production. The price of 3110 per
qq. is somgwhat higher than the average price paid to
producers inthe carly 1960‘3, but louer than the high
prices prevailing since 1967, when shortazes of rice for
domestic comsumption began to exert an upward rressure
on prices. Though prices should fzll as production
racovcrs, it is unlikely that prices will fall below
$110 for preducers who are part of the program proposed
in this loan. In the first place, it has alr cady been
deomostrated that ccoperative rice marketing can result
in significantly higher prices than individual-farmer
marketing. */ Szeoncly, even if production rises significantly
ubovc rresent levels, o strong demand for rice from Peru

5 likely to continue for thne forescecable fufurc. Thoupgh
nLch of the Feruvian trade will probably be converted from
contraband to official channels, with a corresponding decline
in prices, thc demend for rice by Peru seems strong chough
to set a floor under domestic prices which we are estimating
o be approximately 110 “0“ ¢q. Thircdly, the government
has set an official V‘ice of 5160 per gq. for purchase of
rice by the Pilndora Modulo, which is owned by the government-
erfiliated Banco iegicin) [ Fomento. At present, the Pile=-
dora rodelo does not have sufficient storcge facilities
or legal zowers to enforce this price on a natiomwide basis.
While average bricm ¢cecded the w180 fipure for much of
193, they have nou fallen below this level as the Frescent
rice crop--uwhilcia scems 6 be a moderately good one despite
drourhit and fleed damage--is being harvested, milled, and
rarketods roucver,*nu will vurchase rice from projoct
cooperalivis at the cfficlal rate applicable. Hence, g
minimws price is ascared.

e’
1

'c"avgvuu are evtaining as much 2s 350 per Gqe. more than
roevs mardeting individually through middlemens.
itien, the uooncrat*vcs are turning in 10-15% less
riee in orlder to be credited with a given amount of

: this very likely is an cxtreme case,
nle ol the degree of cxploitation suffered

1/ % rooont roport inaicates that USAID-assited vice Coop=-
-

it is 2 pood Cr.al

by Shull farrers and of the benefits that can be ontained
frem cooporative forming.
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The current official price of $160 ($180 under modern
methods of oroduction with improved seeds) has been
chosen as the upper limit for the calculation in the
tables below. VWhile it is conceivable that the GOE

will attempt to enforce the official price, it is doubte
ful that it has the pover to undertake such a step.

Also, if rice production begins to increase rapidly as

a result of the program anticipated under this loan ag
well as other public and private efforts, the official
price of 3160 may beceme quite unrealistic and could
well be lowered. Nevertheless, this figure serves as .
useful purrose as an approximation of the upper limit.
which rice prices can be cxpected to reach. It should
be mentioned that prices at this level are more a function
of adverse weather conditions than of strong demand by
Peru and that as 2 rcsult when such a price is reached
not all farmers would benefit from it, as adversc weather
would damage or cause a total loss of many plantations.

The medium price fipure of %135 per ¢q. (5155 under

modern methods of produciion with improved seed) could

be achieved either throvgh an exceptionally strong demand
for rice from Peru; or through the milling of rice by the
cooperatives themselves, or throuzh 2 ccmbination of tNlese
effects. Rice milling by the ccoperztives, one of the
eventual goals of the program outlined in this loan paper,
would increase the inceme of coorerative. manbers by

about $15 per qq.

Size Of the Farm and fomily Labor Force. Tne tables below
assume an average individvel farm vithin a cocperative to
comprise 10 nectares, of which 6 hectares will be devoted

to ricec. These arc the average figures expected under the
Erogram proposed in this loan paper, based on the experience
with the rice cooperatives organized under the USAID/CLUSA
pregra.

The family l-bor force is assured to comprise the head of
heuselicid {ono full-time~couivalont worker), his wife

(0.6 full-time-cquivalint vorker), and one child (0.5 full-
wlre-squivelent).  This results in a total family labor
Zorce of 2.1 Tull-time-equilvclent workers. The crop season
1 assumed to be six months or 120 working days. This )
results in a total availability of 252 days of family labor.

UNCIASSIFIED
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Table 1 shows that labor requirements under traditional
rice farming methods total 82.5 man-days per hectare per
crop. For six hectares of rice land, this amounts to

L9s man-days. Thus almost half the farmer's labor require-
ments will have to be met with hired labor at various
periods of the crop cycle in accordance with the schedule
on Table 1,

For semi-mechanized and irrigated-mechanized methods

of production, family labor requirements are lower as pro-
duction is more mechanized and family labor is increasingly
devoted to managerial functions. In the case of semi-~
mechanized fariing, hired labor costg are higher, due
entirely to iricreased labor requirements at harvest time.
Higher yields result not only in more manpower requirements
at harvest time but slso in higher unit labor costs as the
greater density of the plants makes harvesting somewhat
more difficult. Total labor requirements under semi-
mechanized farming are slightly less than thcse under
traditional methods of farming.

In the case of the irrigated and meschanized farming, total
labor requirements are significantly lower than is the case
under the other two methods, and hired labor costs are
minimal,

Labor Costs and ety Fomily Income. For most types of labor,
the prevailing daily vage in the rice areas of the Guayas River
Basin is 320, For some operations it is higher (e.g.
application of herbicides) while for cthers it is lower

(e.g. harvesting).

Tables 2,L, and 6 include imputed costs of family labor

at the prevailing wage bates Tor the various farming
operations. In determining net inceme from rice farming,
Tables 2,L, and 6 prozant two alternative methods of
calculation. The first includes under costs the imputed
costy of family lebor, while the second method excludes

these costs. In view of the lack of alternative employment
opportunities for smzll rice farmers in the Guayas River Basin,
it iz nighly questionable to attempt to separate labor income
from profits, and thus the second nethod of calculation seems
to be more appropriate for determining the net income

of these farmers.
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Using the first method of calculation, rice farming is seen
te yield negative returns under traditional farming methods
and using the low and medium price ausumptions. In all other
instances, the returns are positive., The second method of
calculation shows rice farming to yield positive returns in
all instances, with those returns increasing dramatically ag
the farmer shifts Irom subsistence to semi-mechenized
preduction and then from Semi-mechanized to fully mechanized
and irrigation production. '

Although the positive cash return under traditional methods

of production appear to be too small to Justify a continuation
of rice farming by lower income groups, particularly at the
lower end of the Price scale, it must be rememoered that these
farmers also grew other crops for subsistence and in the off-
Season seek gainful employment to increase their cash income.
Even in instances where rice farming yields negative returns
the farmer brefers a situation where he has i Place to live

aad grow other crops for his family to the staus of a land-
less worker.

Yields. The average yield under traditional methods of
production is approximately 20qq. per hectare fop the farmers
who weuld be organized into ccoperatives under the Program
proposed in this loan paver. Under semi-mechanized methods

of production yith improved seed varieties, pProductivity can
be expected to increase to LOaq. per hectare. Fully mechanized
irrigated rice farming with improved seed varieties would

raise yields to 70 QQ. per hectare, In Tables 2,4, and 6 it is
seen that such dramatic increzses in Yields make it
économically feasiblc——despito nigher . cosige~to Progressively
impreved methods of Proauction.,

Interest Ratss. Interest rates assumed in the analysis are
)i 101 both long and short term credit. 8% is the legal
maxinem interest rate Tor this type of credit allowed undep
ICF by law. Total financial charges are not allowed to
exceed this bercentage.

gpnclusig;su vVhile the feasibility of each sub=project
must 96 “Zotormined in light of the conditions applicable
in the particulap case, it appears that a wide range of
feasible sub-project conditions exist.

UNCLASSIFIED
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2. Project Costs and Sources of Funding

a, Inputs

Land Sale Credit (extended by sellers) $2,500,0001/
Annual Credit Requirements (loan funded) $2,750,0002

Technical Assistance to Cooperatives

GOE Costs (3 years) $ LQ0,000
Revolving Fund Local Cost Support

(loan fund) $ 100,000
U.S. Commodity Support (loan fund) % 100,000

Technical Assistance to Cooperative Bank § 150,000
(USAID funded)

£65000,000

b. Sources

U.S. Govermment Resources

AID lcan $3,600,0003/
USALD grant funds 150,000
Ecuadorean Resources
Credit Extensions of Local Sellers $2,500,0003/
GOE : ;00,000
©6,650,0003/

1/Land Sale Guarantee Fund

500 (avg. no. of ha. per coop.)
50 (no. of coops.)
25,000 (no. of ha.to be guaranized)
. 2,000 (price per he, in sucres)
50,050,060 (total cost of land in sucres)
5,000,000 {down paymont-109 of total cost)
15,000,000 (sunm of annual installments, excluding interest) , |
25 (Payment of annual installments to be kept in ' v |
guaranty fund) ©
11,250,000 (amount to be kept in guarantee.fund) !

/11,250,000 « 13.18 = $618,812 or say $650,000 (dollar
equivalent or guaranty
fund) .
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Annual Credit Requirements (assuming semi-mechanized farming
on all 25,000 hectares)

25,000 (total number of hectares) |

.60 (percentage of total land area for which credit ;

will be necessary) ' j

15,000 (total number of hectares requiring credit) :
3,260 (amt. of credit per hectare in sucres-from

Annex VI Table 3)

-48,900,000 (total credit needs)

S/L8,900,000 & 18.18 = $2,689,769 or may $2,750,000 (dollar
equivalent of annual credit requirements)-

As %650,000 of the loan is held as a reserve against loss on
land sale credit extensions of $2,500,000, the total of sources

exceede inputs by $650,000.

3-

Prospects of Loan Repayment

The capacity of the project to be self-financing is

- discussed above. In the event that the project fails, it

still appears that the GOE can repay tine debt.

Ecuador's ratio of foreign debt service to total exports in
1968 was approximately 10,L4%. However, debt service payments
are expected tosrise from US$21.9 million in 1968 to US$53.1

million by 19737/, grace periods on foreign loans

contracted during the 1960's begin to run out, while export
proceads are not expected to increase by more tham 3.5%-3%
annually. This will put the debt service/éxport ratio at
about 20-21% in 1973. Thereafter, the rate of increase in
debt service payments is expected to come "down, while at the
samz time the rate of increase of conmodity export earnings
should increase. This project debt-service/export ratio is
quite high but it is not our of proprtion with other IA
countries. It is expected to decrecase sharply thereafter

as reflected in the Economic Analysis. Ecuador has always ?

had a good record on meeting its loan payments and no

special problem with the dollar repayment of the proposed

loan is anticipated. On the basis of the foregoing, the

Loan Committes has concluded that Ecuador has the capacity :
to meet the repayment obligzations of this loan. '1

1/ Financing Board's Estimates. C N
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L. Justification of Local Currency Financing

This is a highly experimental development operation !
undertaken by the GCE at a time when it is faced with i
serious budgetary problems. For the past several years, |
the GOE has had such difficulties as revenues have '
been insufficient to cover rising expenditure demands. !
Even with austerity policies on budgeted expenditures, ‘
sizeable budget deficits have been incurred. The 1968 i
cash deficit is estimated at S/560 million or about
18.5% of total expenditures. The technical and poli-
tical difficulties of correcting this situation are such

that several years will br requizmd to effect a significant
improvement in public finances througiimproved tax .
administration. Yhe present government , in office only

eight months, has not has time to make significant progress

in this field. In addition to these difficulties, Ecuador

is now in the midst of a balance-of-payments crisis and

has just recéived a $18 million standby from the DF.

The standby requires Ecuador to limit the size of its budget
deficit. Other sources of local currency are not available.

In consequence, the project is impossible to undertake

without dollar financing of local currency costs.

5. Justification of Concessionary Terms ‘

This proposal calls for granting the loan to the GOE on

the most concessicnary terms available, 3% for LO years

with a 10 year grace period during wnich interest will be

2%« The nature of the financial problems facing the
BEcuadorean Government has been referred to previously.

The Governmant is presently facing a serious budgetary

crisis and it is anticipated that critical needs for govern-
ment expenditures will continue to absord financial

resources availablé to the government well into the future.
Thile substantidl improvements in certain eiements of the
GOZ financial picture are anticipated during the next decade,
the requirements for financing will probably continue to
outrun available resources through the end of the century.
All previous AID financing in Ecuador in recent years had |
been on the most concessionary terms available and other
international lendizpinstitutions pursue a similar policy.
Further, this loan has a substantial social development
orientation with only minimal economic benefit to the GOE.
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On the basis of the foregoing, the Loan Committee has A
concluded that this loan sho{tld be made on the most J
. : ' ' concessionary terms possible. i
’ i
g
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Economic Analysis

Agriculture is by far the most important sector of the Ecuadorean
economy, accounting for approximately 35 percent of the GDP (1963-
67.average) and about 56 bercent of total employment (1962 census),
Furthermore, it accounts for close to 95 percent of Ecuador's total
export earnings, with bananas, cacao, and coffee together accounting
for about 35 percent. These figures make it clear that the general
health of the economy is very much dependent on the strength of

its agricultural sector. ‘

From 1960 to 1967, total GDP grew at an average annual rate of 4,5
percent (all growth rate figures are in real terms); but given an
annual rate of population growth estimated at 3.4 Dbercent, GDP per
capita inecreased at only 1.0 percent a year, well below the Alliance
for Progress target of 2.5 percent, A major reason for this mediocre
record has been the poor Performance of the agricultural sector, which
grew at an average rate of only 3.1 percent over the same period. A
good indication of the importance of this sector is the fact that a
five percent sector growth rate during the period 1960-67.(assuming
no change in the growth rates of the other sectors) would have
resulted in a 5.2 percent increase in total GDP and a 1.8 percent
increase in GDP per capita, Preliminary ECLA estimates for 1968
indicate an aggregate GDP increase of 4.3 bercent, with the increase
for the agricultural sector being only 1.5 bercent, largely due to
drought conditions in the first half of the year.

The slow growth of the agricultural sector has also had adverse
effects on the balance of Dayments, though these effects have not
been too serious as yet. TFood imports are still relatively small,
with wheat and fats and o0ils being the only major imports. Some
efforts have already been taken to increase domestic production
of these items., For example, INTAP has successfully developed
new wheat varieties, through dissemination of the new seeds to
farmers has been slow. With regard to oils ang fats, the BNF re-
ceived a loan from IDB in 1961 for the development of African

0il palm, and pPlantings under this loan have recently come into
production, However, in the face of rapidly growing"food,demand,
additional efforts will have to be made to reduce imports of these
items,

Recent export performance has been satisfactory, with the 1963-68
rate of growth averaging 6.8 percent annually, following a Period
of stagnation from 1959 to 1963, - However, the export outlook for
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the next few years is rather bleak, with bananas in serious
competitive difficultues, coffee exports limited by the Inter-
national Coffee Agreement, and cacao prices likely to fall soon
from their relatively high levels in the last few years, For

1968, the Central Bank estimates that total exports rose by

only k.5 percent, and this only because of heavy Japanese pur-
chase of bananas due to crop damage in Taiwan, a special factor
that cannot be counted on to the same degree for 1969, Banana
exports are likely to fall in 1969 by 10 percent and total exports
by 5 percent. Thus even with the recently signed IMF standby of
$18 million, the balance-of-payments difficultues that appeared in
late 1968 largely as a result of rapidly rising imports (16.7 percent
in 1968 and 18.k4 percent in 1968) are likely to persist,,and addi-
tional measures to restrict imports will probably have to be taken.

Under these circumstances, export diversification is imperative.

- While Ecuador has many good possibilities for developing major new

erport items, not all of these commodities will be able to make a
significant contribution to remedying balance-of-payments difficul-
ties within the next four to five years. This is true, for example,
of livestock, lumber and lumber products, fish and seafood, petroleum,
and possibly vegitable oils. Rice, in contrast, could become a

major export item within two to three years, '

This has been recognized by the Government of Ecuador, which also
seems to be realizing the need for greater government support to
agriculture generally. Specifically with regard to rice, the

GOE's interest in increasing rice production has been demonstrated
by (a) creation of the Comision Nacional de Arrogz (CNA) in 1967

as a semi-autonomous agency under the Ministry of Agriculture;

(b) the construction of a rice experiment station in the Boliche
area by the 'Instituto Nacional de Investigacienes Agropecuarias
(INIAP), with the assistance of Rockefeller Foundation rice
experts from Colombia; and (c¢) increased lending for rice production
by the Banco Nacional de Fomento (BNF), directed at small farmers
and cooperatives as well as to mediun and large farmers, The BNF
has also shown an interest in contributing to technical assistance
efforts to raise the productivity of rice cultivation. .

USAID/Ecuador's recent document, "Suggestions for a Comprehensive
Rice Development Program for Ecuador", shows that the adoption of
modern rice production technology on 20,000 hectares could result
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in Ecuador's exporting as much as $10.5 million of rice in 1971,
compared with no exports in 1967 ang 1968. If adoption of the new
technology is more widespread--as seems very likely in view of

the recent activities not only of the GOE but also of the private
Sector--exports could be even higher.

As the USAID document roints out, much of the increase rice pro-

"duction could come from smsll rice farmers, the great majority of

whom do not presently own their land, but who account for an
estimated 65-75 percent of Ecuador's total rice production. A
program aimed in large part at these farmers could be an important
vehicle not only for improving income distribution but also for
achieving some of the non-economic objectives of Title IX.

The USAID has already become involved Wwith these small farmers
through the formation of rice cooperatives, a project being
carried out under a contract with the Cooperative League of the
U.S.A. (CLUSA). This project, initiated in early 1968, has

thus far looked very promising. Especially encouraging nas
been the fact that several cooperatives have been able to
purchase their land. Another has purchased its own rice mill,
while several have received loans for irrigation pumps. Sources
of credit have included the BNF, the Banco de Cooperativas del
Ecuador, and private banks.

However, sufficient credit is not presently available to meet the
objectives of a large-scale program such as that described in the
USAID's "Suggestions for a Comprehensive Rice Development Program
for Ecuador." The loan Package proposed in this document thus

contributes to achieving the larger objectives of such a program.
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Policy of the Government of Eeuador

1.

IERAC -~ The Agrarien Reform Agency of the Government

The role of IERAC in the proposed project has been a parti- ,
cularly vexing problem to deal with. It is clear that the . o
legal responsibility for egrarian reform in Ecuador falls on , 4
that organization. It is equally clear for reasons discussed ?
in Amnex VII that involving IFRAC in %he program at this point i
would be tantamount to feilure because of the orgonizotion's : ,f
lack of financing, public support and competent stafT. The

Mission was saved a very coemplicated ncgotiating problem by a

decision on the part of the Minister of Azriculture thet the

Program should be carried out by the B rather than by IIRAC.

Indeed, the Minister reflecied a syzpSthetic understanding of

AID's disinclination to becoma involved in the political

complications in the problen. Hence, there will be no problen '
of IERAC involvement being forced on this project. OFf course,

by law certain types of transactions, such as leng tenancy

érrangements and the like, must be submitted for IERAC approval,

It is not anticipated that compliance with these statutes will

be the cause of any ccmplications.

On the other hand, it is the Mission's vicw thav at such time
as TERAC proves itself capuble of undertaking its full respon-
sibility with respect to agrarian rcform that the Mission
should makc every effort to cooperate with it. It is not
inconceivable that IFRAC will improve substantially in its
performence. Indeed, it could hardly do otherwise. Thus one
possible variation on the project thame would be attempting
to work with e IERAC cooperative. The Mission will maintain
a positive, sympathetic attitude toward the Governmont land
reform agency, but will not a% this point involve IERAC more
than is required by law os an organizatica. As noted else-
where, IERAC personnel under BIF dircetion will be involved
in techmical ussistence operations. This w2y be a first step
in the dircetion that the Mission hopes to move.

The Land Invasion Problem
Like many other nations in Iatin fnzirice, Zcuador has experienced
& number of land invasicns,' '

. But of course, .and invesions ere not in themselves _
the problem. They are sywptczetic of the general level of social o
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tensions existing in the areas where they take place. It must

be recognized that there ere socially legitimate as well as
socially illegitimete claims for land which are expressed through
land invasion.

It is not the intention of this project to.deal with the problem -
~ of land invasSions as such. Apart from the invasions being merely

symptomatic, the phenomenon is far too compier, far too sensitlve
to be dealt with through the medium of foreign eid. However, the
project will operate in a soclety within which invasions have
become not uncommon events. To the extent that invesions are a
part of the Ecuadorean soclal ambiente, therc are relationships
to the project some aspects of which shaould be noted.

As far as the impoct of the phcenemenon on the project is con-
cerned, on the negative side the existonee of lend invaslon as
an “alternutive" to purchase poses & threat to the stability of
sub-project financial transaction. If a cocperative sees lund
being token without peyment it may be ineclined not to pay its
debts. Conversely, campesinos are aware thet defauit would cut
off access to legitimate sources of production credit., But the
threat exists. On the positive side, the altuosphere of invasion
threet doubtless will be a useful additionacl inducement for land-
owners to sell at rcasonable prices.

Concerning the impact of the prcject on the land invasicn pheno=-
menon, very little can be expected unless the project proves

to be successful and is substantially expanded in the futurc.

If this heppens, a great deal can be expected. By making it
possible for those with a legitimate claim to land to obtain it
on reasonable terms, the aura of legitimate sociel protest with
which some invaders clothe their otherwise purely criminal scti-
vity would be stripped away. The hand of the Government would
be strengthened in deeling with such elements if those with
legitimate cleims to land were in & position to obtain 1t in

2 manner consistent with law. Finelly, the extremist agitators
who have provoked some of the land invasions in recent months
would presumebly find their task more difficult, thus perhaps
lowering the propens;ty to invade throughout the spectrum of
those concerned.
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While this project may, if successful, have & positive effect
on the land invssion situation, the project itself does not
look on improvenent in the invasion problem as an objective
nor does it contemplate taking into account for cperational
purposes the level of land invasion threats (although presuma-
bly many potential land sellers will do this without prompting
from project officiels). The project impzcts on the phenome=
non and the phenomenon impects on the project but the mediun
is not the message.

Whatever may be the implications of the land invasion problem,
the project is designed to benelit those who can and will carry
out viable economic enterprise on the land acquired. Guarantees
will be made selectively on the basis cf such standards as the
skill tec form effectively, the capacity to organize ond carecy
through in economic activities, the scundness in terms of coop-
erative principles of the organization and the like. This projcct
is not intended to assist the dceparate. To that extent, it will
not deal vith weny people intcrested in land invesion and will
not have an effect on many types of land invasion prcblens. It
will, however, tend to relieve some of the pressures of those
with the most legitimate claims for lond reform vhich in the
view of the Mission is the furthest that this type of activity
can be carried by foreign aid. '

Government Rice Policy

As 1s reflected in Section ITID, the finzancial fewsibility

of the project is related to the priec of rice oblaincd by
the beneficlary cooperative. To the extent thet beneficiary
cooperatives must depend on cpen mariet prices, a risk exists
but as expleined in Section III D, thesc cooperatives will be
able to sell rice at prices fixed by thce COE. Neactheless,
the overall rice policy of the GOD is significant es any sig-
nificant expansion of this prograia in the future will probably
requirc an overall rotionalization of the rice econcaics of
Lcuador.

The Governzent of IZcuador imtervenes in the rice market in
several ways. A short discussion of these interventions is
provided to indicate their extent and ineffectiveness. It
is not considered desirable or feasible to attempt to inter=-
ve. ¢ with the Governuent with respect to its rice policien
in the context of this pilot project. EHcwever, the Mission
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is mindful of long-term requircrments for rice cconomy retion-

alization, not only intecrnms of the possibilities for cmpansion .
of this project but zlso os an overall ccencric develcopment

requirement of the country. 1

Producer prices and wholesale Prices ror rice are vresently

established jointly by the Ministry of Isdustry cnd Commerce

and the Ministry of Agriculture. Tae lotest deteriingtion

of price 1s set forth in Dzerce No. 58%-A, dated Areil 1h,

1969. Producer prices ranse betwecn S/140 and /180 per quintel,

vhile wholesale prices range froa S/l55 to S/185 Pper quintal,

The Panco de Femento's Piladora Modolo in Guayaquil stonds

ready to purchase rice from produccrs ot the prices set by -
the government decree. However, the Pilodore Modelo's

hondling, deying, and storame facilitics ure insufsicient to

enforce the officiel prices through market prossures, and the

government has not other effcctive means to control the nrices

paid by the other milis, vhaich coerace on & sunply-demand bocis.,

For rmch o 1966 2nd in early 1689, prices naid by privete rice

mills to producers excccdéed the offieial prices (which had been

lower than they axrc now), and oo a resuls very little rice srus

brought to the Eiladora‘MQﬁglg: At present, the situation is

reversed -- the winter crop now being haivested is o rcasonably

good one despite scue drousht and Flcod damzze, and private

rills ere wnaying less then tac officlal yrices. Thoy ea

centinue to do this becaouse the Iiledora Modael
hondle cufficient quantitics of rice Lo inrluenee market

prices.

Retail prices are sct by zanicizelitics, vhich hove 4he '
cuthority to cotoblish moxizunm prices Tor busic food iteas.

Again, thouzh prices tend to be determined Dy suppiy cnd

demand, s the menicinalitics have no DONEr tO prevent ro-
tedlers frem selling ot prices avove the legal mwccdionen,

Eports of rice are not pormitted unless the COR cetermines

that there i o swrplus orf mice over and chove the aacunts

nceded to saticfy derestic concumption needs ond Lo wointain .
& nornal level off stocks., Under present arrangements, the

Superintendency of Rice Mills cnd the Nationel Rice Comniscion

conduct swrvey of rice mills cad make nericdic reports on .
entries, withdrawals, and stocks to the Dircctorate of Internal / o
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Trade of the Ministry of Industry and Commerce. The Directorate
review these reports and sends them alonz with its comments to
the Minister of Industry and Coxmerce, who makes the final decie
sion vhether or not to authorize the exportation of rice.

Data on entries, withdrawals, oud steccks are subject to consi-
ercble error. Legisletion pasced on gwly 1, 16537, required
only large rice mills with polishing opecr tlons (pilodoras)
to register entrics, withdrawels, and stocks with the yupcr

intendcncy of Rice Mills Szull rice mills that were considercd
"incomplete” because thcy lacked polishinz foeilitices (mOlanS)

were exempted frem these requirements. As of July 31, 1807,

95 mills vere classified as piledorcs ond 555 &g molinos.}/
e . 3 - .

The latter probably acecunt for as ruch milling as the former.

Sone meolinos, iﬁeiden‘ly, are ncw usiug Japancse equiuent

which both nusks and polishes rice in tha same operaiion.

The incemplete accounting of rice enbx:
stocks makes the decision on wacther o t

& matter of guescwork., Althowsh nariet price movc:c1t cén belp
in the guessing gume, it must alco be receznized thet price
71
c

LA £

> -~ -~ -
¢s, withdrawals, and
e

0 cxport lorgely

increases may be pertially a reflection of v cnlold_;g of
svocks froa the murket for sucenlative wuspoces instead of
being entirely & reflection of searelty.

As in the case of vrice coatrols, curnort cont

o

by
incffcgolvc. In the lwdu oo Jbu.u, uaouubhci
shortav c of rice h;vc rcsu.oca in tha prices,

IT ic nizhly wnlikely {thoft the COR will Le in a rosition

to enforce price and wipost regulations inm tac foresozble
future unlecs it inercoses its ecapacity Fon reguleting supply.
This would require Investuments in haadling, ‘"vlh, wnd storage
fToeilitics byr the Piludera Modzis ond :;-Lﬁpu vine constructica
(or purchase) of waditional willing Jecilitics.

In any event, the nroject is wrotected Uy ascurence of the

right to colil ot the rized winlzum price to the piladera Hodelo,
While tho fixed price will almoct cerisinly foll from its

precent levels, iU dc consldered wnlilely that it could fall

below the §/110 niniuun price ascurption of the financial analysis.

1/ Olficc of the hgricultural Atvache, Quito, Report Io. AGR-25,
February 8, 1¢69.



http:ir~c~ctive.In

- 70 = |  UNCIASSIFIED -

SECTION IV - IOAN ADMINISTRATION

A. Project Execution : | %
1. Introduction , o
The proposed loen will fizmonce o pllot project in agrarian refora. |
It is intended to epproach this project with flexicility vith o view to
defining procedures suitcble for fimaneirg & drozdcy progran in vae
future. In comsequence, the proseniatica of adminlsirailve plen s in
this poper should be ccasidercd an Inlvlal plan cdbleet to revisicn
vbeon end if events suzgest the Qesirzcbility of moking revisions.
2. Execution Plan
While it 4o intended thct ultizaloly guarcabty proposals will be
developed, epproved cad exceuisl CQ &-case basic & ecch cace is
- ready for processing, initial guarcmices uander this lozn will be
meda in two groups of four or five cases Guring a2 Lirst year.
This will be doxc to conserve alxinlsirative efforte reguired for
working out verious detalls of pucgrea cporatlicas and a2liso to
assure o sufficleat varlebty cf caces to provide aduzinisirvators wit
en adequate insight into operatiag voitebles. COn the basis of thls

exoericnee, it is belleved thals perooncub orocciures con be defined
-~ ) &~ - —a [

with mosxloun effectivercoa.

PLe #imct croup of five gravcatics will be made to cocperatives
alrcady in existence with an estoblished busincss recoxd s0 a8 to
mindrize fnitinlly the preblea of buyer selecticn. Buyer selection
1s'a.n copect of the progrom which, it is belicved, con be dealt
with more or less separately frca other cdufalztrative picblens

and should not be defined until more 1g ltown aboul the financial
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nnibiente of the progranm.
It is anticipeted that 1f the lcon ig authorized by June 30, 1969,
the loan will be signed by Septezbor 30, 1969. Ac the EF
Superviced Agricultural Credit Deportoent 45 ea esiablished
organization, there will be no Z-=sdlate orgeuizaticaal probleas
within tke Bank., The GCE will 2sslzn technical personnel o Lhe
BNF as required for ficla cperaticugs. Thz hozd of She uporvised
)

Agricultural Crcdit Deporizoat will bo aopointed Projeet Cocrdire’or
'e.nd In thet copoelty will supcrvice wot caly EOF cnloycos woriing
on the project but also GOZ emmlcyees ascizrad the"c'::o.’ o will
elso be in chorge of the revolving fund for lecal cosbs of techateal
essistance end all comoditics purctased uader the loazn for support
of the project.

While the foregoing oncrciicns axc being csteblishod the AID
¥oclen staf? which worlks with tho cocperative movezout in Ecuador

will seleet five cocseratives which in the julgcment of 4he Mission

[

stalf are best cvallisble eandicites for thiz prozxia. Selcetion
wlll be on the basis of deteradnirz those cochs whlch are rfunction-
irg most effectively ia teorms of busiuess ecpucity, c3ricultural
sidlls, ard the ability to work as o cooperative. " The following are
the cocperatives which have bocn ddeubificd at thiz point as "'.;hc
post likely candidatos for this cetivity: Ie Corzcla, Lag Marcedes,
ELl Roblcel’o, Yoguechi and Jujon.

USAID/CIUSA persconsel will advise e cocperative in tkhe process

of 1dentifylng londs to be purchaced, the uezotlction of the
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purchase and the negotiation of preduction eredlt. Houever, R
every effort wlll be zade not 4o interfere with the operatlion of |
the transcctions. The role of USALD will be limited primarily to
learning as much as possible ebout the nature of this Type of
tmnsact;qn g0 ag to provide guidomee for similar operaticns in the
future when perhops less well develcped ccoperatives will be the

purchasers.

Particular cmphosis will be oloced on 4he proslica of evoluntica ..
of propervies to be gurarantecd. Ia s ec: anceticn, arrvongezends :
will be mede to cbtain lomd use ord soll clc.s:i‘fic;"‘icn Survey anta f
vith respect to eceh purehace. 0Oa basis of s ot policies will
be establisked with recpecs to taz auesvlen of the moaxizng. pr:.ce...
6f vropertics which will be guoranitosd under 4his arsiect.

The first group of flve guarancics will be .executcd | .pore of
less ghiultoneouzly. Tt is catled soted That thesc transacticas will
be cezpleted by iarch 31, 1970.

While {he indtiel effors weforvad S0 ohowe i toling »lace, the
gelectlon of five cocperatlves for She ceccnd grovwp of guaranties
will be effeetuated. Thoce cecporabives 4o be guaranteed In the
seccnd groups will by definition be lcss abirac .I.V in terms of

w3

eriteria stoted said above. This beirs the case, o greater effort

wlll prebably be required oa the port of USAID/CIUZA ermloyees

and apprepricte gtaffing stens will be takon %o ec re that an

adequate acount of supporv will be avalloble for 4his cffoxt, It

!
1s heped thot the sccond group of guurantees, cai be made by - |

j
g
3
Septezber 30, 1970. !
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In November of 1970 a general review of activities under the

loan will takz place and fincl operating procedurcs will be developed. ;
After this point it is hoped that a regular proccdure for guarantcedng

cooperatives on & casec by case basis wlll be possible. chresentdtives.., P

of AID/W will be asked to participate ia the proicet review at that

time,

Prigary Recponsibllity for Action .
Pripary responsibility for actios undor this lcan will lie with

the head of the Supervised Acr;icultu:al Credlt Doparizant of tka

B;!F. AID's izvolverent with the office will be ather deep ab the

outset. It is antlicipated trat ATD's Involvercnt will 4ead to be

reduced over tir: until ATD no longer will Love & role 1n adsidnisgtrge

tion otker then to crprove guoraaties and cloims, Ik 1g anticilpated

that two years will b

[0]

required for ATD to reuove itsols entirely

from the udministrative eleroni of this prozraa.

USAID Iavolvement with +ino cocpexatives themssives will remoin
very close throughout the serlod o2 the exzeutlcn of the project.
At the present tims AID s an exvensive Inveiwemont Is the
cooperative moverent in Ieuvador a=d beczuse of thls loan the
present clese relatlonciy  will Trosebly bhe deei-:-::;ncd. in any évent,
in thke process of the fomnticn ofcoggeratives, the rendering of
technicol assistance and ofkor matters welating 4o cocperative
operaticn, the involverment of USAZD w11l be not less at any point

durlng the project that it is ai k2 present tina.

<t

Respcuisibilities for these reloticns Will be vested in USAID

divisioi. chicfs but in all 1ikellhoad the cetual contact work

3 e eah e e e
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will be carried out primarily by USAID/CIUSA local hire
employees in order to maxinize the degree of Ecuadoreans

rarticipating in the program. It is hoped that ot some

point in the future AID will be able to step out. of, the pfoﬁram
entirely, but this will depend on how effective +he Bcuedorean
employees prove themselves 4o be in the operatlon of the program.

USAID Honitoring Responsibilitics

!

At the outset UsSATD nouitoring responsibllitics will cxicnd to all . ; j
aspects of the establishment of the progren. The Rural Develop- |
went Division, the Imstitutional Tevelopzent Divisica aad Copital
Developzent and Engincerinz Offlcc will be 4he elemints pricarily
responsible for surveillonee aebivitics. Ia cach case it ;
is anticipated that the perscas dircetly lnvolved will be Zcuadorcan
employees reporting to Amarican division chiefs. %xe Institutional
Developzent Division by m2ans of a cozirzet with CIoSA is fully
staffed to handle aay requirezmznts involved in this progyan 'a.'l:
the present timea. Cepital Develcprent and Exgineering Office will
be expanded to carry cut its responsidilitles with respeet Lo
this é.nd other programs. As this loca project is an iuliegral part

of the overall AID effois in cooperative develogizit and rural develop-..

ent activitics » 1t is not enticivated tind staffing will causge a

gericus problen in the execution of this lean. Geaerally apealdng,
personnel are avalleble thoush davolved in related activities at
the present tiz:. It 1s the intention of the Hission to shift emphasis
of various othi: achivities to the cxtent recessary to develop this

program. Addi:lonal furding and contract bergouncl will be provided

as nceded.
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5. Technical Assistance g
Most of the technical assistancs requirements associated with

this project are available at the present time and involvement of

technical personnal in the program will require esseatially a shift
from present activities to activities under this loan or relating
to this loan. This includes psrsonnel working in cobperativa
formation and operation, agricultural technical assistance

advisors, and the liks. The BNF is in a position to render techni-
1

cal assistance in certain matters relating to financial aspects of

the progrum. The loan provides soms funding for commodity support

e e ot A e

of tecimnical assisvance operation by the Ministry. To the extent
that professional services are to be procured for vhis activity,
thsy will be handled primarily by Mission operating funds and grant
funded contracts as appropriate. To ths extent pecessary, the loan
technical assistance element will provide an additional source

for coantracting for tecanical assistance.

B. JImolementation Procedures

1. Target Dates
It is antlicipated that ths loan will bs signsd by September
30, 1969. Initial conditions precedent should bes complied with
by December 31, 19459. All conditions precedent will be fulfilled

before initial guaranties are issued. Ths disbursement of the

loan will take place as soon as possible after the sigaing of o

the loan and the ueeting of the initial conditions precedent,
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There will be about $120,000 of procurement of commodities of

U.S. source and origin under the loan for which letters of commitment -

will be opened.

Disbursement Procedures
$2,750,000 will ba disbursed as required under SLC procedures
for production credit uses. £650,000 will be retained undis-
bursed unless and until claims for default loses are made

in which case disbursements will be made under SLC procedures.

B
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SECTION V - ISSUES

A. Alternative Approaches to the Problen of Pironcint ILend Purchases

In the AID/W comments on the IRR for this project, the Mission
was urged to consider alternative procedures to the guaraaty
mechanism to accomplish the basic objcetives of th: progrem. In
accordance with these coxments, the Missloa reanalyzed this ques-
tica fully during intensive review tut egein arrived at the com-
clusion that the guaranty fund mechenism wes the oaly proctic: bie
approach which appeared to be aveileble in light of the ceccaciiic
conditions prevailing within Ecueodor cxnd the eaticiritced iowels
of US assistance which might be availeble for this progro. v

The fundamental problem with eny direct finomeing schewz would, :
of course, be the abseacc of sufficient resources to malke a sig-
nigicant contribution to the overall problcn feced, Turtherumore, :
balance of peyments iuperatives suggest that to the extent feasi- :
ble local currency conversions could bc limived., Direet financing
would, of course, involve 1C0C% conversion under SIC procedures.

The leverage possibilities inherent in the establishing of a -
wortgage banic or the support of eristing wmortgage banking opera-
tions within the country wes reccznized os an atiractive theore=- .
tical alternative. Unfortunctely,; however, the problem here

would be the seme 2s the problem encounterced with respect to

production credit financirg. In short, there ere no resources

available within the Ecucdorean ceconczy for the specific purpose
of thc progren. The nature of this prcblem ia the context of
production credit finencing is discussed under issure B below.

In the context of the mortgage bank finenciag, it is apperent
that the CGoverrment is not in a position to make significant
sucre resources available for this purpose ocad the private sector
is unwilling, at least at this stege, to enter into this type

of operction. The only institution which «ppcors to be w1lling
to undertake the progruw at this stege is the ECB.

It was thus concluded that the only source of Tinoneing for land
transactions whicn is practicable at the present time is the
owner of the land to bb sold. Financing by the owner has a
money creating effect (n a circumstance vwhere the hasic problem
is the non=-aveilcbilit, of money. Furthermore, this approach

ULICLASSIFIED
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retains the leveroge benefits that a mortgege banking operation
would create were local financing resources aveilcble fou & nore
orthodox arrangemcnt.

It should be noted that the Possibility of cbtaining Tinaneing
from the GOE is completely out of the question in light of the
budgetary crisis which it is now facing and can be cepeeted to
face for a number of years to come, Issuance of tonds for this
purposc would of course be uifficult not only beccuse of the
substaentiel discount ot which GOZ bonds arc now sellins but also
because cf the restrictive IIT tendby Agrecical to wiich ithe
GOE is a party. : 1
Direct AID Finonecineg Llarough SIC Procadurss of Preduction Credis
Ior the Prcject

As mresented in the IRR, this mrogrenm conternnlated guarcncces not
cnly of land purchase obligations but also vroduction credit az
well. Thus it was hoped thot the loan weould be disbursed ertirely
into a guarenty fund ond that aciual local cwrrercy financinsg
could be handled within and by rescurces of the Ecuadorecan €20Nn05Y .
Initial discussicns with benkers indicoted tiet this erranzement
would be difficult although not impossible. BINF indicated interest
in the program, but also pointed out that its totel resources were
limited. 1In consequence, if it were to finance the operation
directly, it would be at the cost of reducing aveilabilitics of
credit to customers of the same social ond ceceacnic clagses which
this program secks to benefit. Privete cdenostiic bornks indicated
en interest in the prozram but took an understandebly consorvative
position with respect to perticipation at the ocutsct of the pro-

B

(¢

)

gram. The association of private bazis is studying the nmatioer
end may in light of experience wader Lho program asrec to provide
resourcesz at scue time in the future. However, at the pres

tine, there apoeors to be no likelihood of cuicining support from
this source. Private forcimn banks, including two U.S. banks
operating in Ecuader, indicated strong intercst inm the prozrom,
However, rccently the GOE passed a low requiring substontizl
amounts of forcign bunk asscts to be invested in housinz bvoads
to be issued by the Coverawent. Thig wgortunase lezislatica
has placed scvers itrains oa bank essets ond operacions quite
epart from any possibility of participation in this progrom.
In consequence, the foreign banks indicated that <t would not
be possible for then to consider active perticipation in this
program at the pres:nt time.

CLASSIFIED
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In light of these developuents, it became apparent thet there B
was no adequate source of local currency for produciion credit :
purposes available within Ecucdor to be guaranteed. Tials left
the Mission no choice but to revise iis proposel as reflected
in this peper to call for the generation of loeal currencies
for production credit purpcses throush SiC procedures. The
vrogrem is not concidered to be feasible unlcss such sources
of local currency are nmade availeble,

Possible Netsotiation Difficuliies

The proposed project represents o new departure in financing
agrarian development. Arlter extensive discussions with BI¥, res=-
ervations have becen cxpressed by individucls within BNF con-
cerning ccrtain elements of {the operction, speeifilcally the land
guaranty precedure. Because of the ncveliy of the operatlon,

it is clear that negotiction of verious aspects of the projeet will
be ccuplex and indecd wmay rcouire changes frou the project as
presented herein. The Missicn belicves that the loan can be
nezotiated in the fora precented or that alternctive arrange-

ments consistent with the objectives of the rroject can be
secured. In any event, the authorization will provide that if
the loan cannot be signed within six months after the date of
‘authorization, the authorization will be terminated.
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DRAFT

I hercby certify to the Administrator of the Agency for
International Development that Ecucdor Possesses both the finan-
cial and human resources effecvively to maintain and wiilize the
pilot project to be uncertcken rursuant to the terms of the A.I.D.
loan proposed in this peper For Lgricultural Lond Sale and Develoé-
meat between the Covernment of Zeucder 2ad thae United Stéfes of
America. In so certifying I hove taken into account the main-
tenance and utilization of projects in Lcuador previcusly financed

or assisted by the United States.

Date Robert J. Minges
Director
A.I.D. Mission to Ecuador

(Signed originul on file in official IA/DR Loan Folder)
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" EUUADOR
LOAN FOR PIIQT PROJECT FOR ACRICULTURAL
LAND SALE AND DEVEILOERLILT

.'. R

CECILIST OF """’J“OT.'.' CXUTED IA

AID 1240-2 (1-69)

(Allicnco for Progvods

In the vight-hend zergin, for oceh itcn wills SRGLIT, 0T, 85 SZPIED
{ o swmmery of reguired discusgion,  AS RseIgoly, DISLONLO s s

of tho Capital Aszistencs Penom, o ool c"cc::.y iceavigiod i -
docemont, in which the nostor is furthor diccusced. Tuds foud wi

a part of tho Copitel Ascistoaco Popor..

Tho following chbrovictions cwo uscd:

FAA - Foreign Assistanco Act of 1961, as v"'n‘dcd by tho Fouvcign Assistoaco
Act of 1968, .
App. - Porcign Assistanco and Rolated Agoncios Azpicy i:tim., Act, 1959. . RS i
COULTRY PERFORMANCE - . B e
. ' . . - ' . AR
Proorzga Towards Cosvieu Gogls. , - AR & i
1. AL 5.908; G.251(b). ﬂ o | v }
Ao Dzsewribe extent to vhich : ' ‘ . ' o . S

countsy a3

(1) laling avprcpeictc efforts  Ecuador has placed high priority .

.
R Tty R

to incrcase food prciuction on agriaxltural activities, although ¥

and inprove L”‘G:?”-J for jocd . its efforts have been hindered by

atorcye cid diatribusion. serious fiscal problems. ;‘

i
N (2) Creatirg a fv-':)rc})Zc elimass Leglslation favorable for private ; }
for forcign and dow:ztic pivaha enterprise and investment is in force, '

cnterprioe and invc Jtr..mt. and the private sector is healthy and :

active in Ecuador.
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(3) Inereasing the public
role in the developmontal
procesa,

(d)
developmant,

(b) Divewting owsh

ragources for iiicoccsc

military ezpondilitine

also Item Yo, 18.) cd
intervention itn affa
other free cid indspond
nations, (Soe alco Itci No, 17.)

(5) Willing to comtribut
the project or program,

Rhaalibtanib h an B O 7 7 T U

(a) Alloocating availabls
budgetary resourccs to

TENSE Y vy e Lanadiad RS TS S,

UNCLASSIFTED
ANNEX II, Page 2 of 19

Ecuador has a constitutional
government which is responsive within
the limits of budgetary restraints

to active public interest sectors in
various types,of developmental activity.

g

!

Despite severe budgrtary restraints » and
inefficiencies in the establishment of
prioritiec in public sector expenditures,
- the public sector as a whole is allocating
significant ‘budgetary resources to develop=
ment. .

~
Lot g
[ar
4

v
)
SR

The GOE is not diverting budgetary resources
Yy for unnecessary military expenditures.

wrje,

L

(Sso

L., 4
LG 0)

Ak
e

c.fuwnds 0 Willingness to contribute funds to
the project consistent with
budgetary restraints has been.
expressed. -
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AID 1240-2 (1-69)

N &) Making econoiiio, cocial, As a constitutioral democracy, the rule !
and political rcfoiw ouch as of' law, freedom of expression and of the :

" tax colleotion toprevenants and press, individual initiative and privete
changes in land tcnwe arrangcnonts, enterprise exist in Ecuador. ' Econcmic s
and making progrcos towand respset  social and political reform are object-
for the rule of lew, frzedon of ives of the governmmen: although progresc i
ezpresaton and of e prcsa, wid has been .slight. : g b
rocogniaing the tmportanca of
individual freedom, intitlative,
end private onterpnise, ‘

'

(?) Adrering to thc'pm?no-iplca 0f Ecuador adheres to the principle of the

the Aot of Bogota cid Chapter of Act of Bogotd and Charter of Punta .del g
Punte del Esta. Este. . . - £
' . f

K e

. £

(8) Attempting to vepatmiate oapiial Ecuador attempts to repatriate® capitall’, -
invested in other coumirics by its primarily by trying to promote a o
oun ottisens, sound climate for investment in the -
country and maintaining the stability ;-

o of the sucre.

b
' "
- (9) Otherwisc 2o ponding to the vital The GOE appears to have good
economio, political, and social intentions, but its performance

oonacrns of ita poopla, and demong trating has been limited.
@ alear dztermination to take effectivs : :
. aclf-help mecource, :

B, Ave dbova factors tzlcnm into Gosount in The oupport of the COE of the -
.o s : . ! . Dbroposed loan indicates the -
e furnishing of tha ssdjoct asoigtcice?

GOE's’ affirmative position with'
‘respect to these factors which -
vwere taken into account in -the

; consideration of the pProposed




Y e —— ANNExn,Pagehoflg

v = - S T e T ta i ket e teiae g mhe s ne R e TR, ST o e -.-.;,......v.......‘w.._,_
' IRt BT, I |
. . ¢ . N ¢ . ) . .‘ ‘ ’ 1 i
o i ¥ i

e T

. I , o S

C e :

bd . . ’ .4; ‘:g

' b ' ;

+ . AID 1240-2 (1-69) _ ‘L

Tyrcotinant of U.S. CLtin~—=n B e | i

' . - . ’ e !

3, £408,020(0), If cociotence€o ;' ' The USATD ang tne Embassy’ are

o govaviaiont, 20 the govermmont | - “investigating a potential 620 (c) .|

licdle cc dzbtor or imconditional ' situation involving two contracts. |

guarantor on ayy debt to a U.S, "If 620 (c) is determined to be - - b

oitizon for goeds o0 cervidaa ‘ a'oplicable the loan agreement will ¢

Juriionced or ordsred where (a) not be ‘signed until the GOE 4

such citizen has cihaustad satisfied the requlrg_ment of 620 (c):

avatlehle legal rermedies and &

(b) dcbt 13 not denicd or \ t

contsated by ouch govsrizmsnt? ¥

3. P4 G.620(c)(1). IF  Gootstanca o It has not been determlned tha* RS

i o a goveiiucit, haz i ' the GOE has taken any steps. which F

(tnoludivg goverrmnl cgon o3 or require the application of the i

: orbaivicions) lakon ey estion sanctlons preseribed by this Section'

whieh ha:: e cffoct of I.....val"C:w ' ' U g

izing, oz wpropricting, or oiierwsisa - o S e

oeLsing=ouicruliip or control of o A v {

property of U.S. citiscio o . - . -F

cattiics bengy ficially cuned by : L

whem uztnoy-\- *e ,Js’b?"g 0'5\4.3 o o . . . | E‘

dischcxge tic odligatici N ' | - U, :

tovard cuch citizeia or cniitics? : : . PR

: B . .. O

S ‘ . . E

de /l@p, C.108, If ca::‘zi::.'-y alttaumes " Ecuador does not take such action, &

to crzate aw:&wcw 3 Decawoc . ‘ .

of their racs or rcligion cisiy e A |

' Americans in grunting perconal : . Co T

or comicrecial cocris or othen o . ' R

rigate othomsrice cvailedlo to - | o i

U:S. oitinens gonarally, whas :

otops (Will ba) (havc con) I L E

taken during locn ncgotiations . o | R

to influcnoc elimination of cuch * St PTG :

digtinations? | o ‘ SRR E
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6. FAA &, aéo(o); Fichermen's Protcotiva

“Aet. f.5. If cowntay hac seized, or
<mposed any peralty or sanotion cgainst,
ary U.S. fishing veoecl on account of
1 fishing activitics in international
waiers, ‘

[}
a. has any deduction reqiized by
Fighermen's Protoative Aot becn meda?
) ']

b. has compleva donial of ascictarce
becn oconsidercd by AcI.D. Adiiniotraton?

Relations with U.S. vaernm:mt and Otheo

A

!

;
} S . 4, . e .
WAL st s ot o s otin s o

st

Nationrnn
6, ZiaL.a8r0(d). If asaicteres is fom

ary productiva c;:*;'srpz.*iua which will ,
corpata in Lo U.S. with U.S. entfru
prige, tg there en cyrccmond by the
reeipiont coumibry to poacvant cxpozt
to the U.S. of wozc then 20% of the
onterprise’s cnnvzl production dunivg

tha life of ths loan?

PAA B.620(7). Heo tha cowssay
poermittod, or failed to take
adequate meacirca to provens, thc.r
damage or dcsivustion by rob aotion,
of UsS. proponty?

R

UNCLASSIFIED
ANNEX II, Page 5 of 19

Since Janvary 1, 1968, arrest
incidents have been reported as
follows: March 20, 1968, 1 boat;
Agust 7, 1968, 4 voats; December
10, 1968, 1 boat. Protests have
been lodged with the GOE.

With respect to the boat arrested
and fined after hugust 12, 1968,
(the effective date of Section 5 of
the FPA, as amended) no amount hag
yet been expended by the United
States and thus no deduction 1is
required at this time by this
Section. :

The loan will not be authorized
unless the A.T.D. Administrator
considers denying assistance

to the GOE and determines
nevertheless to permit the
authorization.

It is not contemplated tlant the
Dbroposed assistance will result in
competition.in the U.S. with U.S
enterprise,

‘No.
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8. Fra 8.620(1), If the cowntry a3
fatled to instituts tho {nvostmont
guazmty progran JOI’ tha cpacifie

! " ricks of empropriation, 1n ccre
varstbility or conflacation, haa tha
A LD, adnintotraticn within tha pa

)
3

& 14
yoe corsidered cJ,.J,,.g azciotanca i":)
sucn govarwnzat for tiig roason? -
: . ~ i e
9, A 0.620(a). Ip ihe govsvwizit of Yo. o
tne racipiont couniy in defauls on . -
intercst or prircipal of ary AJL.D. : , SRS
loan to the country? . ' : T
‘ e ;
. 10, . 744 0.620 Hag the commvby 7 Yo v
cevared dzp..a avio rolablons with _ APRRR
: U.5.?2 If co, heve they been roswiad - ' ' o
and havs new bilatoral essicitaios .o .
Cgresingnts been negoiiated crd crtops .
into aincc guch reswiption? o ' "
11. Ecuador is not up to date in
payment of UN obligations. The
11, FA4 D.620( Yo What o the paymng - loan will not be authorized unless
Clatis of iae cou u-J'J U.l, the Administrator tekes into account
oohgatno;:.:? If country <8 in the status of the GOE with respect
crrears, wers) such aw“aﬂaga tane to its UN obligations, and determinas
into accownt by the il D. Adiintstrator nevertheless to permit the
ta doterining the curwsnt . I.D. " authorization.
Operating Year Budjei?
13, FAA 8.620(c): Avo, 8.107(c) a,xJ (h), 12. No.
. Loesg »r2 mm.,/w COTRTTY TUORLOE o
asgigtance to Cuba, soll atrauc, ta 1\"0' o
material to C’.cocc, o‘ ;::z als chipd o SRR o B

airoraft wndsr tio Fleg & carry . . e
R ‘eargoss to or from (udG. ’ o R

’
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13.

14,

15,

FAA 8.620(b), If cssistancs 19 to a
goverrment, has Secrotary of State
dstormined that it 48 not controlled

by the international Communigt movercwt,

’

FAA £.620(F). App.G.109. Docs
raoipiont cowntry have a commuriot
govexwment

FAA £.620(2), Iz vecipiont country *
n any voy involved in (a) ciubvereton

of, or miliiary aggresoion ayalvot, tha

US. or ary countzy ceeiving U.S.

asoistancs, or (b) the planning of cuch

wversion or aygresaion.

FAA 8.820(n) s App. 107(h) ond 126,

" Docs woctpiont econisyy fizwich goods

to Noxth Vici~lema or vermit ohips op
aireraft wnder <to fley to carry
cargoca to or from loyith Vict-Nam?'

Military Expenditiwes

17,

'FAA 8.620(a). What ;oves 238 of

couniy vusyit io jor wmilitary
eapenditurca? How ruch of foreign
oxchciige rasowrcss cpont on militawy
equipment? Io U.S. P.L. 400 o»
dovalopinent assiotancs uzed for
military puipooes? Arve counizy's
regourace davoted to winsccsaary
military expenditurcs to a degres
which materially imterferca with

- amount of foreign exchange is spen{;z‘.'r".
" in military equipment., FPL-480 or -]

" used for military purposes. The fi.

. development.

UNCLASSIFIED = - ;.o
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Lk

The. Seqretary'of State has determined’
that Ecuador is not controlled by t;
International Communist movement., v

T
No. .
0 b

eE s,

._.
SR

No.
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The Military budget is approximatelq'"j{:_‘j
9% of the GOE budget. A marginal

)"4:
other development assistance is not!

country's resources are not devoted;‘if:;
o military expenditures to a degref;}g:
that .materially interferes with :[.ts{}";,]
: B
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)
. II\}
its development? (Comsidoraiion . by
of these pointo to be ecurdingtcd i
with PPC/MAS,) F !
. [ 3 :
. | ; i
18, FAA §.620(v). 4op. 0,119, How sinch Sophisticated military equipment Poo
spent by country cuwing current U.S. . has not been ggrchased Since L
fiecal year for cophioiicatod militery -January 1, 1968,
cquipmant purchaocd sines Jernus: Y 1, ‘ b
168? Has corrcoponding crouxt beon .
deduoted from curvcnt O0YB, ox <o the
weapons purchase dotormined by the (£
Prcsidont to be {mporiant to U.S, iy
national security? (Rsopensea to . :
ticoe quostions to be coordinated by
with FPC/IiS.) ‘ . iy i
' ' R
CONDITIONS OF THY LOAI %:
r
General Sowrdnzso : The terrs and comiitions of the i
loan are considered reasonable ﬁ
19, FAL £.201(d). Infozmation and and consistent with the laws of e
conclusion on reaconadlencse and Ecuador and the United States. i
legality (under lews of country and ' ' [
U.5.) of lending and rclending sowus -, W
of the loan. )
o pid
' . i
—_— . v
n a . . ot
20, FLA 5.251(h)f2): uapolfe). The activity is considered econcmical:
Inforination cid conoivsion on 1y and technically sound andl the GOE;:
aetivity 's econoiic aud technical has sutmittéd an g

- pplication for the*g'-f.‘,

cowndnese, If loan <8 not made puvsuant Loan, : o
to a multilatzrcl plen, and the anowns |

. of the loan cxceeds $100,000, hog country . '
suwbmitied to 4.I.D. an application foz B
such funds togcither with aoowranccs to ' :
-indicate that funds will be wsed in an- - - . K
economically and techrically sound _ R .
mannazr, .
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21,

22.

23.

24,

25,

N ::" . ’ .
m‘fh‘;aﬁ\iﬁk RAEE e o 4

FAA 8,251(b), Information ard
conclusion on capacity of the
country to ropay the loan, .
inoludiry vresonablenceg of , .
repayment prospeotas,

FA4 £.612(a) (1), Prion to eigiing
of loan will there be (q) erngincer-
ing, finaneial, and othen ch;*::I .
neecseary to ecarry out the costotance
and (b) a recsoncbly firm co Tnado
of the cost to the U.S, of the
azatotanca?

Fid 5.611(a)(2), If furthon L
2egislative action ic r'cqm'ycd z.rz.irm
recipient country, what s Das-z.:f; Jor
reazonable expeatation that suzi,
aotion will be completed in tiizz do
parmit ordenly aqocomplisimeny of .
pwrposes of loan?

FAs G.611(c). If loan 1o Jow crital
csiataree, end all U8, o3 tioa

to project iy caccods 81 million, haa’
Miocion Diveoton ceriificd Eha country'la
capability effectively to matntain and
usilide the project? :

FaA 5.251), . Inforialion exd

conalustion on avallehilit ) of f'z.inanc":?.:g
from other frec~vorld sovpeca, inaluds
private souracs within the United Statea,
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+ A1L necessary plans ror the project ;"

Yo further legislative action is
- reguired within Ecuador for the

The Mission Directo
appears in Annex I
P aper,

On the basig of appropriate ingui .
it appears that financing for this, i
drojeet is not
free-worla
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.
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nically sound manner, & The borrower’s’
is considereg capable of repay ing:
the Ioan, . :

LR 1

including o Teasonably firm SEREY
estimate of the cost %o the U.8, ;-
‘of the assistance have been
Prepared,
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Loan's Relationship to Achievement '
of Cowntry and Regional Goals

26, FAAS.207: €.251(a). Extent to .

which assistance reflects Tae proposed loan reflects
appropriate emphasie or; (a) ??p?QSls cn these criteria sipce
encouraging development of dem- 1o &5 concerned with improving
ocratic economic, political, and the position of the campesino in ;Y
social institutions; (b) self- the econcmic structure of Ecwador, '

. halp in meeting the country's
food needs; (c) improving avail-
ability of trained manpower in
the country; (d) programs destigred
to meet the courntry's health needs,
or (e) other important areas of
ecoromic, polittical, and social
development, including indusiry;
free labor unions, cooperativas,
and voluntary agencice;
transportation ard commurication;
planning and publie adminisirciions
wrban development; and modernizaiion
of extisting laws,

27, FAA §.209. Is project susccpiible 3
of exzcution as part of regioral No.
project? If so why is project not
so excouted? ‘

28, TAA §,251(5)(3). Information and This . . ‘
conclugion on celivity's relation- A5 pfoaect is celarly consistent ."
ship to, ard consistency with, : VltE other development activities
other devclopment activities, and in Zcuador as reflected in the b
ite contridution to realizable . project description and contributes:::
long-range objectives. to relisble long-range objectives.
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P

30,

31.

FAA 8.251(0) (7). Injformation

and conelisicn on vhether op

not the activity to be financed
will contribute to the achievement
of self-sustaining growth,

FAA §.281(a). Describe extent

to whien the loon will contribute

to the objective of asourirg

maximun participation in the task

of eronomic development on the part
of ‘the people of the country, throvugh
the encouragement of demoeratic,
private, and local goverrmental
institutions,

FAA £,281(b). Describe extent to
which program rccognizes the
particular needs, desires, arnd
capacities of the people of the
country; utilizes the couniry'e
intellectual recsowrces to encourage
ingti tuvional develoyment; and
aupports civie education cnd
training in skills requived for
effective participation in R
governmental and political procgsses
esgential to self-govervment.
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As reflected in the paper, the

activity will contribute to the
achievement of self-sustainirg

growch in Ecuador.

' L)

The project will contribute directly,
to the stated objectives as it will,’
enhance the acquisition of land by -
and the extension of production w7

=

credit to campesinos. L8
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As reflected in the Loan Paper
the project meets all the stated
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\ 32,

33,

. 34,

35,

Faa 8.601(a). Information

and conclustons whether
loan will encourage efforts
of the country to: (al
increase the flow of
international trade; -(b)
fosver private initiative
and competition; (e)
encourage devclopment cnd

use of cooperatives, eredit

unions, and savings and

loan cscoctiations; (d)
discourage monopolistia
practices; (e) lmprove
technical efficiency of
industry, agriculture, and
commerce; and (f) strengthen
free labor unions.

FAr §.619. If assistance 18
For newly independent countrys
is it furnmished through
multilateral organizations or
plans to the maximan extent
appropriate?

Fas §.251(h)., Inforwmation and
conclusion on whether the
activity is comsietent with the
findings and pocormendations of
the Inter-American Cermittee Jor
the Alliance for Progress in i3
annyal review of national devel-
opment activitices.

FAA 8.251(g). Information and
concliston on use of loan 1o
assist in promoting the coop=

4

erative movement in Latin America.

]
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This' project clearly will encourage

the efforts of Ecwador relating to

criteria b), ¢), and e); and e),f)

may be indirectly encouraged.

Not applicable.

The activity is consistent with
the reccmmendations of the CIAP,

3 3 ”
The project will aseist the promotion’
of the cocperative movement in Latin Qi

America since most of the land
purchasers will be cooperatives.
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36, FAA §.209; 3.251(b)(8),
Information and conclusion
whether assiatance will
enoourage regional development
programs, and contribute to the
economic and political
integration of Latin imeriea,

Loan's Effeet on U.S. and A.I.D
Program

37. FAA 8.251(b)(6); §.102.
Information and conciuaion on®
possible effects of loan on
U.S. economy, with cpecial
reference to arcas of sub-
stuntial labor surplus, and
cxtent to which U.S. conmoditics
and assistance are furnished in
a manner consigtent with improve
ing the U.S. balance of payments
position,

38. FAA 2.601(b). Information cod

- concluston on how the locn will
encourcge U.S. pivate tralsc
and investment abroad and how
Tt will encourcye pivate U.S,
participation in foveign
assisiance prograng (ineluding
use of private trade channels

- and the services of U.S. private
- enterprice),

. !
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This project does not relste
directly to regional activities,

The proposed loan will not directly’
affect the U.S. econoxy. K
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* The proposed loan will nck directly;,

encourage U.S. private trade and L
investuent abroad or encourage . . &
private U.S. participation in P
foreign assistance programs,
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39, raa 8.601(d)., If a capital
project, are engincering
" and professtonal scrvices of o
V.S, firms and their affil- '
tates used to the maximen
extent conaistent with the
national intercst?

40, ria 8.802. Information and
conclusion whether U.S. cmall
businecs will participate
equitably. in the funnichirng of
goods ard services finance by
the loan.

41, FaA §.620(k). Will the locn
promote or cssist the jorcign
atd projeets or actividicc of
thd Communict-Bloa couniyies?

42, Faa §.621, If technical
asoilstance 13 financed vy the
loan, information and concluaion
whether such aagictance will be
furnished to the fullcst exient
praciicable as goods and profes-

tonal and other services from
private enternpeise on a conitract
basis. If the jacilitica of otner

Federal agcncies will be utilizcd,
information and conclusion cn
whether they ave pariicularly
suitable, arc not competitive with
private enterprise, and can be made
available without undus interference
with domeatic piograng.

ts Ao ma e o ee0 ebe o

UNCLASSIFIED
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Trke project does not contemplate
englneering or professional '
services.

The Loan Agrecment will contain
the standard provisions to insuvre
that U.S. small busipess will
partdeivate equitably in the
furnishing of goods and servites
financed by the Loan.

Noe.

Assistanece will be furnished to
the - fullest extent practicable
as goods and professional and othe
services frcm private enterprises
on a contract basis.
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) 43, Faa B.252(a). Total cnoumt of menzy The proposed loan will be ‘us ed:"' g
under loan whaich is going dirvceily to facilicate the esteblishment ' - &
to private enterprise, is goirg to - of small private entexrprise oPemt..‘.“l
intermediate credit institusions ions., £
or other borrcwers for usa by pri- o
vate enterprise, is being used to , , o v
fzr.ance imports fran private sourcse, ' o . _ RS
or is otherwise being used to - =
Ffirance procurcments fran private . . ) e . o
gources. . : v ] Y
Loan’s Compliance wiih Specific ' '
Requircinents :'1..:‘

d4. FaA §.201(d). Is intereat rate Yes. S
of Aoan at least 26 per annum :
dmng grace period and at least
2% per annum thereafter?

45, 7rA 8.608(a). Information on
measurzs o be taken to uiilizo
U.5. Goverrment cxceds persoral
property in liew of the procure-

The loan agreement will p“o-nde
for caapliance with excess property =
procurenent regulations.

o meens

ment of new items. : ° b,
. 'f:',-‘
“,
[ . ‘ %l.
46. f‘ -r u.Go/(G) y /’JU. u.108 IJ?/ZZ . . . _.
'n v 'd 57 d Yes. : 1
all commocity procurement financs L ‘ .
wider the loan be from U.S. exocpt . .
. as otheruice dotermined by the ‘ %
Presidert? ' ,1
’
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47,

48,

43,

50,

51,

[
FAA 8.604(b). What provigion ic

made to prevent financing commodiiy

procurement in bulk at rrices highenr,
than adjusted U.S. market price?

FAA §.604(d). If the host cowntry
diceriminates againgt U.S. marinz
insurance companies, will loan agrec-
ment requive that marirz insurance
be placzd in the U.S. on comroditics
financed by the loan?

FA4 8.604(e). If off-shorc procure=~
ment of cyricultural commodity or
product i8 to be financed, is there
provigion against such prociwemznt
when the domestic price of such

. comrmodity is less than parity?

FAA §.611(b): 4pp. 8.101, If loan
Finarces water or water-relcted land
resource construction project or
progren, ic there a benefit-cost

computation made, incofar as practiccble,

in accordance with the procedures set

forth in the Memorandun of the President

dated May 15, 19627

4 £.611(e). If contracts for
construciion cre to be financed,
what provision will be made that
they be let on a competiitive

baste to maximun extent practicable?

. for complidnce with bulk f
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ANNEX II, Page 16 of 19 h

~—t
e

siX

W Weoh
a

2
A
»
'

b}

X

¥

g

. h

.

.

; U
l

!3

The loan agreement’ will provide *

coumodity procurement regulatibnti:"

! : F
. .p,,'

i

The loan agreement will provide
that if it is determined thot 0
diserimiration exists against °
UeS. marine insurance companies -
the requirement will be imposed 1“
that marine insurance be placed !

v

-

in the U.S, .
.The project does not contempla.tef
the procurement of any agricultus

ral cormodity or product. {
4

The project does: not inw 1lve '
water of water-related land '
resources construction projects

. Or programs.

Ilo construction contracts will
be financed under the Loan. "
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58, FAA 0.620(q). What provision is
tiere gyainet use of subgject
assigtance to compensaté cwners
for cxpropriated or nationalized

property?

53, FAA 8.612(b); $.636(h). Deseribe
slepe taken to asoure that, to the
meximun extent poseible, the couniry
18 contributing local curvencieo to
mect the cost of contractual and
other services, and foreign currencies
cwned by the U.S, are utilized to
‘meet the cost of contractual and other
services.

’

54, App, 8.10¢, Will any loan funds
be used to pay pensions, ete. s Jor

military persormel?

App. 8.111, Complianece with
requircncnts for secvrity
clearance of U.S. citizen
contraot personnel.

86,

17

]

UNCLASSTFTED "
ANNEX II, Pege 1T of 19 .

An appropriate brovision will be
included in the loan agreenent to
insure that proceeds of the
proposed loan will not be used to
canpensate for expropriated or
nationalized property.

maxzimm feasible loeal con’cribﬁtions
have been sought and obtained,

As reflected in the finencisl plan,

No.

{

' Reguiremens s for security clearance

of U.S, citizen Personnel will be -
corplied with,
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§6.

LY

68,

S8,

80,

o

App. 8,112, If loan s for
capital project, 13 thera
provision for A.I.D, approval
of all contractors and contract
termsg?

App. 8,114, Will any loan
Jun e used to pay U.N,
assessmenta?

App. 8.115, Compliance with
regulations on cruployment of
U.S. and local personnzl for
funds obligated after

April 30, 1964 (Regulation 7).

FAA 8.636(¢), Will ary loan Junds
be used to jinanee purchase, long-
texm lease, or xc?’a'/zge of moton
vehicle menufactured outside the
United States, cr any guaranty of
such a transaction?

App. 8,402, W1l any loan funde

be used for pz/.bZ city or propaganda
purposea within U.S. not authorized
by the Corgress?

UNCLASSIFIED'
ANNEX II, Page 18 of 19

A.I.D, will approve any firms

or Individuals providing sexrvices
under the loan and the terms of )
contracts undexr which such services
are provided.

Noe

Not applicables The project to

be firznced under the proyosed
lcan does not involve construction
contracts.

NO. '

No.
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61, FAA 8.620(k).. If construction No. °

of productive enterprise, will
aggregate value of aseisiance
to be furmished Dy U.S. exoeed
8100 million?

UNCLASSIFTED
"ANNEX II, Pege 19 of 19
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ANNEX ITI, Page 1 of 8
Exhibit 1 - Page 1 of 6

ACTIVITIES OF USAID IN DETERMINING ATTITUDES OF PERSONS AND GROUPS °
AFFECTED BY THE PROJECT

Because of the nature of this project, it is apparent that the
attitudes of' particular groups within the Ecuadorean society and the
government toward the program are fundamental to its success. Unlike
a construction project where the opinion of technical personnel is
eritical, it was apparent to the Mission that the intensive would
require a detuiled inquiry into such factors as the views bf land
owners, the attitudes of potential buyers, and the relative enthusiasm
of key government officials. In consequence, the initial phase of
the intensive review focused upon a series of direct inquiries carried
out by Mission employees and by Dr. Carlos Camacho Sad” previously
associated with the University of Wisconsin Land Tenure Center.

The survey was directed at the following groups: 1) landowner
groups and landowning individuals 2) cooperatives 3) private Ecuador-
rean banking institutions 4) foreign banks, spacifically the two U.S.
banks operating in Ecuador 5) GOE officials 6) officials of the Banco
Nacional de Fomento and the Cooperative Bank.

l. Landowners

Several meetings were held with the Sociedad de Productores
Propietarios de Tierras Agricolas del Litoral (SIPPTAL), an
organization which was considered particularly important as it

was the political influence of members of this group which more
"chan any other single factor led to the emasculation of IERAC
described in Arnex VII. At the initial meeting with this
organization it was indicated that the GOE and USAID should not
involve themselves in the distribution of settled land but rather -
should provide credit and other facilities to present owners in
order to increase productivity. o

The general position of SIPPTAL was that resources, instead of

being used 1o change owncrship pattern in "already settled and culti-
vated land", should be used to foster colonization schsmes.

After a few points of view were expressed, the real fear of the
landowners as far as the effects of the project came to the

surface. The landowners were afraid that if the cooperatives were
formed, they will loose laborers, and face a more acute scarcity

of labor than the one they face at the present. Their argument

UNGLASSIFLED
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ANNEX III, Page 2 of 8 .
Exhibit 1 - Page 2 of 6

[N

is that given present internal and international prices for the

main producis grown in the country, they will be unable to absorb

an increase in wages that could conceivably come about if the project
is implemented. Strong criticism of U.S. policies regarding the

lack of actions to help Ecuador to get a better price for export
Products was made.

An extreme view expressed was that the U.S, introduced the "poison
of land reform" into Ecuador. One member even made the point that
what the U.S. wants is to get rid of "us",-—meaning the oligarchy--
who are the only capable Ecuadoreans, in order to be able to use
and exploit the country as they wish. In general, Ehis position
recieved no comments, favorable or unfavorable from the rest ol the
audience, '

As the points that were made were answered one by one an agreement
2

&ccording to their way o' thinking, they will not opose the project,
and possibly they will Support it, if the government commits itself

After the formal meeting in which the foregoing views were expressed,
the Director of SIPPTAL called USAID personnel t0 an informal meeting
at his home. At this meeting the Dircctor indicated that in fact a
large number of absentee landowners would be willing to sell land
under the broject. Apparently, the pPrevious position reflected
primarily g desinclination of landowners to appear to be eager to

sell lands in view of the threat of lang invasion. Thus the indication
that SIPPTAL will not Oppose this project was reinforced.

In light of the assurances of SIPPTAL neutrality, Mission represent-
atives proceeded to interview a number of landowners individually.
Generally Speaking, landowners actively engaged in egriculture were
not interssted in selling their lands under the program but were
generally fuvorable toward the project because of its tendency to
reduce pressures of land invasion. Discussions with several

absentee landlords revealed a positive interest in selling land under
the program. In this connection, the positive interest of Juan X Mar-
COs, a mar owning vast stretches of lang within the Guayas River Basin,
was considered particularly interesting. Eight private owners of
-land identified 3600 hectares of lang which they will be willing to
sell at prices consistent with the analysis on this baper. Further,

at 700 sucres per hectare (a figure well beloyw the 2,000 sucres per
hectare reflecteq in the analysis) indicated an interest in selling

UNCLASSIFIED
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* several thousands hectarss. Thus it appears that there is a
positive interest on the part of individual landowners in e
participation in this program. . i

In addition to individual landowners it was also established
that several banks held substantial amounts of land which they
would be interested in selling at reasonable prices under the

program.

On the basis of the foregoing, it was concluded that 1) land is
available in amounts substantially in excess of the number of sowad
cooperatives to use such land and the caepacity of credit under the
project to finance it and 2) no serious political opposition is
likely to be raised by the landowner groups who have in the past

S0 successfully resisted the government agrarian reform program.
The latter conclusion is confirmed by the fact that no opposition
to the project has bzen brought to bear during the past few months
of project development. If SIPPTAL was going to move, it would
have done so already. '

2. Cooperatives

Not surprizingly, cooperative groups reacted enthusiastically to
the proposed program.

As the pregram is scheduled 4o start with the members of USAID

' Sponsored rice cooperatives, informal interviews were held with
orficials of the nine cooperatives under the program. The main
conclusion of these interviews is that the membership regards
the inability to purchase land as the ma jor obstacle to further
improvemant of their economic well being and growth of cooperatives
into viable permanent organizations. On the other hand, the
orficials of the two cooperatives that have purchased land regard
this purchase as the major achievement of the organization.

It was pointed out by members of the cooperatives tnat when the
purchase of land is not Teasible, it is difficult to attract

members notwithstanding the advantages in terms of purchase of

inputs and marketing facilities that the cooperatives can provide !
at present. '

The proposed credit terms and anticipated land prices were explored
and considered satisfactory. *

UNCLASSIFIED ' /
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It might be noted that the Mission relied heavily in its analysis
on its own personnel and CLUSA contractors for its evaluation of
the project from the viewpoint of cooperative buyers.

Private Ecuadorean Panks

Private banks were canvassed primarily with a view to determining
the availability of production credit for guaranty under the
brogram as originally conceived. Six private banks in Guayaquil,
Babahoyo and Quito were interviewed. These banis indicated a

range of reactions from lack of immediate interest to refusal to
participate in production credit financing under the progran.
Generally speaking, the private banks have established credit lines
with the larger farmers and were unwilling to become involved in
cooperative financing until such time as the financial reliability
of the cooperatives was established. It was in parv on the basis
of these interviews that the Mission concluded that the original .
plan calling for guaranty of agricultural credit rather than direct
generation of the credits as proposed for this loan would be impossible.

The Association of private Banks wes approached also. It indicated
that it found the project desirable for Ecuador butv that the
operation should be handled by the ENF.

Foreien Banks

The Mission conducted extended discussions with the managers of the
first National City Bank and the Bank of America which maintain
brenches in Ecuador. Both of these banks indicated a positive
interest in the program at the outset. However, during the spring
the CGOE passed legislation requiring substantial amounts of housing
bonds to be purchased by the banks. In consequence, both banks
indicated that it would be impossible for them to consider further
participation in this project at the present time.

Banco Nacional de Fomento and Coopsrative Bank

Discussions with the Cooperative Bank indicated its willingness to
support the program although the Bank was of the view that in light
of its limited resources, even assuming it receives the proposed

loan from USAID it would not be desirable for the Bank to undertake

the program at the present time, a view with which the Mission concurred.

UNCLASSIFIED
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The BNF indicated strong interest in the program. It o
further has demonstrated this through its cooperation -
with the Mission in preparation of this paper and its

representations to the Ministry concerning its interest

in handling the project. Apparently BNF is the appropriate

institution to handle the operation.

6. COE Officials

. . N ]
Interviews were conducted with Government officials at

all levels in the Ministry of Agriculture, the National
Planning Board, the National Rice Commission, and other
organizations. A generally positive reaction was obtained
at all levels. One persistent cloud on this attitude

was the view expressed by many lower level government
officials concerning the desirability and necessity that
IERAC be the administrating organization. Generally
speaking, these views were expressed by persons previously
associated with IERAC. When the IERAC question was put to
the Ministry of Agriculture, he agreed that it would not be
desirable at the present time to consider IERAC as the
administrating organization and subsequently no further
serious objections were advanced on th-s basis. The Mission
considers the response of officials interviewed to have been
highly favorable.

On the basis of the foregoing revicw, the Mission concluded
that tke land sale guaranty operation as presented in the IRR
was entircly feasible and indeed would be limited primarily by
the capacity to form socund cooperatives. The guaranty of
procduction credit was eliminated from the progrem and direct
generation of production credit substituted as there simply did
not appear to be significant resources available within the
economy to -carry out this element of the program. Finally,
the attitude of all concerned was generally positive with the
exception of the pressures previously noted for the involvement
of IERAC. It is clear that there will be no immediate danger of
interference. With respect to the future, the Mission itself
would be favorably inclined toward development of IERAC
participation in the operation provided that the organization
can be resuscitated. The likelihood is that if significant

" improvements in the organizations status are not carried out,
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Pressures to involve IERAC will not be particularly meaningful.
Conversely, if the organization is substantially improved the
Mission would consider it desirable to involve IERAC. The
Mission's conclusion on this point is that this problem is well
in hand.
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LENDING PROCEDURES OF THE DIVISION OF SﬁPERVISDD CREDIT

Guarantees
LI Iees

short and medium-term lcans should be guaranteed by crop liens,
preferably on the products financed by the loan; long-term loans must
be guaranteed by a mortgage. The relation between current value of .
the guarantees with that of the loan should be one to one. Where the

Bank considers it necessary, additional collateral zay be requested of ‘
one borrovwer.

1 1]

Loans to cooperatives should be guaranteed with the assets of
the borrower cooperative. If the value of such goods is not sufficient,
pledges or mortgages should be taken from the borrower cooperative members,
The amount of loan should in no case exceed 70% of the value of the
guarantec,

Reauirements for obtaining Suvervised Agricultural Credit

The Bank requires tha® an applicant must meet the following require¥
ments in order to qualify for a supervised credit loan:

~ .
a) To be legally capable and of full age; b) to be a farmer with /
sufficient experience to administer his farm; ¢) to owm a Tamily ﬁ

type farm with definite or provisional title duly legalized and
registered; d) to exploit directly the farm and to live permanently
in it or in a town nearby; e) to be a farmer zs g main occupation;

of the loan.

Likevise, it requires that production and nmarketing cooperatives .
in order to be qualifi=d for this type of loaas meet the following:

a) To be legally constituted and composed of small Termers who

neet the same zonditions required individually; b) %o Present

a Teasibility study of the project needing financing in which

the technical and financing elements of the enterprise are described,
the results to be obtained and the possibilities of repaying the
loan; c¢) the cooperative should agree to g financial auditing by

an authorized representative of the Bank.
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‘The recommendations made after the auditing in regard to the
administration of the loan are mandatory to the cooperative.

Procedures for the loan apolication and collection

Any applicant initiates his contact with the Bank by visiting with
the Branch Manager, who determines the eligibility of the applicant.
Once the Manager approves, the application goes to the credit division
where it is registered and the reports concerning the solvency of +the
applicant and his guarantor are made by the Bank. ZXrom there on, it
goes to the manager’s office who decides either ©o accept or refject the
loan application. After that it goes to the legal and auditing departments
where the corresponding reports are preparsed. Included in this phase is
the evaluation of the land and of the guarantees, and checking all matters
related to investments. These reports are passed on to the analyist
of the credit division who determines the apnroval or rejection and the
conditions of the loan. If the cose erits . nroval oy the roneger, he
gives a final decision or sends the application to the main o <ce
attaching his own report when' the lending operation must be decided by
the general manager or the Board of Directors of the Bank.

With the determination by the competent authority, the appropriate -
entries are made in the records, then it goes to the legal section to
prepare the details of the guarantees needed in the transaotion. Once
all steps are finalized, the menager and the borrower proceed to the
signing of the documents.

The loan is not made effective until it is included in the accounts.
After fulfillment of this requirement disoursements start in accordance
wivh the provisions of the respective agreement.

The General Manager decides on original loans exceeding the
operating quotas assigned to the branch manager, as well as on those
Tinanced out of the AID funds. The Board of Directors decides on the
cases ol applications submitted by menters of the board or his relatives,
vhen waiving interests payments, or applications submitted by enterprises
in which the members of th: Zoard have some participation as shareholders
or administrators ani those that may be financed by issuing security
mortgages.

After a medium or long-term loan has been granted, additional
loans may be authorized to the same borrower in the following cases:
a) when because of unforeseen events a larger investment is required

UNCLASSIFIED
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than that authorized by the original loan; b) if there is a substantial
increase in the cost of labor, seeds, fertilizers, insecticides,
machinery and other elements that change substantially the investment
-plen; c¢) in the event that a substantial or unforeseen increase. in the
cost of agricultural or livestock production occurs justifying an

additional investment in the cultivation or livestock enterprise; d) vhen

other reason exists that Justify such a decision, providing the adminis-
tration and planning of the farm demonstrates capacity of repayment of
the original and of the additional loans.

Loan Supervision

The bank has set forth regulations concerning supervision of its
loans. In practice, inspections are made when an application has been
presented by borrowers who still have pending operations with the Bank,
or when the disbursements in accordance with the agreement required
prior inspection or in case of gross irregularities by the borrovers.
This procedure of the bank is required due to the limited nwiber of
inspectors, who have to cover great distances in remote places without
adequate services, roads or adequate funding which reduces the possiblity
of making frequent visits to farms. The Bank is looking into this
matter with a view to increasing the number of supervisorse.

The functions of the supervisors are 1) to see that Crops are
sent to the stipulated destinations in the investment plans or
administration plans of the farm; 2) to assure that at the end of ,
vhe farming year that progress has been made; 3) to review and evaluate
financial data; and L4) to brogram new plans for the farms for the
coming year.
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CURRICULA VITAL

1. "Name LUIS ERNESTO BORJA MURILLO,
General Managexr

Age 57 years

Education ~ Political Science (New York
University)
Agrarian Economics (New School)
Experience with the National Mortgage Bank of Ecuador:
Development Bank : Statistics Assistant, Statistics
' Chief, 1936/1943

National Development Bank:
Assistant Manager %Hr Administration:
General Assistant Manager: I-14-45

. to XII-31-46; Representative
Director, to the National Economic
Council; Deputy Director to the
President; Director-President
III-1-49 to VII-30-~52; General
Manager: IX-11-62 to date,

Administrative Experience Personnel Director of the Flota Mer-
cante Gran Colombiana in New York
from September 1952 to August 1962,

2, Name ANGEL AUGUSTO DONGILIO DEL
POZO, Assistant General Manager

Age 58 years
Education ‘ Lawyer

Experience with the National Mortgage Bank of Ecuador: Delegate
Development Bank from Guaranda, 1943 - 1944,

Guaranda Branch: Manager VIII-8- 44
to VIII-27-48
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National Development Bank: SR .
Assistant General Manager o ‘
IX-28-67 to date. .f.g

Experience with the Private Central Bank of Ecuador
Banking Institutions

Administrative experience "24 de Mayo'" School, Quito,
Teacher, 1936-1938; Vice-
Principal "Pedro Carbo'
School, Guaranda, 1938 to 1944 -

Central University, Quito:
Teacher of the Faculty of Law,
1953 to date

3. Name ALFONSO RENEE BEENALCAZAR
RUALES, Director of the Department
of Supervised Credit

Age 40 years

Education Economist
Agriculture Economics, U,S. A,

Experience with the National Quito: Chief, Studies, Section,
Development Bank Technical Department; advisor
to the Supervised Credit Department;
Director of the Supervised Credit
Department, II-15-60 to IX-22-61;
X-15-65 to date

4, Name JAIME REINALDO BURBANO RUALES,

Advisor to the General Manager '
. Age ' 53 years
Education Engineer Agronomist

. Agricultural Credit: U.S, Départment
| of Agriculture, 1942-1943 .
Agrarian Economics , o
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Entrance date

Experience with the National
Development Bank

Administrative Experience

5, Name

Age

Education

Experience with the National
Development Bank
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June 12, 1945 to March 11, 1947;
July 3, 1951

Quito, Regional Advisor to the Sierra.
Agriculture Inspector, VI-12-45 to
III-11-47; Chief of the Agriculture
Extension Department, VII-3-51 to
XII-31-55; Deputy Chief of the
Technical Department, I-1~57 to
XII-31-59; Deputy Director of the
Technical Department, I-1-60 to II-
17-63; Director, Technical Depart-
ment II-18-63 to VI-5-63; Directpr,
Studies Deparitment, VI-6-63 to VII-
31-65; Director of the Supervised
Credit Department, VII-1-65 to
X-20-65; Advisor to the Supervised
Credit Department, IX-21-65 to VI-25=-
67; Assistant to the Manager: VI-26-67
to date

Food and Agriculture Organization of
the United Nations - Economist from
1947 to 1951

OTTO EMILIO ANDRADE.STAHL-
SCHMIDT, Director, Financial
Department

45 years

Economist

International Law and Economic’
Sciences, Technical Teaching-BID-
CEMLA-Mexico .

Technical Assistant, Agronomist,
Agriculture Specialist, Economist,
Chief of the Industrial Section,
Deputy Director of the Technical
Department, Deputy Director of the
Studies Department; Director of the
Financial Department, from V-31-55
to date
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Expenence with pnvate Banco de Préstamos: Quito, . §
banking institutions Banking Accounts Assistant, i
July 1945 to September 1946, o

{
Administrative Experience Caja del Seguro. Quito., General £
Assistant for Credit, X-46 to VI~55,

]
Casa'Lépez! Quito. General - %
Assistant for Credit, XI-44 to VIi-55, |

Empresa Editora "Cosmos!",
Reporter, V-44 to IX-44,
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BNF PLAN FOR IMPROVING DELINQUENT ACCOUNTS *

In order to expedite the process of improving its portfolio, the ) g
BNF has proposed to the IDB a plan whose principal aspects are now D
being executed, This plan can be summarized as follows, |

a) It will be supervised by a new Department of Delinquent Accounts,

~ currently operating as a section, “and will be executed with the N
active participation of the branch.managers and inspectors. The :
functions of the new department will be chiefly the following:
i) to supervise administrative or extralegal steps for' collection
of delinquent loans and to oversee, with the advisory services of
the Legal Department, legal collection measures taken by the

_institution; ii) to verify that operations of renewal, consolidation,

replacement and others decided upon by the Board of Directors or '
General Manager are carried out within the terms set forth in the
BNF credit manual; iii) to establish a register of undesirable
clients or those temporarily prohibited from operating with the
bank; iv) to ensure that two or more branches do not grant loans
to the same client; v) to ensurec that the prohibition against .
operating with delinquent debtors is enforced, and vi) to main~ 5
tain a register of debtors whose obligations have been written :
off, In order to carry out these new functions, the department
will be divided into threce sections: one to supervise legal re-
covery procedures; another to supervise extralegal collection
operations and a third responsible for preparing and keeping up
to date the various registers of clients.,

b) In each of the branches in the most impoxrtant cities, such as
Quito, Guayaquil, Manabi, Cuenca, etc,, portfolio recovery
sections will be established under the Department of Delinquent
Accounts, with one chief, two special inspectors and a number
of administrative officers., The work of these sections will be
coordinated with the Department of Delinquent Accounts and will
supplement the efforts of the branch managers and their perma-
nent inspactors,

c) Special investigations will be carried out through the Depart-
ment of Delinquent Accounts on the factors that have contributed

% Source: IDB, Loan to the Banco Nacional de Fomento, Agricultural
and Industrial Credit Program, February 19, 1969. ,
#% The Board of Directors of the BNF has already approved the plan for _
collection of delinquent accounts and has agreed that the portfolio re=- -
covery scction should becorne a department, To this end, a project |
for amendment of the institution”s bylaws is being prepared and will bl
be‘ ‘sﬂu'bmitl;":gd soon to the Banking Auth rity of Ecuador for approyal.

R Wl




£)

UNCLASSIFIED
ANNEX IV - Page 11 of 12
Exhibit.4 - Page 2 of 3

" to the success or delinquency of the different types of credit,

by geographic area, allocation, term, etc. This department will
bear responsibility for recommending, on the basis of the results
of such investigations, the changes deemed advisable in the credit
manuals, administrative standards and collection procedures of
the institution,

For credits still to fall due, the BNF has established a system
of notices with the first sent 10 days prior to maturity, the
second on the date of maturity, 2 third eight days after that
date and a fourth 15 days after maturity. Within 30 days after
expiration of a loan term, a BENF inspector will visit the debtor
to arrange some type of sztilement. If, after the inspector”s
visit, no satisfactory settlement formula is reached, legal steps
will be taken for collection. If a settlement is arranged but

the commitment is not carried through, collection will also be
made through legal means, -

The BNI proposed to the IDB Management that any loan that

should become delinquent in the future would be collected legally with-
in not more than 30 days after the cdate of the respective maturity,
The BNF has agreed that, within the period stated ia its bylaws

(not to exceed 90 days), when any installment of amortization or
interest is not made on a credit financed with the resources of a

Bank loan, the legal action nccessaxy for its recovery will be
undertaken, except in duly justified cases, - '

Creditsthat were more than six months overdue on the date of
inspection of the plan on which no legal action has been.taken will
be collectcd legally and this process will be halted only if a
means of settlement with the defendant is reached,

By Resolution 517, dated ;June 5, 1968, the Monetary Board of
Ecuador authorized an increasc in the interest rate charged by
the BNF on delinquent loans from 10% to 12%, so that the pres-
sure of this financial penalty would force clients to pay off
their delinquent obligations with the bank, '

The BNT has proposed to achieve in the next five years 2 delinquent
portfolio balance representing not more than 15%, through a 1%
deduction in the first year, 2% the second year, 3% the third year,

(V4
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. 3.7% the fourth and the remainder in the fifth year ., As of the ,
close of 1967, the amount of the overdue portfolio represented -
27.2% of the total amount of loans in effect and, as of June 30,
1968, this ratio had declined by 3.1% to 24, 1%. It must be borne
in mind, however, that as of June 30, 1968, credits granted by the
former Development Credit System maturing prior to December 31, |
1962, totaling S/. 39,4 million (US$2, 2 million) were written off, .
accounting for almost all of the improvement noted in the first :
half of this year, -

%* It should be noted that in May 1967 the political constitution
cnacted by the Constituent Assembly of Ecuador abolished as an
admissible legal system for the collection of credits of various
institutions, including the BIF, what is known as "compulsory
jurisdiction", After examining the’legality . of the action taken
by the Constituent Assembly, the Supreme Court of Ecuador
declared that in order to reintroduce compulsory jurisdiction a
constituticnal amendment would be required, The Government
of Ecuadoxr has agreed to accept as a condition of the guarantee
contracts for the Proposed loan support of the BNF and other
credit institutions in seeking the necessary constitutional
amendment and thus re-establishing compulsory jurisdiction,

It is considered, however, that this iegal procedure is not an
¢ssential condition for attainment by the BNF of a suitable level
of collection and it is therefore recommended that no such clause
be included in the guarantee contract,

’
t
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BE
THE COOPERATIVE MOVEMENT IN ECUADOR AND ITS ,‘?‘3
RELATION WITH USLID |

l. Introduction

The Ecuadorean cooperative movemsnt is of great interest to US4ID
bzcauss it has proved to be a successful device for mobilizing
small savings, redistributing incoms to lower and middle incone

roups and bringing additional agricultural lands into production.
As such, it has proven its valus as a vehicle of ATD objectives in
Ecuador and will continue to receive strong support from tha
Mission. As this project will utilize the vehicle of coopsratives,
background ou the cooperativs movement in Ecuador and the relation

" of USAID to the movement is of importance.

2. The History and Nature of the Cooperative Movement in Ecuedor

The first cooperative in Ecuzdor was organized in 1919 and the
first Coopsrative Law was passed in 1939 by which time 17
cooperatives had come into existence. The growth rate increased

to approximately twenty yearly, and the awnber of cooparatives
reacned 482 by the end of 1960. With the beginning of technical
asslstance on the part of the US:ID and others and ths promulgation
of the Agrarian Reform Law in 1963, thz growth rate hes sharply increased
to more than 150 new cooperatives yeariy. As of February 28, 1969
there were 1,812 cooperatives legalized and rezistered in the
National Directorate of Cooperatives of ths Ministry of Social
lelfare.

It should be recognized that most of these 1812 cooparatives are
not aifectively functioning organizaticas as reny were Joraed

to gain tax advantages, to obtain land under the Agrarizn Reforim
Law or perhaps to further some individusl's political ambitions.
Perhaps 500 cooperatives are sound organizetions in cooperative
terms. Ths "real" coopsratives of small farzers, artisans and

the urban middle class have required inputs of technical assistance
from advisory agsncies such as USAID, O4S, Goverament of Israsl,
CEDOC (Catholic Labor Unions) and private organizations supporied
by international organizations such as MISEREOR., Many of these
cooperatives are usubers of the Cooperativs Bank, whoss membership

.
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By far the most important group of cooperatives in Ecuador are the
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now totals 187 cooperatives,

Realizing the need to increase and improve the effectiveness of
technical support to cooperatives, the National Directorate of
Cooperatives with support from most of the coopsrative technical
assistance agencies is preseatly planning a nation-wide census of
cooperatives to determine their actual status sq as better to
progran erfective use of technical assistance. Also, the USAID
Mission has invited a CLUSA Programming Team to visit Ecuador

to assist the Mission in analyzing technical essistance and plan
effective programs. '

Notwithstanding the requiremsnts for improvemsnt in many cooperatives
significant achievements have been made where technical assistance
and financing has been available. Thase areas of success and the
involvement of USAID in achieving this rssult zre described in the
following paragraphs aot only to record what has besen done but also
to suggest the potential which can be teppasd with the help of further
AID support. '

Credit Unions

credit unions whose formation began in 1963 through technical
assistence received from a grant-financed USAID/CUNA coatract

and from the Peace Corps. The National Fedsration of Credit .
Unions now comprisss 220 cooperatives, 136 of which are affiliated
with thz Cooperative Bank., The 220 cooperatives in the Federatioa
havs a combined mesnbarship of more than 45,000. Multiplying this
figure by 5 as rough averags of family size, it can be ssen that
the credit union movement now involves 225,000 people, or close to
4% of the couatry's population.

Although tne initial emphasis of the credlt union program was on
lending for consumption purposes, the ewmphasis now ison production
credit, particularly for agriculture. Since 1965, the National
Federation of Credit Unions has sponsored a Progzram of direcied
agricultursl productisn credit. This program now involves 26 credit
unions and an estimated 4,000 farmers, Of all loans granted by
Federation-affiliated credit unions in 1968, an estimated 30% were
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for agricultural purposes.

T e e e

Ths totsl capital of the Federation-affiliated coopsratives
-amounted to $/104,837,000 (US% 5,766,600) at the end of 1968,
up 60% from ths end of 1967, OF this amount S/72,282,000

(33 3,975,900) represented savings by credit union members

(up 63% from the previous year). lMost of the remainder was
accounted for by credit union borrowing from the Cooparativs
Bank. As of December 31, 1968, savings in credit unions i
represented an amount equal to 7% of the savings in commercial ' Sl
banks. In 1968, 89% of the Bank's loans were to credit unions ;
& percsatage that is expected to decline in the future as in- : o
creasing numbers of agricultural production and marketing cooper- . ?
atives join the Bank. 4 . :

Coffee Cooperatives

£ USAID financed CLUSA administered prograw was initiated in 1966
to improve the economic status of small coffee grovers by crganizing
them into cofree marketing cooperatives so as to eliminate the
middlemsn in the export marketing process., There are now 50 coffee
marketing cooperatives with 5,000 members. They are grouped into
five regional unions of coopsratives 243 a National Federation of
Coffes Coopzratives. Ona of the regional unions now owns a coffee
processing plant and another is'negotiating for the construcstion of
a modern plant., The othsrs reat or contracs processing plants but
are daveloping plans for construction of their own processing faci-
lities.

‘Coopserative marketing arrangements have helped individual meuwbers!
income rise by at least 4 per bag since the program bagan in 1966,
Total exporits by the coffee coopzratives in 1968 were valued at
USj 2,500,000 and exports of USH 4,500,000 are expected in 1969,
For the 1958-69 coffes year, the cooperatives have secuwed 17% of
the country's total coffes axport quota. This is equivalent to
approximately 110,000 sacks or more than twice the amount received
in 19867~ 1368, whea the cooperatives received 10% of the lower
country quota figure of 500,000 sacks. A4s the program is now well
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established, CLUSA support of the prozram hos been reduced to
a ninimm since Jamuery, 1968 (USS 10,200 in FY 1959) end is
expected to terminate cempletely by Juue, 1969.

5« Rice Cooperatives

Vhile phasing oub of the corfec ccuneratives pregrom, CLUSA/

Ecuvador begen in L e 1957 %o devote its cibcatleoa to rice
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In addition to ke cervices of 'bx.- UC.‘./.JcL ador tean, there have
been severcl other tcehmical rooistlace dnpubs dnto tue rice cocp=
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T+ Peace Corps Participetion

In the carly stages of the dcwve oS of the Crodit Unlen Program
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cooperatives), end the rcmiwine 20 are of voricus other
categories. However, as the UE‘AJ:D/CLUSA dgricultural coop-
eratives Progrom strezgthens ard grovs the mumbder of egricule-
tural cooperatives is exyceted to inercace ropidly. Aceess to
credlt on reasonsble terms frea the Cocperative Bank will be a
poverful stimulus to further iznroveirzalbs in the eccacmice
position of these low-income farmars. The provezcd projeet is
expected to provide a great iuwpotus to further growth of the
Cooperative Moverent in Ecuedor.
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FER HECTARE COSTS OF SUBSISTENCE RICE FARMING

UNDER TRADITIONAL METHODS OF CULTIVATION

(Costs in Sucres)

Use of Vehicles & Machinery Manpower Materials
Operations Unijt Cost Total Family Labor Hired Labor Quantity Cost Total Cash
Days Cost Days Cost Days Cost Cost Outlays 1/
1. Clearing 10 200 5 100 5 100 200 100
- 2. Burning 1 20 1 20 20
3. Clearing 3 60 3 60 60
4. Hand Seeding 10 200 5 100 5 100 lqq. 150 350 250
5. Bird Control -1 3 75 1.5 35 1.5 40 75 40
’ 6. Herbicides 2 50 1 25 1 25 lgal, 120 170 145
; 7. Fertilizer Applic. 2 40 1 20 1 20 2qq. 140 180 160
: 8. Weeding 20 400 10 200 10 200 400 200 -
9. Pesticides 4 80 2 40 2 40 2kg. 130 210 170
10. Bird Control -- 11 2.5 65 1 25 1.5 40 65 40 S
11, Harvesting 25 375 13 195 12 180 25 400 205
12, Transport A 6/qq. 120 120 120
13, Interest 5_/ 110 110
14, Contingencies 3/ 80 80
15. Amortization of Land
Purchase 360 360
Totals 120 82,5 1,565 43,5 820 39 745 565 2,800 1,980 2z

R TIELE]

1/ Excludes the value of family-labor inputs,
_2_/ Flight percent of the cash outlays for items 1-12 {rounded to the nearest ten sucres)
3/ “ive percent uf the cash vutluys for istems 1-13 (rounded to the rearest ten sucres)
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SUBSISTENCE RICE FARMING UNDER TRADITIONAL METHODS

OF PRODUCTION: PER-HECTARE COSTS, REVENUES, AND NET INCOME

(Based on an average yield of 20qq. of polished rice per hectare; one crop annually)

A. Including Imputed costs of Family Labor

Revenues
Costs

Net Income

B, Excluding Imputed costs of Family Labor
Revenues
Costs

Net Incpme

Alternative Price As

sumptions (per qq.)

S 110 S/ 135 S, 160
S/ 2,200 Sl 2,700 s! 3,200
2,800 2,800 2,800
-S 600 -S/ 100 S, 400
Sl 2,200 s/ 2,700 s 3,200
1,980 1,980 1,980

S. 220 S 720 S. 1,220
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Operations

Clearing

Soil Preparation
Seeding )
Fertilizer)
Application)

Herbicides

Hand Weeding
Pesticides-l & IT
Irrigation
Cleaning of Irrig.
Dikes & Canals
Bird Control
Harvesting
Transport
Interest E/
Contingencies 1/
Amortization of
Infrastructure

Amortization of Land

Purchase

Totals

PER-HECTARE COSTS OF COMMERCIAL RICE FARMING

UNDER IRRIGATED AND MECHANIZED METHODS OF PRODUCTION

{(Costs in Sucres)

Us e of Vehicles & Machinery Manpower Materials Total Cash
Unit Cost Total Family Labor Hired Labor Quantity Cost Cost Outlays 1/
Days Cost Days Cost Days Cost
1 hr. 100 100 100
7 hrs, 475 475 475
2qq, 400 400 400
1 hr. 100 4 80 4 80 3qq.P 220
2qq.K 95
8qq. N 560 1,055 975
2 60 2 60 2gal. 440 500 440
10 200 5 100 5 100 200 100
4 120 2 60 2 60 2 kg. 130 250 190
500 5 100 5 100 600 500
3 60 3 60 60
10 200 5 100 5 100 200 100
1.7hrs. 500 500 500
S 4/qq. 280 280 280
370 370
250 250
750
. _ . 360
1,955 é 820 g E_(L_q _L_Z_ _Z_(i 1,845 6,350

1/ Excludes the value of family labor-inputs.
2/, Eight percent of the cash outlays for items 1-12 {rounded to the nearest ten sucres)
3, Five percent of the cash outlays for items 1-13 (rounded to the nearest ten sucres)
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COMMERCIAL RICE FARMING UIDER SEMI-MECHAINIZED METHODS

OF PRODUCTION: PR HECTARE COSTS, REVENUES, AND KET INCOME

(Based on an average yield of L0 gg. of polished rice per hectare; one crop annually)

A, Including Imputed costs of Family Labor

Revenues
Costs

let Income
B. Excluding Imputed costs of Family ILabor

Revenues
Costs

Net Income

Alternative Price Assumptions (per qq.)

Si 130

5T 180

sl 7,200

1,520

sl 2,680

s/ 7,200
L,060

sl 3,1k0
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Operations

Clearing

Land Preparation
Seeding )
Fertilizer Applic.)

Herbicides
Weeding
Pesticides-I&II
Bird Control - I&11
Harvesting
Transport
Interest 5/
Contingencies 3/

Amortization of Land

Purchase

Totals

PER-HECTARE COSTS OF COMMERCIAL RICE FARMING

UNDER SEMI-MECHANIZED METHODS OF PRODUCTION

(Costs in Sucres)

Use of Vehicles & Machinery Manpower Materials Total Cash
Unit Cost Total Family Labor Hired Labor Quant ty Cost Cost Outlays 1/
- - Days Cost Days Cost Days Cost

1 hr. 100 100 100
5.75hrs. 400 400 400
2qq. 400 400 400
1 hr, 80 2 40 2 40 2qq.10-30-10 220
4q9q, Am, Sulf, 280 620 580
2 60 1 30 1 30 2gal. 440 500 470
14 280 7 140 7 140 280 140
4 120 2 60 2 60 2kg. 130 250 190
10 200 5 100 5 100 200 100
40 720 5 90 35 630 50 770 680
¥ 5/qq. 200 200 200
260 260
180 180
. . 360 360
780 72 1,420 22 460 50 960 1,520 4,520 4,060 _

1/ Excludes the value of family-labor inputs.
2/ Eight percent of the cash outlays for items 1-10 (rounded to the nearest ten sucres)

3/ Five percent of the cash outlays for items 1-11 (rounded to the nearest ten sucres)
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COMMERCIAL RICE FARMING UNDER IRRIGATED AND MECHANIZED METHODS

OF PRODUCTION: PER-HECTARE COSTS, REVEN

UES, AND NET INCOME

(Based on an average yield of 7094, of polished rice per hectarc per crop;

two crops annually)

A, Including Imputed costs of Family Labor
Revenues per crop
Costs per crop

Net Income per crop

B. Excluding Imputed Costs of Family Iabor

Revenues per crop
Costs per crop

Net Income per crop

Alternative Price Assu

mptions (per qq.)

S 130 S/ 155 s/ 180
S 9,100 s/ 10,850 S{12,600

6,350 6,350 6,350
S/ 2,750 S 4, 500 S 6,250
S{ 9,100 S{ 10, 850 Sl 12,600

5,790 5,790 5,790
S/ 3,310 S. 5,060 S 6,810
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AGRARTAN REFORM IN ECUADOR '

Agrarian reform has ordinarily been considered &n effort requiring 9
expropriation of lands anrd massive government intervention in operations. '
The novelty of the approach taken in this project necessarily raises the
question of why the traditional approach to land reform is not desirable.
The answer in the case of Ecuador is rooted in the history of the GOE
agrarian reform effort and its current political and administrative impli- o
cations. To provide this background, we reproduce here an analysis
written by Dr. Liss Lekis who evaluated the operations of AID under con= i
tract with the Mission in 1967 and 1968.

"Recognition of a pressing need for change in the structure of

apgrorien soclety and land ovmership is relatively new in Ecuador. Durlng

the presidentizl elections of 1956 only one candidate spoke out for the

need for agrarian reform. He was defeated. By 1900 howvever, the pic-

ture had changed, and during the campaign preceding the elections, every ;

candidate'loudly supported the concept of agrarian reform, although from
everal quite different points of view. Everyone appeared to agree that !

somethlng chould be done, and immediately, but there was little agrecment i

as to what. Dr. Vclasco Ibarra, elected President of Ecuador in 1950,

immediately named a commission to study the problems of agrarian reform

and yrepare a draft of a law to submit to Congress. During the sessions

of Congress in 1960, however, members were oo occupied in attacking tne

previous regime to pass the law submitted. By 1961 hopes for passage of !

the law were frustrated by an antagonism between President Velasco and

Corzress which was resolved only when Velasco was forced out of office

and replaced by Dr. Carlos Julio Arosemena. Various programs were pre-

sentved To Dr. Arosemena, but no action was teken on any. Under heavy

volitical pressure, Dr. Arosemena finally announced that a Law of Agra-

rian Relorm would be established by Executive Decree previous to the

session of Cougress scheduled for August, 1953.

& Decree was prepared and was ready for the President's signature,

but the coup carried out by the militery in Jjuly, 1663, completely
changed the prospects once more. The Militery Junta that took power
gave the unwillingress of the govermnment of Arosemena to enact the
necessary reforms as one of tne reasons for this overthrow,-and it was
with the cponsorship of the Military dictatorship that the ILaw of
Agrarian Refora was passed in July, 196k.

In general, there ars two opposing points of view regarding agrarian
reform. One represents the thesls unheld by the traditional forces ;
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mainly made up of landlords. As could be expected, this theory is o
opposed to agrarian reform, or at least to a form which would result -
in a drastic reduction of the large land holdings. This group favors
colonization as a solution to all the problems of land tenancy in
Ecuador. Customary argurents to this effect include, 1) if large
parts of well cultivated land are expropriated, production will imme- :
diately drop, 2) only a minority of rural inhabitants will benefit |
from agrarian reform at the expense of the great mass of urban dwellers .
who will have to pay for rural development and slso suffer from higher

food prices, 3) capital will no longer remain in the country and the

index of investment will drcp, and L) colonization, not expropriation, ' gy
should be given preference -in any program because of its fewer political ;
and economic disadvantages. : ' ‘

The other point of view is recognized as being "liberal". The .- ;
progressive reason that the redistribution of lands will increase pro=- |
duction, will improve local markets, will accelerate national growth, ‘
and generally improve the standard of living of the rural sector.

In brief, this group claims that the land must rroduce all of which

it is capable with the results of such production being divided equally

among the factors of production.

I

Although these two groups are most vocal in their argunents, there

is a third group, more to the center politically than either of the other

two which takes the stand that exprouwriation of well cultivated lands I
would be a costly error resulting in a withdrewal of investment capital :
following by chzos. They reason that agrarian reform should refer only to

the expropriation of lands lef+t uncuitivated in a progran which would

include improving facilities of agricultural credit and exsension.

Untortunately, the final Law of Agrarian Reform which was passed

and turned over to IERAC (Instituto Lguatoriano de Reform: Agraria y
Colonizaction) for implementation and admMinisiration Was influenced by
all of these divergent and incompatible viewpointis and was, thus, satis=-
Tactory to no one.

Aims and Philosovhy of IERAC 1964-1968

The implementation of agrarian reform, according to its interpre-
vation by the first Board of Directors of IERAC, was plamned around the
achievement of both long and short range goals.
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l. Long Range Goals:

a) Political. To change the power structure within the
country and obtain a true democracy by levelling the present unequal
social structure.

b) Social. To achicve social reform through social mobility
aimed at destroying the rigid social stratification characteristic of
Bcuador. It was considered that this rrocess could only be carried out
in an atmosphere of peace and tranquility that would promote the develop=~ !
ment of true democracy. ,

¢) Economic. To develop a society in which economic develop~
ment could be achieved. (This was not considered a Ppossibility within !
the present structure.) _ , .

2. Short Range Goals:

a) To correct the Present defects in the agrarian structure
50 as to transform society and “hus Irepare the country for political,
social and economic development.

b) To change the base of society which at present is built
upon exploited and urderprivileged masses. Contemporary society was
considered to have three primary defects:

1) Defects in the tenaacy of the lard,

2) Defects in the labor Lariet,

3) Defects in the distritution of the land due to the
prevalence of latifundia and minirundia.

As a result of these basic defects, other unfavorsble factors effectin
Y , -
the prosperity and welfare of the couniry developed:

Low index or eccnomic growch.

1. Low productivity of land and Lan,

2. Itiiteracy,

3. Lack of industrial development, .
L. lMalnutrition, )

p

To correct these ccrnditions which caze apout as the result of and

not the cause of the basic defects, it was considered essential that
the entire structure of socuiety be changed, a process which the XTRAC
Director felt deserved firss priority in any effective reform program.
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The term "precarious tenancy," was used to describe the conditions under ;': -
which 260,000 People worked the land in the Sierra and included not only the L
huasipungueros, but six or seven other types of temancy including share ‘
cropers, renters and all others dependent upon the good will of the
landlord.

It was felt that if these form of tenancy and types of people could . o
be eliminated or changed into something different, the basis faults :
of society listed above would also be eliminated.. It was not _ 3
thought sufficient to change only one or two of the precarious tenancy b §
forms; all elements of possible exploitation had to be removed. :
The Directors of IERAC recognized the Tallacy held by meny critics L
of agrarian reform, that faults of tenancy and distribution of land could
be corrected by simply expropriating the land ard dividing it up. It

was felt on the contrary that this action would achieve rothing so long .-
as the present social institutions remained. Fephasis was placed on ‘
changing the status of the inhabitents rather than the distribution of
the acreage, thus making the base of the problem human rather than one
of rand alone,

Under the Law of Agrarian Reform IERAC was justified in intervening
in land holdings only for specific reasons:

1. TFor defect in tenancy,
2. Tor defect in land use,
3. Tor defects in land distribution (lands over a maximum size).

Although oriority was given the reasons for intervention in the order
listed, the Bourd of Directors in general fel®: that defective land
distribution should rank zbove land use because of the greater ease in
eficeting corrections. Although it is easy to devermine when land

owaed is greatrr than a maximum set by law, or when it is idle and uncul-
tivated, it 1s not easy to determine to wrhat extent cultivated land is
badly cultivated. If there is any cultivation ag all, there is always

a point of disagreement as to Whether the use of the land is bad, - or
sufficiently bad to alleow intervention and/or expropriated by IERAC.

In order to find land for persons suffcring frow any of the Torms

of exploituticn the Tirst consideration was the distribution of +he land,
and IERAC considered it essential to eventually expromriate large land
holdings in order %o achieve "integration" of the canpesino.
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Before expropriating private property as allowed under the Law

of Agrarian Reform, however, full use was plamned for the state owned
haciendas operated by Asistencia Social (Public Welfere) which were
scheduled to be turned over the IERAC for redistribution and resettlement. ' i
Although IERAC and Asistencia Social are both agencies of the GOE, they i
are both autonomous," and the largest part of the annual budget of
Asistencia Social for the haciendas, an arrangement which, in a sense,
requires the government to repurchase its own property through IERAC.

The haciendas of Asistencia Sociel are, in general, operating under
unravorable conditions. All produce incomes far below their portential
due to faulty rental contracts, poor choice of renters and & lack of
technical efficiency which progressively destroying the value of the

land. On the other hand, Asistencia Social renters receive a high

income in proportion to their investment because of their indiscriminate
exploitation of soils, a factor of not much concern to them because of
the usual short term of the rental (eight years.) Living conditions and
salaries amcng hacienda workers and huasipungueros previous to the
establishment of IERAC were little, if any, higher than elsewhere in the )
Sierra, despite the fact thet Asistencia Social is the official government
welfare agency. h

Neither the total extent (133,000 hectaros), however, nor the poten-

ticlly productive area (56,000 hectares) of the 7 haciendas of Asistencia
Social were large enough to justify the hope that expropriation could end
there. Even the complete redistribution of these land can have relatively
little impact upon the 254,000 families living in conditions of "precarious
tenancy." It was hoped, however, that & well planned and efficiency
exceuted redistribution of these lards would serve as a model to give
impetus to a graduvwal but decisive agrarian reform.

Actual redistribution of exprogriate land was planned to be nandled

by ewarding the land titles to cooveratives to de organized in all areas
where the program was {o be carried out. Opponents of agrarian reform
used this feature of the plan as justification for accucing IERAC of being
Corramist dominated. IERAC insisted the rezson for granting one title to
a group of pecple was to reduce the costs of the program and benefit more
individuals. It was also claimed thet irdividual “itles were not appro=
priate for huasivungueros ae one of the primary objectives -of the progranm -
was to Torm these pcople into & groun o socievy, a goal most easily be
accomplished throuzh joint cultivation of the land. It was also pointed
out that it would hardly be logical to expect people with a background of
generations of subnission to the patron, and with no opportunity to
develop initiative and secure adequate educations, to change overnight
into capable land maragers. It was felt that through communal farming,
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the huasipunpueros could be more easily trained in modern farm methods,
could learn cooperative management, could secure credit through their
cooperative, and could eventually from their own ggriculturel copora-
Tions or companies, an achievement regarded as impossible with indivi-

 dual ownership.

The advantages of the cooperatives or agricultural associations
(collective farming) ineclude the benefits of cooperative marketing and
purchasing, transforming the areas too-small for individual holdings
into collective farms of adequate size.

Faith in the efficiency of collective Terming and cooperative ‘
action is based on the success of the Israeli models, and several'of the
personnel at ITERAC had training in Isracl. For those who claimed the
system proposed by IERAC was based on Communism, it was answered that
Tarm {itles are made to the cooperative; they are not held as the
properiy of the State.

A low rate of land utilization is @ primary characteristic of lati=
fundia just as over cultivation is o minifuadia, but Dy pooling the human
and matericl resources of a group provided with technical assistance and

jorale]
agricultural credit, it was hoped both conditions could be avoided.

IIRAC's plans for collective farming did not climinate private
holdings in areas where +this Type of owmerchip is econonticually feasible as

r
o

in colonization area, nor was colonization discouraged. Considering the
realities in the Slerse; aowevir ol oo mnny rnectle and too littie larxd,

cocparative holdings oifer onc of the v Do e DolAIICZRS o both the
over=populatvion and the under-production of the Sicera.

Sven the collective rarm with intense cltivation and increased pro-
duction, however, camnot answen indefinitely the wroblen of a w
rapicly outciripping its available materiol resources and food supply.

o

The new structure of soclety envicionad by the orisinal Joard of
n -

) as
Directors of ITRAC would consist of thee tyoes of agriculturists:

1) Agciculitwrcd laborers: cmmloved for salary end now owaing land;
g

2) Emprecac: lorge apgricultural cnternrices made wn of groups of

associotes including some cmall, indepcndent lend oWrers;

3) Cooperative worikers made up of former huasipungueros and others
who recelved rcdistributed lands from the State (IERAC). These,
because of comraunal cwnership and collcetive forming would be in
a position to compete effectively with the large emrresas noted

above.
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Provided that agrarian reform could achieve these aims, Ecuador

would then be provided wilth a society capable of making progress., The
workers in a cooperative would be in a position to compete with the
empresas on an equal basis, something that as individuals they could
never do.

In addition to the cooperative type of orgenization, there would

also be some "mixed type" tenancies concisting of individuals holding
personzl titles to parcels of land, but sharing other land, such as pas-
ture, in common. IERAC admitted the need of empresas both for production
and as sources of employment for the group of agricultural laborers. It
was estimated that at best, land owmership could only be rrovided in the
Sierra for 54,000 of the 254,000 families in need. With the withdrawal
of the former group, however, -from the labor market, it was thousht that
dermand for labor should rise, and salaries and standards of living would
automatically go up.

The catch in the above planning is that each step toward economic

and soclal Imorovement depends upon the implementation of previous sveps
difficult to control. If industrial development does not increase at a
rave much higher than that of the past few years, vhere will be no jobs
Tfor rurael migrants to urban areas and if rural education is not improved,
even a greavly increased industrial sector will not provide work for an
illiterate end untrained labor force with nothing o recommend it except
need. On paper, the theory lcoks infallidle. That is, 1) the recorgani-
zation of agriculture into empresas and prosperous cooperatives would
produce service industries and other occuvations to serve the needs of

a developed agricultural community [mechanics, stores, ete.), 2) inecreased
income to cooperative merbers would result in greater industrial develop-
rent to meet the new demand. The steps needed, however, to transform an
uneducated subsistence farmer into a producer and a consumer are liable to
be complicated, time consuming end costly.

After its reorganization, (from the Imsiituto de Colonizzcion), TERAC
& >\ )
sev first priority on the cbclishment of the status of huesizunguero. The

Law of Agrarian Reform specific the liquidation of this form of tenancy

within twenty months alfter its passage, and to a large extent, this provi-

sion has been carried out, the hacencado having been requiréd to compen-
sate huasipungucero according to the aurber of years of his service. Up
to ten years scrvice was rewarded with the ovmership of the huasipungo
(the small ploi of land worked). For service beyond ten years the huasi-
punguero was entitled to cash compensation for days and hours worked,

but only very rerely woere records available to indicate the amount of
compensation he should have received. Huasinungueros with less than ten
‘years service were required to pay the difference between the value of
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their secvice for the number of years they had worked and the ten years
required to galn possession of the plot of land, where most had lived
all their lives as had their parents and geandparents.

The average size of land awarded for ten years of service to the
hacienda was approximately 2.8 hectares, rarely large enough to use

the labor of a family, or productive enough to support its members even
ot a subsistence level. After ligquidation of the huasipunguero status,
the landowner (patron) no longer felt a paternal obligation to employ all
those living on his property even a* an average salary of S/6 -S/lO per day.
He now can pick and choose his labor force, thus leaving mony ex-huasipunpgue~-
ros far worse off than they were before when they could depend to some extent
on the paternalistic attitude of many traditicnal landowners who might employ
200 to do the work of ten. TERAC is often accused of havirng caused this
situation, whereas, in fact, they were only carrying out the requirements

of the law which shortsightedly demanded "freeing" the huasipunsueros from
their state of meonage without considering what was to become of them after
that.

A year and a helf after the founding of the agrarian reform program

the Military Juata fell and was replaced by representatives of the obligaxrchy,
the bitterest opponents of wrrarian reform. Imrediately the budget of IERAC
was cut to the point that over half iis emoloyees (most working in Extension)
had to be discharged, and the program reduced to a fraction of the original
onlans. The first Board of Directors of TERAC had, recognized the need for
education, extension, credit, and techaical assistance if any from land
distribution was to be effective in the Sicrea. Tney also recognized a
harder fact - that there were not a sufficient mumber of available productive
or potentially productive acres to crovide fou 250,000 families even on a
subcistence level. One answer o the rroblem lay in more intensive cultiva~
tion requiring rescarceh and cicve cll; cxtencion to inform the ex-huasipun-
guero or an owner of minifundia of rew metloo. .~ 7 Sz, of seads, or other
meens oy which he could increase the yield per acre of nns land plot.
Following the cut in the IERAC budget, (which has never been made up) exten-
cion on any large scale was impossible, as was azricultural eredit, two of

the basic assumptions of the original plan of action.

Colonization

The answer of the large land owner o the dermand for agrarian reform
was usually "colouization". The recent history of Latin America presents
innumerable examples of colonization rlans, most of them total failures,
sometimes due to lack of funding, lack of resources, or lack of land
productivity, but primarily to a poor cholce of colonists and a failure
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to anticipate the problems that would arise. There are two points

of view regarding the best methodsto make colonization work. The

traditional point of view claims that colonization cannot be success-

ful without ample advance planning in order to rrovide all the necessi-

tics of life and a basic culture, i.e., a rural school, a store, an

agricultural extension agency, easy transport to market, ete., and ' L

insists that colonization plans provide all these items. The other F

. viewpoint stresses the desirability of a plan similar to the Homestead '
Plan in the United States. That is, a claim could be made to empty, ;
uncultivated lands ovmed by the State. If after five years oi occupa=- :
tion, a house has been built, crops planted and success more or less '
assured, a clear title to the property would be awarded. The law in
Ecuador does give squatters certain claims to property occupied over a
period of time, and many renters or agricul .ural laborers who might
have a subsequent claim to the land (SIC).

The Agrarian Reform and Colonization ILaw glves IERAC administrative
responsibility over all state lands and all lands that revert “o the
State Tfor vhatever legal cause, including those left uncultivated for
ten consecutive years. There being relatively few state owned lands in
the Sierra, colonization was restricted to areas between the Sierra-and
the Coast, and the sparsely populated almost unknown Oriente. The

arca selected for the implementation of the first colonization plan

vas Santo -Domingto de los Colorados, the site of the firs: unsuccessiul
Pilot Plan of Colonization.

Occupying this area were thousands of fardlies Lliving on land to

which they held no legal +title. IERAC undertook & rprogram or legalilza~
tion of titles for land squatters who had ocecupied the land for a minimum
mumber of years, a situation known in Ecuador as "spontaneous colonization®.
The second responsibility of IERAC in the colonization rrogram was the
developiment of new lands for resettlement of excess population from other
areas,, & function that obviocusly required land survey, access roads,
extension agricultural credit, and most of all, funds,

Expericnce thus for with colonization shows clearly that the problem

of excess porulation in the Sicrra will not be solved by colonization pro-

Jects on the Facific slopes. Most of the settlers of the area come from

the Coastal provinces, and, although there is a significant seasonal

migration from the Sierra to tue Coast, it is commnosed mostly of males

wno work as agriculiural laborers four or five months a year. If they N
remain, they leave a destitute family in the Sierra and are often accused

of being a primary cause of delinguency and crime on the Coast.
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Untll the fall of the Military Junta and the subsequent cutting

of IERAC funds, considerable progress had been made in the construction
of access roads in the building of an extension service, construction
of rural schools and legalizetion of titles. In collaboration with

the Banco de Fomento and using andIDB loan, an initial plan of supervised

agricultural credit was worked out and implemented to the benefit of
some 1000 colonists in the Santo Domingo area. Colonization projects
were also planned and started on the cast slopes of the Andes toward
the Oriente which showed greater promise of attracting population from
the Sierra.

During the first eighteen months of the IERAC program (19864~1956)
18,877 land titles were delivered to squatters with another 12,099 in
process; in the colonization program (new settlers) 7,512 titles to
265,860 hectares were delivered and 8,068 were in process for an _
additional 25k,620 hectares. In the Agrarian Reform program 132,761
hectares of land were distributed with 220,417 in process.

Achlevenents and Activities of IERAC

A. Asrerian Reform:

The Tirst project of IERAC involved the “freeing" of the huesipun-
cucros from their status of peonage. From the foundation of TERAC in
196 o Septemder, 1967 15,34l families made up of 76,720 individuals
were relieved of their "precarious tenancy" and given legal possession
of 16,500 hecteres, an average of 3.0 hecteres per family. In this
process IERAC acted in conformity with requirements of the Iaw of Agra-
rian Reform vhich aimed at liquidating all forms of precaricus tenancy
by 1968. An additionel 8,821 families benefitted to the extent of
36,727 hectares made possible by processes of expropriations (haciendas
of Asistencia Social) and reversions of property.

From 1965-68 INRAC intervened in the distribution of private pro-
perties of 16,396 hectares at the request of the owners which are now
occupied legalls by 669 families,

Progress in reaching goals set for settlement of ex-huasipungueros
on former haciendas of Asistencia Social was also indicated.
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1) San Vicente de Pusir (Carchi): Through Septenber 1967, 502 o
families received titles +o Pieces of land on the hacienda. Of this ‘§
number, 154 arc organized in four ccoperatives controlling 3,600 ;

. hectures of land. Iack of funds, however, have so far bresented completion ;
of the anticipated works of infrastructure. Although cut dowvn to a fraction |

of the original plan, a Community Center was built with the collaboration |
of the Mision Andina, studies were completed fo. four other such Centers !
on the hacienda; topographic measurements were taken of 5,000 hectares; .
& silo with a capacity of 120 metric tons was built; and some agricultural ,
credit plan extension service made possible a 50% increase in production. i
i

f

With the cooperation of the Andean Mission, 30 housing units were improved
and a school built, and with the assistance of the Ministry of Agriculture,
a demonstration farm of 30 hectares was added. Sece Section on PL 480
Loans which notes a diversion of USAID funds destined for agricultural
credit. (not reproduced in this Annex

2) Heacienda Pasillo (Pichincha/Cotopaxi); The project emphasized
vworks of infrastructure as a means of increase production and raise the
standard of living of tne ex-huasipunsueros. During the first year of
this project IZRAC administered the hacienda. Daring the second year
8% of the eultivated land was turned over to the two cooperatives.
During this time an intensive brogram of agricultural extension and ‘
coopcrative promotion was carried on to brepoere the former huasipungueros

vo take over both cultivation and administration. Two cooperatives were
organized, Coowverative Atalmalypa with 228 members, and Cooperativa Simon
Bolivar with about 30 mernbers vhich received 1,779 and 221 nectares
respectively. The planning for the construction ol a Community Center
was completed. Within the cooperative organization a carpenter’s shop,
& barber, dressmaker and others are operated by members of the comrunity.
With the aid o the cooperative mecmbers, orfices, leundries and communal
baths were built and a cooperative store esteblished. Credits to the
campesinos consisted of machinery and animals, catile, horses and hogs.

L/ Atahuclpta merbers are all ex-juasipuncueros., Coop. Simon Bolivar
members are mestizos, Tormer employees of the hacicnda who do not
want o belong to cooperative made up of "indigenas". This conflict

between Indians arnd the slightly betier educated mestizo wvho rejects the

Indian culture and “wno has collaborated in +he exploitation of a social

group beneath his own is comron everywhere in the Sierra.

UNCLASSIFIED

(v 4

t
a
L
3
i
%
i

)
1
t




UNCLASSIFTED ;A
Amnex VII, Page 12 of 22

3) Tenguel (Guayas). Tn 196} TERAC bought the hacienda Tenguel from the
United Fruit Co. for the sum of Sﬂ 3,9%0,000, and has since attempted to
solve the many socio-cconomic problems of the heterogenous group of
inhabitants. Emphasis was placed on cooperative development and through :
September 1967, 12 cooperatives with 580 members were organized and
received 7,390 hectares of land out of a total of 16,000 on the hacienda.

The Tirst pilot plan of Agrazian Military Conscription was carried out; ' ;
on this property with a company made up of 100 consceripts, all natives

of the area. This plan (CAME) attempts to give military training to

campesinos simultaneously with agricultural education and instruction

in cooperative organization.

L)  Guantug (Canar); The project is made u» of five haciendas withze f
total extension of 30,000 hectares. Tatervention was initiated at the :
beginning of 1967, and by the end of the year 9,252 hectares hzd been
delivered to 322 families in seven cooperatives. Tnirty families of
cx-huasinungueros also received 600 hectares. The remainder isg vlanned
for distribution to families who have migrated to Canar for lack of
egricultural work and reasons of demographic pressures. The beneficiaries
of the project have cooperated in completing works such as access roads
and wells. Iach family will receive five Lectares of agricultural land
and thnirty hectares of vasture which, in this area is considered a
"faxdly size Tarm".

5) Zula (Chimborazo): The property, forrerly belonging to the Church
consists of s£ix sections with a total of avous 16,000 hectares. Beneficiaries
will be 237 fanilies of ex- huasipungueros and other landless groups living
in the areca. The Darcelization of the agriculiural sector has begun and is
¢cstimated to be completed about “he micdle oi' 1968, Rach Tamily will receive
elght hectares of azricultural land and ninety of pasture which is the family
size unit in this area,

6) Hospital Catazo (adjacent to Zula): The 1,603 hectares of the property
will be turned over ?o 57 fami%ies in 1658, Erphasis 1z plenned to be given
to cooperative organlzation and the efficient use of irrigation,

7) Colta ionjas (Chimboraso): The ares of 3,300 hectares will benefit
six groups or camnesinos., Since intervention in 1966, 650 hectares of
agricultural land feve veen distributed to 170 beneficiaries, Three hundred
Tifty hectares are destined for a reforestration Project and another 2,700
will be used for communal Pasture,
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.In order to solve the problem of minifundia in the Sierra, future plans of
IERAC include Programs of':

1) Social integration - Emphasis will b
sanitation ete. to avaxen the ¢
and those of +the Nation,
such as the Mini
Health, the Misi

e given *o education, hygiene,

emesino to a consciousness of his problems :
To achieve this goal the cooperation of agencies ’
stries of Education, Agriculture, Prevision Social, and i
Sn Andina, OIT, and FAQ were regarded as essential,

2 Economic integration - Means by which human and material resouvrces o
v

. . : ) . ) P
can best be used to inerease agricultural broduction, raise the rural ,
standard of living, and improve the econory of the country are +he goals of
this phase of the orogran. '

In 1968 a regional development vlan is to be
Cayambe (Heda. Pesillo) in which IERAC plans to place 1000 families on
Seven haciendas of Asistencin Social with an area of 10,000 hectares. It

is hoped that +he pProject will have a national impact whieh will facilitate
similar programs in the future,

effected in the area around

E. Colonization

The area of concentration chosen for the first colonization project

a center of migration from both Coast and
the Sierra. The conomic prospects of this region have been greatly enhanced
with the construction of roads to Guayaguil and Quito and those currently under
construction linking Santo Domingzo-Chone-3chia and Santo Domingo-Esmeraidas,

To develop the area, however, required financing for access roads, surveying
and subdividing lots, develomment of all types of infrastructure, and

building of schoolg as well as aiding in the orgenization of marketing

and production cooperatives, and plenning ang irplementing g Progrem of
superviced agriculiural credit.

)

The Internciional Developrment Bank authorized a loan of $2,600,000

to IZRAC in February, 196L to aig in the financing of the vian for spontancous
colonization in Santo Domingo. PFuads were to be used to complete construction
of access rowds, install thrce community centers, buiid and equip 20 schools,
provide agriculitural and housing ecredit and o broad ext

censidh program to an
eara-of about 17000 m2 occupled in 1954 by 1,600 families,
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A report of the activities of IERAC published in E1 Comercio, January
4, 1968 claimed that from the foundation of the institution in 1964 until :
Sceptember, 1967, 230,820 hectares of land had been surveyed and legalized '
in favor of 6,L00 familics, From January to September 1967, 1,008 families N
recelved titles to‘39,6OO hectares of land. It was pointed aut that the cusg “
in funds made in 1966 was reflected in the deaccelerated rate of the legal-
ization of land and titles progranm. The report also noted that the original
project of assistance to spontaneous colonization in ganto Domingo contem-
plated settling 1,600 families on 170,000 hectares. Despite financial
problems, however, the project developing the colonization plan in Santo
Domingo, 194.5 kilometers of access roads were built, 14.5 more than were
included in the original vlan, and thirty four schools were completed, 14
more thon had been projected. Agricultural credit anticipated to be Sﬁ 25,640,900
exceeded that figure by & 1,552,840 for a total of §. 27,193,740 ($1,495,805). 1/

. Much, however, remains to be done.
2 2

Plans were also made for colonization in other areas in-addition to
Santo Domingo.,

1) Velley of the Upono River: This project is considered "in progress"
with the financial participation of the IDB and %he cooperation of the Centro
de Reconversion del Ausiro in Cuence and aimed ab settling 15,000 families
on 268,000 hectares of underdeveloped land in the Oricnte.

2) Valley of the Nengoritza River: Thils project is still in an
advanced "being studied" stage, but was planzed for the settlement of 1,500
farilies on 100,000 hectares. It was hoped that the work on the projecy
could begin in 1G68.

3) Being studies:

) Valle de Arapicos, Chiguaza, Yacuipa (Oriente) 200,000 hectares.
) Zona Coca, Aguarico, 500,000 has. (Oriente
) 2 J 2
)

Carretera Puerto Ila/Bahia, 150,000 hectares (Coast)
Triangle between Guayllabamba and Blanco Rivers 100,000
hectares.

o oo

;/ See "Families Receiving Agricultural Credit", in Analysis of
Recommendations on the Agrarian Reform Progr:m in Ecuador. USAID/1966

UNCLASSIFIED

- Lo PR \ Y
B R T ¥, R e DV N T N T U N




“ay‘4111L14;:41).,. L T T Y PP A

5
{. .

ta
’

UNCLASSIFIED ;
ANNEX VII, Page 15 of 22

C. Centro de Investigaciones y EnseRanza en Reforma Agraria

The Center was founded in December, 1966 to train executives and
technicians vworking in the field or agrarian reform, In its first year of
operation, six courses, having an aversse duration of three weeks, were
given to 291 participants in five cities in SCaliur. Dot eesdan with
TERAC, the Institute organizes six other courses in various zones ol Tae
country which were attended by 167 persons. $165,000 in PL 480 funds .
werc used in the development of the Center, the activities of which, however,
have been restricted because of political bressure, with emphasis at present
being given 4o "rural development” rather than the hated (vy the oligarchy) S
agrarian reform,

As a means to explain the necd for agrarian reform and colonization
to all sectors of the bublic, IERAC published 16 books or Pamphlets during
1967.

V. Problans and Criticism of IERAC

IZRAC's orinecipal problen from the beginning was lack of Tinancing
as provided by the Law of Agrarian Reform. In 1965, the first year of
oneration, ILRAC was assigned 15.9 million sucres from the national budget
cr about 1/2 o what had been approved and anticipated. This was supplemented
with 4.6 million sucres as TERAC's share of taxes, 10.6 million earned income
from haclendas adminisiered by the institution, and 2.3 nillion from other
Ministries with which agreements has been signed. In addition IERAC used
10.% million from the DB loan for colonization and 6.1 million of USAID
PL 4€0 funds, a total Dr 1965 of 19,6 million or about equal to the
4 50,000,000 amnual figure set in the law, With the fall of the
Militery Junta, however, in March, 1966 IERAC wes the first agency to
have its funds drastically cut, and since then has never received
surficient income to carry out the plens and projects made so optimistically
in 1964 (see Graph). '
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IERAC PROJECTS BY NUMBER OF FAMILIES BENEFITED
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At the time of the USAID evaluation of IERCA in September 1966, the

agency was struggling to meet its program commitments with limited funds.,

The accomplishments of the program in its first eighteen months, however,

and the dedication of its director and persornel were remarkable, and

continued USAID support to IERAC, at least in the form of PL L80 funds,

vas recommended. Only a few weeks after the evaluation was completed,

the government changed, and in the light of the new political situtation,

the Director of IERAC resigned. His assistant, who succeeded him as

Director, was forced out after a very short tie, and oz pursose and

direction that had characterized IERAC became weaker and weaker as

opposition to the program of agrarian reform streazthened. ' ‘
Publicity regularly appears in the press announcing IERAC's

"granting of titles" or "legalizing land tenancy," but as compared with

the first year's accomplishments, these seem small and stopgap.

In January, 1968 a siatoment was publiched as the result of a
conference of Ecuadoreon soclologists, which claimed that agrarian reform
had been o fraud and a deception, because in its three years of operation
only 3% of the properties larger than 500 hecteres in size nad been affected,
and concluded that, therefore, latifundia remained intact with little change.

The reporv noted further that even though the degrading status of
"precaria” and peonage as exarplified by the huasipunguero had legally
been abolished, the relationship of man to the land has not improved.
Instead, additional social and cconomic problems had been created, the most
serious belng the inability of the cx-Ruasiypuncuero to survive on the
produce of his plot of lund and the cxtreme difficulty of Tinding outside
cmployment. ‘

The only authentic relorm that could be noted after three yvears
was in the resettlement of the ex-russinun-teros and other marginel farmers

on hacicndas expropriated from Asicitencia Socicl, and even on these, the
complementary programs and works plarmied could not be financed.

Some superiicial changes have been made which, thdugh not
satisfying even minimunm aspiration Tor moderate reform, have avoided
the basic problem of the nced for a dramatic structural social change,
The adherents of agrarian reform claim that "real" reform must include,
1) the expropriation of unused, badly cultivated, or oversized land

holdings, and 2) the provision of complementary resources to achieve a

UNCLASSTFIED




;
!
¥
4
L

UNCIASS IFTED
ANNEX VII, Page 18 of 22

genuine land revolution not to be confused with rural development,

colonization or agricultural improvement, It is argued that this revolution -
must be massive, rapid, and radical, cepable of destroying simultaneously
latifundia and the class of latifundistas, and breaking the vicious cirecle '
that props up the present decadent agricultural structure and political :
power,

'

Only with a revolution of this kind is it thought possible to end the
conditions of latifundia and minifundia which have produced fatal consequences
in the form of, 1) economic stagnation, 2) social rigidity perpetuating
class divisions, and 3) illiteracy, wnemployment, malnutrition, and misery.

i i e

P A

Technical assistance ic admitted to be essential to a successful
change in land tenancy and social structure, but agricultural credit,
housing, education and infrastructurc as well as campesion organization
must also be provided for agrarian reform to succeed.

The claim of the Sierra landowners that there is not sufficient .
lend in the Sierra left to impleoment agrarian reform is countercd by pointing
out thne number of hectares of uncultivated or badly used land characteristic
of the large haciendas, the number of properties exceeding in size any
reasongble limits, and the number of hectares owned by the State, the
Churce, banks and schools, or, that is, belonging to institutions which
have nothing to do with developing agriculture.

Liberals claim that the State has the coligation to take the
necessary steps to end an unjust and irrational situstion as do the
governing clacses upon whom the wltimate solution depends, if the
censequences of a crushing process are to be avoided.

Atsention is often called to the minimun effectivity of IERAC,
by pointing out the limited number of changes effected in three years,
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Lands Expropriated or Intervened by IERAC, 1964-1967

Number of Number of Families

. Qwner Holdings Size Benefited
State - ~13 52,912 3,410
Church 2 48,000 1,660
Private 24 106,773 . 6,722
TOTAL 39 227,685 11,792

Of these 39 properties,
22 out of 24 held privately were over 500 hectares in size,
2 out of 2 church properties were over 500 hectares in size,
9 out of 13 State owned properties were over 500 hectares in sizé.

Thirty-threec nroperties out of a totel of 1,369 over 500 hectares in
size were expropriated or intervened representing only 2.4% of all
properties of that size. This, it is stated, is not agrarian reform.

Not only the sociologists have attached the agrarian reform program.
A statement published in ©1l Comercio January 6, 1958, and attributed to
the Christian Democratic Party, commented: '

"It is a fact that while the problems multiply and it becomes more
vital to integrate the minifundias and destroy the latifundias, the advisors
of the Ministry of Agriculture (IERAC) occupy themselves with transforming
agrarian reform into colonization toward the Coast and the Oriente in
violation of the aim of the Development Plan which placed a priority on
remedying the underdevelopment of the inter-Andean Sierra.h.

Other published criticism come from the Camara de Agricultura
(representing the large landowners). 1/

1/ El Comercio, November 25, 1967
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"The prolific brogrums of agricultural education detailed in the General
Develdpment Plan have not becn cerricd out, (By IERAC)"......"and the
majority of landowners huve NEVER received a visit from a technician nor
had the benefit of hiz zdvice."

Muny more oxemples could be cited, but it is sufficient to say that

during its lifetime, IERAC nus been batiered by criticisms of 2ll kinds
Trom all directions. Primarily, nowever, operation of the institution have
been threatened frem twe directions, first from the large lend holders who,
alinough they hesitete to condemn +he concent of land reform, refuse to
apply it to thamsclves end accuse TERAC of ocing "Communiztic" in its
program, Secondly, IEZRAC is under attack from extremist groups .led by the
Communiszts who clainm the orgaenizetion is a "tcol of the oligarcny and the

1"

latifundistac, It can hordiy e both,

Since his selcciion as interin-President, President Aroscmena has
concistently avoided the issue of aororion relorm, preferring to follow the
line of the cligarchy and tallk sbout "spontanecous cclonization" instecd.

Tni Prosidens met witl

Ca March 12, nowever o tne Directors of IERAC, and
surprisingly accused them of irmeding egrarian ref'orm, basing his statements
cn claims preseried Lo hin by the maonber of the Board representing the
Pederation ol Indions, a Communict deminated groun. The complaints

wvers little rore than o reswie of the some recurrent nrovlans, and there

“

secncd 1ivile point in taking has <o the President for his personal

intervention, narticularly os they could have been discussed in regular
Zourd meetinzs,

In President Arosemena's stovcnons o tres nr

¢SS, he cupressed his
cupesition to anyihing which hirders Just lond distribution, explaining
that nls party susports oorariin relor: o on "imperative of civilization
botia Tor cocizl juctice and Lo cvoid social wpheavals," +hus reversing many

o g - - i PR P
Cl fas suoieacnte wade in the puct,

Tl swane cay thct President Aroscacna mode his accusations against

the nanisement of IEMAC, o new IDD loan to 1RRAC in the amount of $3,000,000

was annownced whicn was specilicd to "Tinance the program of rescttlement
on Hacicnduo Cun Vicente ao Zusir, Pasillo, and Tengucl. Actually, IDB
representatives informed UIALD that thic statunens vwas in error and thet
nene of the funde would go to Tenguel which has received a private loan,
and that IDL meney would be used o expropricte and develop other
sistencia haciendas us well as continuc vworx cn the old projects.
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Following the President's accusations, there ensued a chain of
charges and counter charges involving most of the personnel of IERAC,
the Director of the Department of Agrarizn Reform, who had been singled
out for Presidentiol criticism, defending himself in the colwmns of the
newspapers threc separate tines. :

The Comercio, in on editorial a few days later, critized the IERAC
Dircctors of 'buck passing' and trying to sidestep agrarian reform, and
termed them "indifferent and lacking in dynamism," accusing them of
having parelyzed tae progran. ,

Despite the Agrarian Refo:m Director's deense of himself and his .
policies in the face of President Aroscrena's criticism, the Board of
Dircetors of IDRAC announced on April 17, 1968 that he had been remov.d
from his position along with the Program Director, both of whum blamed
their dicmissal on the President's failure to support agrarian reform,
anc the machinations of the Federaiion of Indians (FEI) Representative
on the Board, an effective squecze carried out by the extreme leftists and
the conservative landowners, grouns which, although acting from different
motives, are determined to paralyze and destroy the agrarian reform
movenment.

On lay 20, 1968, the organization of employees of IERAC made a
direct sppeal to the Presideant that the members of the Board of Directors
bc requested to resign, asking at the same time for an ofrliciel evaluation
£ IERAC and the stebilization of the economic situation of the institution.
e Dircetor oif INRAC wes accused of negligence and of having allowed
ne assets of IBRAC to be attached as the result of g legal battle over the
lce of an expropriated hacienda. The petition added that "agrarian reform
noe been parclyzed since the present cxecutives were appointed to office,"
In the IERAC Foard wmecting which followed, the FEI representative was
guick to side with the cmployees, saying that "IERAC must be an institution
dedicated Lo social transformation and renovation rather than a bureaucratic
ana political epparatus.”

By Junc 4, 1968 the resiznations of the Director was accepted and the
resignation of the Dircctor of the Tepartment of Colonization was announced
by the press, which, combined with the earlier departurcs of the Director
of the Department of Agrarian Reform and the Program Dirzctor left IERAC

practically without a Board of Directors. (It is said, however, that the
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Director of Colonization refused to resign and his pictures are still
appearing in newspapers as Board member). One of the few who survived
the power struggle of the last few months, however, was the Communist
representative of FuI who now finds himself in an extremely strong
position.

Since the completion of Dr, Lekis' report the situation of IERAC has
continued to deterioriate. In order to avoid teking a stand on politically
sensitive issues, various members of the Board of Directors refused to
attend official sessions. Lack of financial support brought most field
activities to a complete standstill, With all these uncertainties, the
better trained and more effective personnel have left the Institute,
causing furtner demoralization, C

One current plan calls for the incorporstiicn of IERACinto the Ministry

of Apriculture, FHowever, as of this date no definite action has been teken.
Judging by the past, even afier a Tiza decision is made it will-be months
before financing and stoaff is availebla.

o
‘-.J

Wnen and if IERAC in its res ent or future incarnation shows signs
of being able to handle its respoasipilities AID's position vis-a-vis that
organization should be recvaluated. In this connection, the involvement
of' IERAC in the proposed project mlghL be considered. TFor now, the

facts suggest that the proposed project should be carried on indqpen@ently.
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; o DRAFT LOAN AUTHORIZATTON . il

Provided from: Alliance for Progress Loan Funds
o ECUADOR: Land Sale Guaranty

Pursuant to the authority vested in the Deputy U.S. Coordinator,
Alliance for Progress, by the Foreign Assistance Act of 1961, as
amended, and the delegations of authority issued thereunder, I hereby
authorize the establishment of a loan (the "Ioan") pursuant to Part T
Chapter 2, Title VI, Alliance for Progress, to the Goverrment of
Ecuador ("Borrower") of not to exceed three million six hundred thousand
United States dollars ($3,600,000) to assist in financing the sale of
agricultural land to campesinos and the extension of production credit
thereto, the Ioan to be subject to the following terms and conditions:

1. Interest and Terms of Repayment:. .Borrower shall repay the Ioan
to the Agency for International Development (A.I.D.") in United
States dollars within fort (40) years from the first disbursement
under the Loan, including a grace period of not to exceed ten (10)
years, The Borrower shall pay to A.I.D. in United States dollars
on the disbursed balance on the Loan interest of two (2) percent
per annum during the grace period and three (3) percent per annum
thereafter,

2. Qther Terms and Conditions:

(a) Equipment, materials and services financed under the ILoan
shall have their origin in and be procured from the United
States of America or Ecuador. Shipping financed under the
Loan shall be procured from the United States, and marine
insurence financed under the Loan shall be placed in the
United States with a company authorized to do a marine
insurance business in any state of the United States.

(b) United States dollars utilized under the Loan to finance
. local currency shall be made available to Borrower or its
designee through Special Letters of Credit and shall be
used only for procurement in the United States of equipment,
. materials and services,
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(c) This authorization will terminate six months after the date of
approval if by that time the Borrower has not signed a loan
agreement reflecting the project substantially as described
in the Capital Assistance Paper.

(d) The Loan shall be subject to such other terms and conditions
as A.I.D, may deem advisable.

Depp
Deputy U.S. Coordinator

(Date)

UNCLASSIFIED

g s






