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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE 

SUBJECT: Ecuador: Land Sale Guaranty 

Attached for your review are the recommendations for
authorization of a loan in an amount not to exceed $3,600,000to the Government of Ecuador to assist in financing the sale ofagricultural land to campesinos and the extension of production
credit thereto. 

Please advise us as early as possible but in no 
event
later than noon on Monday, June 30, 1969, if you have a basic
policy issue arising out of this proposal,
 

Th-chel C. Rogers 
Assistant Secretary 
Development Loan Committee 

Attachments: 
Summary and Recommendations 
Project Analysis
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ECUADOR-LAN'D SALE GUARANTY 

SECTION I - IYD RECOMM1DPATIONS 

1. urpose 

The purpose of the proposed pilot project is to develop a program
 

to facilitate the private sale of agricultural lands to cooperatives
 

capable of carrying out effective farming enterprise given access to
 

land production credit and technical assistance but which are unable
 

under present conditions to secure credit on reasonable terms. The
 

philosophy underlying the program is that appropriately assisted, free
 

market private enterprise activities can be the basis for reform of
 

the 	land tenure structire thus eliminating politically traumatic
 

recourse to expropriation or other nonconsentual forms of land title 

transfer. 

2. 	 Borrower 

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 elements of the
 

program including technical assistance operations.
 

3. 	 The Loan 

A loan will be for 4C y:: with a grace period 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 

•Y 
• *1 
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to provide local currency for production credit purposes. 
$650,000
 

will be held undisbursed for'ming a fund to guaranty the payment of land
 
Purchase obligations undertaken by the bencficiarico of the program. 
As
 

agricultural production credit loan repayments are made, these funds will
 

be substituted for the guaranty fund which will be drawn down for produc

tion credit operations, thus assuring full disbursement within three years 

while maintaining a guaranty fund. tl00,000 will be used to csta.blish a
 

revolving fund to support technical assistanci &Lrd extcnsio.n scrvicez for
 

cooperatives involved in the prozram. 
$100,000 will be dusbursed under
 
letters of commitment for the purchase of commodities of U.S. source and
 

origin for uze in the program.
 

4. 	Project Description
 

The project will establish a procedure under which campesino
 

cooperatives can purchase land and obtain production credit and tech
nical assistance in a "package" sub-project similar to a supervised
 

agricultural credit 	operation. The BNF will be the organization
 

which will administer the program. 
 The BNF, with the assistance of
 

the Midnistry 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,
 

production credit will be provided by BNF and technical assistance
 

will be 	provided under BT direction and control by GOE extension
 

personnel. Land purchase 
 -rll be accomplished through a three party 

arrangement under 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 .5to 7 years and the BIT agrees to pay the
 

seller on the basis of the amortization schedule of the payment of
 

the obligation of the cooperative to the BNF. 
Production credit will
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be provided by the BINT in an amount consistent with the farm plan.
 

Finally, GOE technical personnel 
under BUF direction will provide and 

the cooperative will agree to utilize technical 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 BiFl will have the right to claim azainst the
 

guaranty fund for the amount paid by the BiF to the seller of the
 

land in accordance with the contract between the 
seller and BiM provided 

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

appropriate under the circumstances to realize an available security.
 

Responsibility for formation and qualification of cooperatives will
 

lie with Ecuadorean organizations including former USAID staff employees.
 

The loan will also provide $100,000 dollars for U.S. commodities required
 

by the AMinistry of Agriculture in carrying ou. its technical assistance
 

responsibilities under the proZram. 
In addition to interest charges,
 

the cooperative will pay certain user charges which will be paid into
 

a revolving fund for the payment of local currency expenses of the GOE 

in carrying out ;the project. The project will thus be maintained in so 

far as possible as a self-f.Lnancing operation. 

5. Financia. 2.Ian 

Costs of the project: 
Land sale 6-tcaaty fund 
 650,000
 
Production creXdit 
 2,750,000 
Commodities of U.S. source and origin 
 100,000
 

Revolvin fund for local costs of technical 
assistance 
 100,000
 

$3to60 ,ooo 
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These inputs will result in the sale of approximately $2,500,000 worth 
of land (25,000 hectares). to 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 all 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 

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 of Ecuadoreans to achieve these objectives. The project 

is designed to test the feasibility of a new approach to agrarian 

reform and soci and economic betterment of the rural population. 

The project is not only central to AID objectives in Ecuador but is
 



considered tc 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 

program. 

S9. 	 Issues 

A. 	 Alternative Approaches to Financing Land Purchases
 

Alternative approaches 
 to land purchase financing such as 

establismnent 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 feasible
 

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.
 

B. 	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 to moat 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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C. Possible Negotiation Problems
 

The proposed project represents a new departure in financing agrarian 
development. After extensive discussions with B)F, reservations have 

been expressed .by individuals within BITF concerning certain elements 

of the operation, specifically 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 may require
 

scme changes from the project as presented herein. The Mission
 

believes that the loan can be negotiated substantially in the form
 

presented. 
In any event, the loan authorization will provide that if
 
a loan agreement reflecting a project substantially as presented 

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

the authorization will be terminated.
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10. 	 Loan Administration 

The project will be implemented by the BNF which is considered 

qualified and capable of handling this 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 thsa program in k_.y 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. 

11. 	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 government 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 - hO years with a grace period on repayment of principle 

of 10 years. 

2. 	Interest - 2% per annum during the grace period and 3% per 

annum thereafter.
 

* *3. Repayment will be made in U. S. dollars. 

B. 	Other Terms and Conditions 

1. 	 Equipment and materials financed under the loan shall be of 

1.
, 
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the U. S. 
source and origin.
 

2. Any other terms and conditions which AID may deem advisable.
 

Project Committee:
 

Charles S. Blankstein, Development Loan 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
 



- 9 - UNCLASSIED 

SECTION II - NATUBE OF MlE 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 . 
proven itself to be woefully inadequate to its task, not so much 
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 obtain 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 fundamental requirements of
 
meeting the need exist. The problem is to combine these elements
 
with assistance as appropriate in a workable program.
 

In approaching this problem, the reasoning of the Mission was along
 
the following lines:
 

UNCLASSIFED
 



- 10- UNCLASSIFIED 

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 significaut 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
 
campesino. 
 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 to 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 resources;
 
not only in terms of work and money but also in terms of the capacity

of the economy to overcome long standing ;ocial and economic preju
dices to learn to deal with the campasino 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. 
Prom this it

followed that the AID intervention critical to the objective sought
 
was 
an economic substitute to bridge the psychological.gap preventing,

effective self-development efforts. 
The judgment of the Mission,
 
contrary to that of the land owner interest, was that the campesino

generally is credit w;orthyo 
 Thus the requiements of the project

became obvious: 
 an assurance of payment of obligations credible
 
to potential sellers of land and a program to provide reasonable
 
assurance that the campesino buyers could carry out an enterprise
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which would permit them to pay 
their debts.
 
The proposed loan will provide 
guaranteesby willing sellers of land for 

of credit extensions
the purchase of land by campesinocooperatives and will provide a source of agricultural production
financing. 
Its primary objective is to make it possiblepesinos capable for camof managing an agricultuxal enterprise to buy landand to obtain working capital to farm the land effectively.
assistance Technicalas appropriate to the particular case will be assured as
a part of a "package" transaction. 

The Mission in this paper proposesreform. It is; a new departure in agrarian
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
camp.:5ino. 
 This is a calculated risk but a sound one.
ar USAID believes
ultimate consequence of the progrem will be to convince the
dominant social elements of the country that this faith is well
placed.
 

B. The Setting of the Project 

1. Introduction
 

While projects under the proposed program may on occasion be
undertaken in other parts of Ecuador, all but a few will be
located in the rice growing areas of the Guays River Basi.
There are a number of reasons for this. 
 The immediate
pressure 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 to be
able to succeed. 
An effective technical assistance program is
feasible with presently operating organizations in that area.
A tendency on the part of land owners to be willing to se4l is
most strongly noted in that area. 
Most important, there are
in existence campesino groups cspable of qualification for
support under the program and the relative sophistication of
campesinos in the area suggests that new group formations will
take place more raidly and effectively there. 
Inconsequence,
the expectotion is that the program will focus at least at the
beginning in the rice growing area of the Guayas River Basin
and will have as its main beneficiaries the members of the rice
cooperatives and credit unions formed with USAID assistance.
Thus a description of this area is necessary to an understanding
of how the program will work.
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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 the 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. Lack 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
 
fertility of its soil and good communications 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 rainifall. 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
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not an area of similar size in the country that approaches the
economic importance of the Guayas River Basin. 

3. 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
 
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
 
cash. 
People that live in this area are mainly pioneers that
 
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. 
 The 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 make 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 
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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 grower has to securecredit from rice millers or private money lenders. This credit
usually carried the obligation to repay in rice at a specifiedprice, usually one-fourth to one-half of the actual maxket valueof the rice. Thus, the borrower pays in effect aunnhere 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 asituation 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 or the Government willaccept de facto situation where progressive aP well as traditional
 
owners will have to abandon their properties.
 

4. 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
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of main crops grown in the area. 
The production of riJ6
 averages about 14 quintales of milled rice per cuadra 
 Thecrop is lost partially or totally approximately 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
labor. 
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 comm9n in
-therice growing areas. Production is low because in most
cases not even the most elemental modern techniques of cultivation are used. 
It is ce,).culated 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 innovations in
rice growing 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 propaganda. 
Some of them have been convinced that the only way to
obtain lands is through invasions and the use of force. 
The
majority of canpesinos will think that that lands can be obtained
through peaceful 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 reasonable period of time. 
 Campesinos
are also willing to purchase land, 
rovided 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.74 acres or 0.70 hectares, one quintal 
= 100 pounds. 
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The land reform program of the GOE administered by theInstituto Ecuatoriano de Reforma Agraria y Colonizacion (IERAC)
is resisted strongly by the owners as they are reluctant to
accept government land reform bonds that mature in a periodof 15 to 30 years and sell at a discount of up to 40 percent.
Furthermore, the valuation of the land for purposes of expropriation is made on the basis of the declared value for taxpurposes which is usually less than 50% of the commericial and
productivity value of the land. 

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 acceptabletransactions. 
 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 owners and landless caxapesinos towards a systemof 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 hectares 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 Land Reform
Institute (IERAC) that the minimum family 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, cooperatives that will be organized and able to handle the credit of
the nature will have approximately 520 members. 
 That is, it

will be possible for cooperatives in existence to purchase
over 5,000 hectares in the first year of operation of the project.
It is eztimated that, considering the past rate of formation of.
cooperative and the availability of personnel, it will be possible
to attain cooperative membership of 2,500 families within the
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next three years. This figure represents approximatelytwenty percent of farmers that might be possible beneficiaries
 
of the project.
 

C. Project Description
 

The loan will assist in financing a program to promote agricultural development by making available to campesino cooperatives
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
 
makinZ it possible 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 autonomous GOE agency with long experience in agricultural development
operations. Technical assistance will be provided by personnel
of the technical services of the IMinistry of Agriculture and
other government agencies and by the Supervised Agricultural
Credit Department of the BNF all under the direct management
of the BNF'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 BLF.
 

The objective of the project is to induce the sale of tracts of
land held by landownmers willing to sell their land to cooperativesand to provide credit facilities and technical assistance which
will reasonably assure the capacity of these buyers to pay land
purchase obligations. The land sales will be financed by theseller accepting 5 to 7 year payment contracts from BNF. Thecooperatives in turn will enter into contracts to pay BNF the
purchase price obligations. A portion of the loan will be heldundisbursed as an ultimate guaranty against loAs sustained by
the BTUF should a buyer cooperative fail to pay its debt and should
it prove impossible to realize fully on the other forms of
security available. To assure that the buyer of land will be
able to work his property effectively and pay off his mortgageas soon as possible,
the 

the loan will also provide funding forgranting by BNF of production credit to buyers. Initialactivity 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
 
following typical transaction will always be insisted upon.
 

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 without
 
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 achieve a viable enterprise in
 
a 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 subaitted to the BNF management for its
 
review 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 the 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 governent 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 coopera
tive will be expected to invest a minimum of 10% downm-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
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to the purchase price less downpayment in accordance with
financing arrangements set out in the farm plan. This obligationwill 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 agreementwith 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 BLF and
the Ministry of Agriculture in which the obligations of all parties
concerned will be stipulated. 
This will include not only financial
obligations but also the obligations of the BUF and the Ministry
of Agriculture to provide technical assistance, the obligation ofthe cooperative in good faith to utilize the assistance provided,
the agreement of the cooperative to handle marketing arrangementsand similar aspects of farming operations during the period of the
amortization of the land purchase obligation as 
agreed in the farm
plan. Approxirately $100,000 of the proposed loan will be usedto purchase vehicles and other equipment to service the program.A $100,000 revolving fund for the payment of non-salary costs ofadministration of technical assistance provided by agencies of theGOE other than BNF will be established to be replenished from usercharges included in the interest payments to BNF. 

D. Program Justification
 

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

Ecuador is and will remain in the foreseable future an agricultural country. 
The richest and most important agricultural

area of Ecuador is the Guayas River Basin. 
This is true despitepresent patterns of land tenure and restrictive economicrelations between rich and poor which unfortunately have tended 
toward a limitation of production. As is demonstrated in moredetail in the Economic Analysis, Section III E, any effort
tending toward the improvement of agricultural production inthe 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 taling 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. While 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 to 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.
 

2. 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 in-olved
 
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 
Church 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 rake 
a true mutual acceptance on part of various elements in the 
society a fact. 

3. 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.
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4. Relation of the Project to ClAP Objectives, U. S. Economy

and 	Activities of Other Lending Institutions
 

The 	proposed program is wholly consistent with the ClAP
country review position. The program has only a minimal
direct effect 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 payments 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
 
payment of such claims. 

5. 	 The Capacity of the Government of Ecuador to Carry Out the
Project and Repay the Loan 

As reflected in the Director's Certificate in Annex I,Government of Ecuador. is 	
the 

considered capable of carrying outits 	obligations under the project. 
As reflected in the
Economic Analysis, Section III E, the Government of Ecuador is
considered capable of repaying the 	loan in accordance with its. 
terms. 

io 
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SECTION III .DETAILED DESCRI1IOIN OFTHE PROJECT 

A. The Borroler 

The borrower will be the GOE, through the Ministry of Agriculturewhich is responsible for developing and implementing the agricultural 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 BIF. 
A organization chart of the Ministry is provided in Anne) IX. 
 a
 
An evallation of the management capability of the Ministry of Agriculture necessarily will have to be made at the political and
technical levels separately. The Ministry of Agriculture hasproven to be a very unstable institution at the political level.
The current Minister Dr. Angel Duarte Valvorde,the is the third sinceVelasco government came into power on SeptemberThere have been 1, 1968.three sub-secretaries
changes of as well. There have beenDepartment noof heads howlever. 
of 

t h 
n 

i i t a e . . . . The current top officialsistry appear to be i ihighly capable men lbut it must beconce 'ed that it is entirely possible thnt these men will be out
of office in the near future. 

Below the two top men, the inistry has remainedDepartment heads have remained in their jobs for a number o' years
in most cases. 


qtute stable. 

Most of these people are specialists in their
field, and 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
personnel to undertake a program of technical assistance such as
the one contemplated under this project. Primarily because ofbudgetary problems, the technical staff of thecases M[inistry in manydoes 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 pay per diem and other expenses. 
These technicians
rill form the core of the staff that 
rill provide technical.
assistance to the beneficiaries of the project.
assures that they rill be The projectable to carry out their responaoilitiesby providing for procurement of vehicles and supplies and a revolving fund for local currency costs of these services which wil
be financed from user charges. (See generally under Technical

Assistance) 
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It can be concluded that although the Ministry of Agriculturehas 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, properly assistedthe Ministry can lundle the technical assistance job. 
B. The Administrator - The National Develop et Ban' Banco

Nacional de Fomento 

1. Organization and Administration
 

The BO was given its present organization as a private
institution with administrative and financial autonomy,
by Executive Decree No. 2767 of December 1, 1964. TheBank is a financially and administratively autonomous institution of the GOE, whose principal purposeaccelerate is "to promote andthe country's economic developmentand adequate through broadcredit activity"; it has authority to performthe following fuctions: 

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

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

deposits; 

(3) accumulae domestic savings through the issue of creditdocuments negotiable in the securities market;
 
(4) 
obtain loans, discounts and advances from the Central
Bank and other national financial institutions;
 

(5) 
obtain credit from international financing agencies;
 

(6) administer, as a trust, special funds established by

the GOE, national and international financing agenciesfor specifid purposes of agricultural development; 

(7) implement technical assistance toprograms improve theconditions of rural workers; 

(8) promote the organization of akrming, fishery and handicraft production 
cooperatives;
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(9)encourage stabilization of agricultural and

commodity prices at levels remunerative to the

producer by eliminating an excessive number of
middlemen inmarketing, or seeking solutions to
 
storage problems; 

(lO) engage in ary activity designed to expand agri
cultural productivity and rural welfare.
 

A general reorganization of Ecuadorean development institutions was carried out in 1964 on the basis of recommendations by .ateam of foreign experts partially financed
by AID. This operation was contracted in 1962 by the thenDevelopment Credit System later superseded by the BNF in1964. 
The contractor presented its recommendations at
the end of 1963. The BIP's present organization generallyreflects the result of this technicdl assistance operation.
Various operating procedures adopted since the Bank's
establishment incorporate almost all the principal
reconendations made. 

The decree reorganizing the banking system and creating
the B11F made several important changes into then existingsystem. It removed from the Bank responsibility for
sponsoring major industrial development schemes. It
provided for the creation of a Division of SupervisedCredit thereby establishing the Bank's responsibility

to help out the weaker sectors of the agricultural, artisanand industrial economy 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 BhT, is domiciled in Quito and has 35 branches in theprovincial capitals and other important cities. The Bankhas 926 employees - 196 work at headquarters in Quito andthe other 730 in the 35 branches. Two hundred eight of
the Bank's employees are professionals, and ninety-seven
Iave had specialized courses. Approximately 33% of theQuito ztaff has taken advanced courses, but only 20% of thestaff of the branches have done so. Because of a recognized
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shortage of professional personnel in the various branches

with the capacity to carry out the proper evaluation ofcredit applications and control of project execution, the

Bank has organized a series of specialized courses for 
branch ma-mgers and inspectors.
 

The BNF is directed and administered by a Board of Directors, 
an Executive Committee and a General Manager. The Board ofDirectors is the highest authority of the BNF and is composed

of seven regular members, one appointed by the President of
the Republic, three by the three regiona 
Chambers of Agriculture, 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 Committee is composed of a General Manager, who
presides and two regular members elected by the Board of

Directors. 
 The Commission distributes 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 operations of its 35 branches have been
centralized, the system has been unified, a new code of
accounts has been issued, and the movement of 
resources among
the different offices has been systematized. In addition
accounts have been mechanized at headquarters with IB4
 
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
infor ation as a basis for dividing the portfolio by degrees

of age and delinquence, by type of borrower, geographic area
 
or economic sector.
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2. Operating Problems 

The Bank has had some serious problems which it is nowtrying to overcome. The most serious are (1) the annualamount of unrecovered amortization payments, which hasaveraged 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 1967;(2) high operating costs, 1hich amounted to abz ut 6% of thetotal portfolio in the last few years; (3)a rather unsatisfactory 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 pmoblem has several causes. 
The Bank,
being an institution heavily dependent of the Central Government 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 Monetary Board are usually largelandholders--does not help to insulate the Bank from this
pressure. 
The proposed project has been designed so as to
protect it from this possible source of landholder pressure by requiring that (1)AID make its owm evaluation of
land price; (2) have a veto power over the granting of aguaranty 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
delinquency ratio relates to the shortage of capital withwhich the Bank operates and the consequent tendency tol.lend for shorter periods than are justified given theanticipated productivity of the project being financed.shoim in the table below, 
As 

14.9% of the Bank's payments duein 1967 were recovered by loan renewals. These renealsusually resulted from the fact that the Bank originally
scheduled unrealistically short cmottization periods. 
In
that the proposed project requires AID an Ministry of Agriculture technical assistance in preparation of the farm plans,
there ivll be outside controls on the land and credit

amortization periods granted by the Bank.
 

r
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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 government-sponsored
bank, set up to stimulate develolzaent 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
 
souglht-.7and 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 loan delinquency 
rises with the size of the loan - indicating that it is the
 
large rather than small borro ier who is the major contributor 
to this problem. In that the proposed project wrll deal
 
exclusively with small borrowmrs, the delinquent loan problem 
will be correspondingly less serious.
 

The Bank has shown improvement on one delinquent loan question
 
in recent years. Year-end delinquencies 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 Bankc has committed itself, under the newly 
authorized IDB loan for US$6 million, to undertake a compre
hensive program of delinquent 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% by 1972. 

The Bark'.s low profits are to a considerable extent a function 
of its high operating costs, which result in pat from the 
necessity of the Bank to maintain branches in certain areas for 
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--S.16 655,000 (US'369,722) in 1963, and S/.3,066,ooo
(US$170,333) in 1964. The improvement.in the profit situation 
since 1965 is basically a result of the decrease in the interest
 
paid by the Bank on the money tiat it borrows-i 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 cobts. 

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 inspector in the branches has been filledby graduates of the practical agricultural schools andtechnical 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 making serious
 
attempts to deal with them. 
In September, 1966, an

Ohio 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)vas held in good repute by farmers, private bankers,
the Central Bank, and the Superintendent of Banks, and(3) had made substantial improvements inmanagement both 
at headquarters and the branches. 
The Inter-American Bank,

in its evaluation of the Bank's performance under two past
loans totalling US$7.4 million equivalent, reported that 
the Bank (1)had fulfilled virtually all the conditions 
set forth in the ":loan contracts, (2)had nnt all payments
of principal and interest, (3)had demonstrated great
ability in channeling the dis$uribution of resources, and
(4) had impn ved its financial administration in recent 
years, owing largely to measures adopted to increase the
 
level of recoveries and reduce the percentage of renewals.*
 

3. Sources of Financing 

The sources of BNF finances are as follows: 

(a) Central Government Revenues. 
Decree No. 2767 provides

that the authorized capital of the BNF shall amount to
SI.. billion (US$55,550,000), contributed entirely by the
Central Govarnment. As of December 29, 1967, the capital
account amcianted to SP-85,132,763 (US$28,118,486). 
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Three Executive Decrees establish the conpulsory contribu
tions to the Bank's capitalization 
to be made annually by

the Central Government.
 

(1) 80% of the 25% of proceeds from the 40-centavo tax on

each stem of bananas exported by El Oro Province
(Decree 674, March 31, 1964)- in 1968, the Bank
received S/397,100 (US$22,100) from this source; 

(2) up to S/30,000,000 (us$1,660,000) annually from export

taxes (Decree 252, May 13, 1966); the Bank received 
this amount in 1968; (3) S!20,000,000 (US 

(3) S,20,000,O00 (US$1,100,000) annually from the proceeds

of the monetary stabilization surcharges, or, in their
absence, from direct allocation in the Central Goverrme nt
budget; the Bank received this amount in 1967 and 1968. 

Total contributions to the Bli by the Central Government
from these sources have been S!27.2 million (US$1,150,000)
in 1964; 3,29.9 million (Us$1,660.ooo) in 1965; S/62.9
million (US$3 490,000) in 1966; and S150.5 million
(US$2,805,333) in 1967 and in 1968. 

(b) Access to the Central Ban'-. The obtainsBD' resources

from the Central Bank for short term programs through the
 
system of advances and rediscounts of negotiable documents

from its own portfolio. These operations are carried out
for terms of not more than one year, and the interest rate

charged to the BNF by the Central Bank is 3%. 
 As of June
30, 1968, the BNF obligations to the Central Bank for

advancements and rediscounts amounted to S/144,000,OO

(us$8,ooo,ooo).
 

(c) Public Sources. The BDTE may utilize fimancial services 
of the Securities Commission-National -inance Corporationfor 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.
 

(d) Private Sources. 
Savings and sight deposits constitute
 
a short-term source of funds for BDV credit. 
As of December 29,
1967, these deposits amounted to S/28.8 million (US$1.6 million). 
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(e) External Loans. In 1961, the Interamerican DevelopmentBank approved a loan of US$2,36 5 ,000 equivalent to the thenNational Securities Commission for the financing of a general
program of credit for African Palm cultivation.US$1 million was deobligated because 
In 1967,

of a smaller demand thanwas initially anticipated, due to the heavy per hectare
in estments required, and the long gestation period (up to
six years for initiating production). 
 Of the remaining
total of US$136 5 ,000 equivalent, almostas of December 31, 1968. 
all was disbursed

In 1962, the IDB granted a US$6million loan to the then Iational Securities Commission forfinancing writh intermediate and long-term credit the developmen~, diversification 
livestock, forestry, 

and systematic organization of farming,fishing, industrial and craft activitiesin Ecuador; by June 1967, theIn 1969, loan had been totally disbursed.the IDB authorized a third loan to themillion to continue BIUF for US$6its programn of financing the developmentof agriculture, as well as small industry. Apart from iDB
loans, the BF has two lines of creditsuppliers, amounting from French and Czechto approxirtely US$1 million equivalent.The French credit were initiated only recently.
 

4. Financial Position 

The following table sunmarizes the balance sheets ofthe Bank as off the close of 1965, 1966, 1967 and 1968.assets have incleased modestly in recent years. 
The Bank's 

The decrease
ofrS 19.8 million (US$1.2 million) in 1966 is a result of theBank's adjustment of its capital account and assets in thatyear by S2.0 million 
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BNF: SUMMARY BSAIcE HEDS, 1965-1968 

(Equivalent in US$millions) 

Assets 1965 19671966 1968 

Cash and banks 3.3 4.9 5.2 7.7 4.9 6.5 6.2 7.2 
Investnm nts 14.1 20.8 13.1 19.7 11.4 15.4 13.4 15.7 
Portfolio 43.7- 64.5 43.4 
 65.2 51.6 69.7 56.1 65.8
 
Other assets 6.7 9.8 4 7.4 6.2 8.4 9-5 11.1 

Total Assets 67.8 100.0 66.6 100.0- 74.1 lO0.O 85.2 100.0
 

Liabilities
 

Callable on demand 9.7 14.3 10.6 16.0 11.6 15.6 13.5 15.8 
Callable on short term 6.4 9.4 7-7 11.6 7.8 10.5 12.2 14.3 
Callable on long term 19.5 28.7 17.9 26.9 21.5 29.0 17.2 20.2 
Other liabilities 4.6 6.8 5.0 7.5 5.1 6.9 7.0 8.2
 
Net Worth 27.6 40.8 25.4 3-8. 28.1 38.0 35.3 41.4 

Total Liabilities 67.8 
100.0 66.6 100.0 74.1 100.0 8 100.0
 

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 organizedcooperatives. In the foration of such cooperatives, varioustypes of organizations such as corporations, labor unions,communes and villages, or traditional groups of indigenouspopulation 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 forthe identification and formation and development of cooperativesto the level where they meet the criteria for support fororganizations under the program. As noted subsequently,development agencies will be invited and encouraged toparticipate in the program in connection with the identificationand development of qualified cooperatives. An organization ofEcuadorean personnel previously employed by the USAID forcooperative formation activities will be the key agency for

this activity. 

In assessing the validity of the approach taken in this project andcapacity of ex-USAID personnel to handle the cooperative formationfunction, a description of the current grant funded programs ofthis nature i'.ould be useful. USAID experience in cooperativeformation and development dates back to 1961. A general surveyof the Ecuadorean Cooperative Movement and USAID, s experiencew..,ith it is provided in Annex V. With respect to the GuayasRiver I3asin rice lands, USAID interest has been substantialand its experience particularly appropriate to operations underthe proposed Project as reflected in the following paragraphs. 

the 

In early 1968, USAID formed a team of cooperative fieldmento begin the orani zation of cooperatives among small ricegrowers in the Guayas River Basin. Although the originalintentLon of the program was to organize marketing cooperativessii-ailar to the coffee cooperatives in which USAID/CLUSA had hadextensive exoerience, a study of the situation of the small ricegrowers in Ecuador--who grow perhaps as much as 75% of thecountry-Is ricc--led to the conclusion th& new method6 of production would have to be emphasized along with marketing arrangements. It was also recognized that the willingness of the smallrice farmer to adopt methods of production would be limitedunless he was assurcd more secure tenancy arrangements, or evenbetter, land ownership. Most important for this project, itwas found that there are good prospects for snall 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 and sellers. 

In sixteen months of operation, the USAID/CLUSA project has 
assisted in the organization 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 Lmprovements. Similar 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 Comnission and the 
Extension Service of the Ministry of Agriculture, two 
experienced rice technicians paid by their GOE agencies have
 

been assigned to workwith the USAID/CLUSA team. Some travel 
and per diam 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 persorel 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 .$60,000 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 for 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.
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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 be 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 fornation, this arrangement
will hopefully be only a temporrry measure, principally during 
the pilot project period, in order to simplify procedures and
 
assure necessary resources for the e.rly 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 couldtake 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 experience, others can be encouraged to prepare 
personnel and take over part of this responsibility. 

At present, the rost capable organization of this kind inthe 
rice area is Contro Ecuatoriano de Servicios Agrarios (CESA).
 
This non-profit group hires technical personnel to provide
legal counsel, accounting and other services for cooperatives 
in the Guayas area chearging the use only part of the costs of 
these services. As the program carries to other geographical 
areas, groups ]ike Centro Ecuatoriano de Accion Social (CEAS) 
in Riobamba, the Instituto Campesino of Ibarra, Centre de
 
Reconversion Economica de Ambato (CREA) and others which are
 
currently providing assistance to cooperatives can form part
of the proram. 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 Cooperativas Arrosceras.
 
In 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
 

(2ENCLE) of the free labor movement are possible 
candidates.
 

The problem of the Institute for Agrarian Reform (IERAC)
 
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 
and encourage land distribution under private initiative. 
Little was done to put this part of the law into practice 
due to lack of financial and political support. However,
 
this is an aspect of agrarian reform that should rightfully 
fall under the control of the Institute. This is not to 
suggest that (IERAC) can or should imr.ediately 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 IERC's participation. However, when IE17UC is ready to 
enter into serious comitents, it should become a part 
of the program. It is 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 fleld base and practical operational experience for 
future for-mal ISAIAC participation. 

Another resource that may be drain upon to support this pro
gram is that of private Ecuadorean consulting firms. Such
 
companies .:', bo contracted in specific cases t o provide part
 
or all of the t c.chnical assistance for cooperatives under the
 
supervision of the 3:Fand the USAID.
 

Whatever may be the nature of an organization seeking the 
benefits of this proje-ct and iwhatevcr the source of assistance 
ii formation and development of this organization as a coopera
tive, USAID will be responsible for dternining its qualifications 
for participation in the program. This is in effect a veto
 

which is considered necessary at 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
and 	 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. 	 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. 

2. 
There must be an adequate legal basis for land ovnership.

The 	 legalization of the cooperatives provides this 
basis.
 

3. 	 Educated leadership. 

4, 	Established accounting system. 

5. 	 Paid manager. 

6. 	 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 ) receives preliminary clearance as a

candidate from USAID, the process of project development
will be initiated. 

The 	B7 Project Coordinator will be notified by USAID ofpreliminary clearance and 	he in turn will notify all
interested agznciesi at the qualified cooperative will be a candidate for a sub-project. The Ministry and BEF will
have the right exercise a similar preliminary clearance andhe in turn will notify all interested agencies that the
qualified cooperative will be a candidate for a sub-project.
The 	 Ministly and BIF i.ill have the right exercise a similar
preliminary clearance. When preliminary clearance has been
obtained f i-om all ".,-tcrested organizations, the ProjectCoordinator will "" over .: 	 sub-project 
and 	will be responsible for coorc.:z.- . .. ... 
the 	sub-project with all interested agencies. 
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The project development process wrill involve threemajor activities: locating and negotiating for anappropriate piece of land, determining the value
of the land through standard land classification and
evaluation procedures, and developing of a farm plan

Vhich will include not only a financial plan for theenterprise 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
that in most cases the cooperative will be able to handlethis 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 hasbeen experience of the USAID

cooperative advisory personnel int he three transactions
of this nature carried out to date. Assistance was renderedin each incase such matters as negotiations with financinginstitutions but for the most part the cooperative handled
negotiations with the seller itself. 
Indeed the capacity
to carry out this aspect of the project may well be indicativeof the ability of the dooperative to carry on other businesstransactions related to the project and hence bears on thequestion of the qualification of the cooperative for support.It is recognized, howdever, that under certain circumstances
assistance may be required in finding land or in negotiations.Provided that in the judgment of theUSAID rendering ofassistance in these matters does not lead to a situation of
expensive denendcnce by the cooperatives such assistanco will
be provided. 'The Project Coordinator will be in charge ofobtaining and coordinating such assistance as is required. 

It is anticipated that the usualin case the land to be purchasedwill be occu::.' by the cooperative or some of the cooperative
members as renters or that the land will be located near thehomes of the cooperative members. If the land is located at
some distance from the homes of cooperative members, considerationwill be given to the question of whether the distance willaffect the feasibility of the project. 
In any event, the farm
plan will take into consideration where appropriate the problem
of the transportation 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 problen is 
discussed in Annex VIII. Clearly, an excessive valuation of
 
land with guarnty backing vould 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 M.ission's opinion, be depended upon
to be a reliable judge of land prices which it will be obliged 
to pay. An expensive land price idll threaten not only the 
land purchase payment but also the production credit element 
of the transaction ith respect to which the BNF also carries
 
the risk. The direct involvenent of USAID personnel will be 
still another safeguard in this matter. Notwithstanding the
 
foregoing, the Mission considers it appropriate to add one 
additional objectivo 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 w&ll be established 
by the Mission with TDY assistance fran the Agricultural 
Division of AIDt, 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 proLosed 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 
developmont 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 
business enterprise. Thus the farm plan is conceived not 
merely as a prerequisite 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 buviness inputs
 
-and outputs. Inputs include the farm inventory and all those
 
resources available to it at the time. It will consider
 
information about its land, such as soil fertility and
 
classification; labor supply; and all existing capital items
 
such 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 yields
 
and sales value of all products leaving the farm experienced
 
and projected. In addition, information can be secured from
 
experimental stations about potential yields, markets and
 

prices. The basic function 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 be able to make necessary changes
 
to establish an efficient commercial operation. A special kind
 

of technical assistance will be rcquired in preparing the plan.
 
Cooperatives 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.
 

WThen the farm plan has been developed, it will be submitted to
 

all interested agencies for their approval or comments. The
 

BINFwill review the farm plan in its Supervised Agricultural
 

Credit Department. As noted in the analysis of the BIT 

presented in Section III B. 2, this department is a working 
organization with experience in apervised agricultural credit. 

The usual procedures of this organization will be applied and 

through the norm=lvorking of tho cank approval of the various 

transactions which the L F must undertake will be obtained 
from bank management. A description of these procedures is 

provided in Annex IV. 

The Ministry of Arriculture will not be required to approve 
the farm plan althouh in all likelihood it will insist upon 
approval of the farm plan before the BNiF will be allowed to 
sub-lend under this program. 
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The Proposed farm plan will be submitted to AID for itsinformation. However, it is intended that USAID's 
contractual rights to approval of specific transactions

will be limited to approval of the qualifications of thecooperatives, approval of the purchase price of the landsale to be guaranteed, and a legal clearance to assurethe consistency of the project with the terms of the loanagreement. The USAID considers a detailed review aidapproval of the farm plan to be unnecessary in light of
the capacity and experience of Ministry personnel and theBNF in these matters, the excessive and unnecessaryadministrative burden on USAID and finally because approval atthat level would be an unjustified incursion into a decisionmaking process which should be to the maxdmum extentfeasible entirely within the Ecuadorean Government and itsagencies. It is considered that the specific points ofapproval 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 to be of great importance even thoug, as demonstrated
 
in the inancial analysis, the program would be economically

feasible even assuming that only traditional methods of agri
culture were utilized by the buyer cooperatives. Increases
 
in production 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 to 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 technical assistance. 
Once the financial
 
responsibility of a cooperative participant in the program 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 2cuadorean 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 cir
cumstances is ordinarily rather ineffective is the fact that
 
budgetary restraints on the organizations in question tend to
 
make impossible for the technicians to get into the field on a
 
regular basis to do their work. 
Thus it is quite common for
 
competent field men to sit in officers in Quito rather than
 
working the field because of the unavailability 'ofvehicles,
 
gasoline, travel expenses, and the like. The project is de
signed to assure that these requirements are available.
 

The financing of local currency costs of technical assistance
 
will be handled -.n the folloring manner. *100,000 of the loan

will be available for disbursement into a technical assistance
 
expense revolving fund through SLC procedures. This fundwill
 
be operated by the Coordinator of the project, a BI F employee.

Approximately 30 employees of the Ministry of Agriculture, the

National Rice Conmission 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 BIT from the 
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revolving fund. 
It is estimated that these costs will amount
to approximately $2500 per 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
on the basis of 2% of total production credit outstanding.
Vehicles and other commodities required for the program which
can be secured in the U.S. will be Purchased by the Ministry
of Agriculture from the $100,ooo allocated under the loan for
that purpose and assigned to the Coordinator for use in thisproject.
 

Several types of technical assistance will be financed under
this procedure including survey engineering, agricultural
engineering, farm planning, and agricultural technical assistance. 
Land surveying engineering will be carried out by to
groups each of which will be composed of an agricultural orcivil engineer, two topographers, 
one axeman, one chainman
and one draftsman.
 

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

Development of farm plans will be the responsibility of another
technical group composed of an agricultural economist, an agricultural engineer, and animal husbandry specialist, a rural planner and a forestry specialist.

work as a team in 

These five technicians willthe preparation
tives involved. of farm plans for the coopera-The group will also work with any BNF supervisedcredit technicians who the bank may assign to a specific subproject.
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three cooperative e.tensioniats and three accountants who will 
be assigned to particular sub-projects by the Project Coordi
nator as needed from tle to tima.
 

The Mission is of the view that with the foregoing technical
 
assistance, the availability of which is assured by the esta
blishent of a revolving fund, the paymnt of user charges 
and the assurance of the appropriato utilization of such tech
nical assistance by ranagexont control through the technical
 
assistance hau been provided.
 

Each of these tea=- can process approxinntely 500 hectares 
per month. Since it will be virtually impossible for these 
teams to work during the rainy season because of the inaccessa
bility of most arcas of the basin durL that tire, it is esti
mated that each team will be able to work for 8 months thus
 
processing a total or 8000 hectares per years. This exceeds
 
during the first year tne area wnich probably will be under
 
consideration for financing since the li~mting factor in program
 
progress is cooperative formation rather than capacity to give
 
technical assistance or credit availability but lead time will
 
be required for this work. Darin- the second and third year
 
an additional team of 5 =-bers will be put in the field to 
meet the anticipated increase in demand for technical assistance
 
services.
 

4. Financial Transactions
 

When all appropriate reviews and approvals have been obtained, 

the BNF will take over admnistration of all financial ele
mints 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 assistance. The sub-p2o ject is a package deal and no 
one element will be available ithout the other two. However, 
for purposes of analysis in this paper these three elements will 
be dealt with individually.
 

The most complicated element is that involved in the land
 
sale transaction itself. It is to this transaction that the
 
"guaranty fund" pertains and involved in this transaction is
 
a fairly complicated series of legal arrangements. But this
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level' of complexity is to be expected. It is, after all,
the availability of land titles v;hich h"s been idcntified
 
as the central cultural and irztitutional obstacle to the
 
social and cconomic dcvelopz~nt of the campesinos affected.
 
The existence of such structural obstacles suygests th-t 
simple solutions are not available, and indced they are not. 
This project is dezigncd to overcc-._e these structural barriers
within the Ecuadorean society which to dat'e have seriouslyltzited access of cazqpesinos to land omership. 

Varilous legal dispositions and policy decisions by the X-,,as

Well as the desire of USAID to heep the a-..ctions involved
 

-imnach as possible within -h cotrol ad.. reson.ibility

of IIF have resulted in the conclusion that the land T-j-oh e
 
tan S_-con.-st be handled as follc-'s: The land cale trcns
action will be a three party awro-nent ith the ZI-10, the seller 
and the coonerativebuyer as '.,hoto the ree ,Ont.
Under thi c ... the .seller will "raf(;- title to the 
buyer;'the buycr will agree to pay ';he 

of the l=d '(less doa.:._,,-o. 1c%) a 


to the -.-ric.purch.se 
-. of on schedule 

deteriincd by the faz_, plan to be a. econzcmically feasible
azor~izaticn period; and the 7,-,- .... 1_ ol0a1 the ld, _ ... ... to o0-U seller 
the purch:ze Drice over the -- c- as the Zhi? willsane , receive 

y r the buye--.frC.. " h'.- -a .- o....-, Uh:- e
 
auo .,Tago and Cany oth0er security .... ava.lable wl! run in
 
favor of the 
E'11. The seller vill lc.:heclusively to the 
'=. and will not re1mi rij-t- . . eOV,ra've in the eoen_ ... u-.o the celle:.


T ' z ;.- c : ! r*;!- 'Vr e t a i n ", .'-' c .- _
 

coone r.t:ve defaults on its obit1Zn " . 

action _ill be .. "..,o.y to s'_lu; v .ction, 
:[-I IT C:7:.L c i r be the ov Iwner 

C. o: U V .... ," ".-- . nsiverevie' of th.. ;oo ct. It i rccsi t.. -. . bede-.beo. _ :-on azs woll .. ;n.:-Lc.inof the 
tie.;.. t '.....~ seller a"d ' " - . - oyDer

i-,. tly _ ,,'""Jl oblLgatlons sa 
 party 

.guara..ty f: . . nfortunately, legl c.sles. ie',- prevent
B F? ft.: cnt-- into gu:arnty tras- .c of this natUre. 
Of c ,L ... oo could also be *l.:ificd if the 
seller was . ull upon sale fro- ban' unds but such an 
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arrangment would amount to nothing more than the establisir'a ntof a mortgage banking service with AID financing. No leverageeffects would obtain and the scope of the project would thus
be seriously limited. 
It appears that the only way to achieve
the "money creating" effect of the seller accepting a time obligation rather than cash for the sale of his land is to handle the
transactionas outlined above.
 

The transaction will be secured by a standard mortgcge end suchother security as may be available including crop lions.
noted in Asthe following paragraph, the Bill? will be wholly atrisk with respect to production credit in contrast to the

"shared risk" procedure in the land sale trbnsaction and hence
it is appropriate that crop liens run initially to the benefitof the BNP for credit extended for production credit purposes.However, the secondary beneficiary of crop liens and the priaryi.eneficiary of all other security obtained in the transaction
will be the PNF land purchase obligation. Under Ecuadorean law,
crop liens can run with the land thus assuring a claim relating
to the land purchase transaction in the event of default.
 

The second element of the sub-project fir-anc!ng package willbe the provision of production credit in accordance vith the
farm plan. The EF has a well established and experiencedSupervised Agricultural Credit Dopartzent. The procedures ofthis departrent are set out in Annex IV. Review of the Department s procedures relating to production credit during intensive
review did not reveal any problems. B-F has agreed to provideadequate staff to handle the increased business resulting from

the project.
 

The program plan is onbased the assumntion that initial production credit arrangements will involve only financingsuch innuts as fer-tilizer, of
inTroved seed, implements and otherinputs appropriate to the use of the land in the condition in
which it is purchLsed. 
As reflected in the Financial Analysis
Section III D a sub-project will be feasible with only such
limited support. 
It is not anticipated that it will be necessary to provide credits for land improvcmnt and similar capital
investments at the outset of any sub-project.
 

From time to time sub-projects may be developed in which additionalcapital improvcznts appear to be desirable. 
If the interested
agencies conclude that the cooperative should be granted additional
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financing for capital im-rovements, such credits can be extendedunder this program. Similarly, after several years of operation,a farm plan can be revised to increase credits for capital iLprovement purposes. It is hoped that upgrading operations vill
often be possible under this prcram. 

While under certain circum tances noted above and subject tothe specific alproval of the USJAiD a faym plan can call fori~iediate capital improvemsents as part of basica .finnciig .. 
arrrngezent, iiherever possible capital iLprover.ants will notbe financed until such tin.r as a cooerative has dcenstrated a record of financial responsibility under the prograz or under
the operations. 

The tl .'rd ele-mnt of the sub-project transaction will then be1ncor-orat d into the agreeiant of the far= plan. This carries
scveral inplications. First, the coc-erative will thereby
agree to operate in accordance 
 ith the fara plan. This willprovide sore assurance tht the plan will be carried out asdevelcred by c:eorts. Violation of the farm plan in effectbecomes a violation of the which willgive to the L7F tie right to declare allevent of default.The incczporation of the fa= plan i:ill also result in anundortaking by the i.inistry of Agriculture to the cooperativeand to the E77 to provide agricultural technical asistance

during the pendoncy of the financing of t-e project. Tis

would provide additional protectiLon for the ?F in thzat any
failure by the 1iinistry to provide crgricultu.nal assistnce
 as ag,-reed upon in the plan will enable the Dh to place -thefinanrcial responsibility on the 1.!inisty of Agriculture insofcr as failure to prov-ide technical assistance as appropria'e .as a sigifcant cause 
of the failure of any given

project.
 

5- Opertion of the Gu1rnty Funs and Clz-i Pr:occ-ure 

The original plan for this project a- -rscnted in the IRR prooszd the d ' e u of the lean into a fund hldby a U.S. cuzodian bank from iwhich fund claim night be raidin the event of default by a cooperative of any of its obligations uzder the project. TWile such an approach is considcred

feasible, it hzas been concluded that it would be preferable,
given the scope of th3 project as presented in this paper, 
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that a portion of the loan merely be held undisbursed for a period of
 
three years as the guaranty fund for land sale transactions. The primary
 
reason for shaping the proposal in this fashion is that the more complex
 
procedure does not appear to be necessary at this time. As originally
 
conceived, the entire loan would have been disbursed as a guaranty oper
ation. As noted elsewhere, it is necessary at this time to utilize most
 
of the loan for generation of local currency for production credit,
 

Thus, for purposes of this project $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 made from this amount as any other loan.
 

.disbursement. At the end of the three year period, repayments of
 
agricultural productin' credit in appropriate' amounts will be substituted 
for the undisbursed 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 consequence, the guaranty fund will become
 
available for claims by the Bank to the extent of 25% of land sale
 
credit extended by BNF. Conversely, to the extent that land sale credit 
is not fully extended, the guaranty fund will not be available for claims. 
However, it is not intended that the BNF will be required to 
accept 75% of initial losses. To the contrary, the Bank may claim
 
100% of losses sustained up to the total amo--ut in the guaranty fnd
 
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
 
the gaaranty fuad will be available for claims. if there is a $200,000
 
loss at that point, the Bank may draw do '. 200,000 from the fund. If
 
an additional $200,000 is lost before additional extensions of land
 
puarchase credit are made, the BNF may draw down only $50,000 from the
 
gaaranty fund. it may not draw down the other $50,000 until such time
 
as $200,000 of new land purchase credit is extended.
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The possibility of "risk-sharing" by the Bank with respect

to all losses rather than the last 75 
 of possible losses
has been explored but reI ected. This is considered a pointof minimal importance for the project in light of 
other
protection. However, the land sale guaranty is considered 
a serious risk by the Bank. As the resources potentially
to be lost would limit other important develoPment operations=d the gain involved .. rginal, it was decided not to press
this issue in negotiations.
 

in the event th: b payents on a guar-nteed land sale a-e
not m-intained sy the recipient of th c It, t p
z c dursfor asserting and collectirg a clithe s.....-t- f'und
will be as follows:
 

Dete',-r..ation of uhcat con-tit-utz a event of default will
be based cn th two oh jectives of 
 as soon -is reasonably "foszblea transaction .ihich caz-ot be oxcrectcd
to be successful .hilc at z=..!the assuring that a buyerborrows-or is not defaulted who.e there is a -easonable pro.ectfor hi&being able to carry out the .. .Where there
are mitigating circunstences tending to su :o :- that the cooperative's failure to keep upayntz is based not on its Unwill ucess to do so but rather uLon circizuances b-yond its

control, 
 oratoria will be provided. 

paynets 

of harvest of the crops to be 


As a 72ac l ,tter, -uz-Dschedul , on "hz hasis 
cro.n by th'-ccortv.e. nlessa cool;eralive repudiates a debt -aranteed under the prolect,obligations should be considered to be due ouly at specifictl=:ez of t-he - to crop harvest. Such periods

will be identified in h contract. 

.;.L f 1Jth loto mke y~-~ntin.ccojance. . . -.. wi±th theohliga,'bion, a-:~ri - faczie defaultd~u -,-" l "zetk 
- - I" n pa ecm t -w.1.1 nIve .1in pl ace .

Z.F ir: o:'&r to ain'ain the val±.dicy of.O hf guaranty,iazuzt notif7y AID and the iinist_-y of Agr'iculture of the cooperative, . c ....... the paymnent. A dcter. ation will then
. ' 

be made by t int-erested agencies if failure to pay was basedon factors beyond the buyer's control such as severe adverseveather condit.zns opidemic in the c. .unity,unusually
adverse -aetg conditions or other such mitigating circumstances. If the bank is willing to postpone payr-ent or scaledown payment over a period of tine it will so indicate to 
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USAID, which will upon assuring itself of the soundness of the proposal
 
renew the guaranty under the new terms 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 determination, the BNF may transfer the debt to the Ministry

unless it appears that the non-payment was collusive in which case the 
guaranty may be voided.
 

If with respect to any land purchase debt default mitigating circumstances
 
are not present, the Bank will be c:Mz upon to take normal steps to realize 
oa available security. Failure to pursue other forms of security as 
agreed upon -.a the guaranty contract will constitute grounds for voiding 
the guaranty.
 

'.he obligation to attempt to realize upon other forms of security will 
nvolv. the following. Procedures to enforce all loans and mortgages 
on r'.al and personal property must be initiated within two weeks after 
dO-laration of an event of default and approval of this declaration by 
JSAI-. The Bank must attempt bo remove the debtors from the land in 
question. However, if the debt3.s refas, to move voluntarily - which
 
must be anticipated the Bank's claim will not be thereby prejudiced.
 
If the land is vacated, the Bank muist put the property up for sale 
and the sale price of any such sale mast be approved by AID. If the debtors 
refuse to leave the property, the 3ank's rights in the transaction 
will be transferred to the iinistry of Agriculture. It will then be 
responsible for removal of th2 occupants from the premises and liqui
dation of the property. An approved sale of the land by the Bank 
or a transfer of the Bank's right in the transaction to the rMinistry 
will constitute a maturing of the Bank's claim against the security 
fund whereupon processing payment of the claim will proceed forthwith.
 

Claims against the sec':crity fiud will be submitted by the Bank to the 
Ministry and the ission which will make a determination as to the 

UNCLASSIkIED 

~~ ~~ ~ ~ ~ ~ ~ ~ .....-
 7 



- 51- UNCLASSIFIED 

claim and the consistency of the Bank's actions with the contract of
 
guaranty. There will be a tima limit on Mission review so as to assure
 
BNF that its lagitimate 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 from 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 obligation to the seller or AID's loan obligation to BNF. 

If the AID Mission denies the claim it will so notify the Bank and other 
parties affected along with a statement of the reasons why this action 
has been taken. 

f 
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D. Financial Analysis 

1. Feasibility of Sub-Projects 

In developing the financial analysis to demonstrate the
economic feasibility of this project, a number of problems
were encountereda Tht fundamental difficulty,is that this of courseis a pilot project.Variations It is intended thaton the basic scheme ill be explored. TFurthurmore,it is the financial feasibility of the individual sub-project
as reflected in the farm plan which is criticaland these farm plans will tend 
to the project

to vary considerably in termsof the nature of the land purchased, the soils and crops
involved and so forth. 
 It was decided to base the financial
Planning of the project on model sub-projects which in the
opinion of USAID personnal and CLUSA contractors represented
a reasonable, conservative picture of three typical subprojects.

Tables 1-6, Amnex VI show the costs, revenues, and net incomefrom rice production under three different methods of rice
cultivation: (1) subsistence farriing under traditional
methods; (2) commercial farming under semi-mechanizod methods
and (3) commercial farming under irrigated andmethods mechanizedof production. The first twogrowiing of only one 

methods permit therice crop annually,enables while the third methodthe producer to grow two crops a year. The paragraphs below describe the assumptions underlying 
he data in
the tables.
 

At the outset it is assumed that the cooperative buyer will
have 50 men.bers 
Of 

and will purchase 500 hectaresthis land the of land.300 hectares will be devoted1110 hecta.r... to rice production,to other crops and 60 hectaresuses including houses, roads and the like. 
to non-productive 

the analysi For purposes of, only rice production is taken into account.
Ths in the model the entire financial burdenwill be carried by the primaiy cash 
of the sub-project 

substantial araz 
crop despite ' the fact thatc-' the farm will be devotedand other caO:h to suosistencecrops. This simplifying assumptionconservative in nature is highlyand in theconsiderable view of the Mission leavesroom for error in the analysis of the economicsof each alternative. 

Turning then to the assumptions which applythe first and most ithin the model,important assumptionprice. has to do with landThe model assimos the purclase of 500 hectares at 2,000sucres per hectare or a little less than $100. 
In view of the
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rbntaJs paid for rice lands, this price appears to be rather 
low. 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 1968 the "Jujan" Rice Cooperative with 44
 
members purchased a hacienda of 563 hectares for V 794,530
 
including a S/200,000 down payment with the balance payable 
in 5 years at 8% interest. This is an average of J4411 
sucres per hectare.
 

(2) 	In June, 1968 the Rice Cooperative "El Roblecito" with 
41 members purchased a 360 hectare hacienda from the 
Banco de Fomento. The sale price was S/2,000 per cuadra 
or a total of 6/11008,000 with a 101 down paymiient. 
Payment terms were five years at 6% interest. 

(3) 	The "Senor de los kilagrosll' Irrgation Cooperative, an 
offshoot of the Daule credit union, was formed for the
 
purpose of purchasing 700 hectares of unused land at
 
S11,300 per hectire. A dow- payment of 20% was made with
 
renaindor to be paid in 3 years with no interest. It 
is interesting to note that the seller in this case 
possesses sbistantial additional properties and has 
expressed willingness to sell additional lands under the
 
proposed program.
 

The relationship between land rental and land sale price 
is an cart explained by the factors stated in section 
II B. At the same time, it is connected that to a degree 
the land prices reflect an absence of effective demand; 
that is, an absence of people ,;ho want land and have the 
access to cre:dit to purchase it. Nonetheleds, for the 
p:icd of this 'project it would seem that the amount of 
available land far excedes the number of potential efeective 
;ul-'chaeis. Thus, in the opinion of the .ission,the exist
once of the project -ill not, result in signficant 
urward pressure on land prices and clearly will not 
affect the validity of the assumption of F/ 2,000 per 
hectara on which the financial analysis is based. 
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Prices. Alternative trice assumptions (low, medium, and
 
Wgh-7are made for each of the thrm different methods
 
of farming. Under traditional methods, the prices per

quintal (qq.) of rice are assumed to be $110, $135 and
 
$160. Under semi-mechanized and irrigated mechanized
 
farming, the price levels are $110, $130, $?155, and $180 
ruflec ;irng ::iui Paypa.ents of approximately $20 per qq. 
for the improved vari tij . ce that would be grown
under these methods of production. The price of $110 per
 
qq. is somcewhat higher than the average price paid to
 
producers in ihe early 1960'L, but lo.:er "than the 
high

prices prevailing since 1967, chun ohortaes of rice 
for
 
domestic consumption began to exert an upward pressure
 
on prices. Though prices should fall as production
 
recovers, it is unlikely that prices will fall below 
,ll0 for producers who are part of the program proposed
in this loan. In the first place, it has already been
 
deomostrated that cooperative rice marketing can result 
in signifirantly higher prices than individual-farmer 
marketing.-/ S-condly, even if production rises significantly
above present levels, a strong demrand for rice from Peru 
is likely to continue for the foreseeable future. Though
much of the Peruvian trade will probably bc converted from 
contra:band to official channlsp with a corresponding decline
in prices, the dem.and for rice by Peru seems strong enough 
to set a floor under donestic prices which we are estimating
to be approximately '.'llO per cq. Thirdly, the government
has set an offica'al piice of .;160 per qq. for purchase of 
rice by the ?ilado'a -do,w.hich is ouned by the government
affiliated Banco uegicaal Dc Fomento. At present, the Pile
dora r:,)delo does not have sufficient storage facilities 
oz- legal poweors to enforce this nrice on a nationride basis. 

hJe average prices exceeded the y160 figure for much of 
196S, they have now fallen below this level as the present
rice cron--which sccas to be a moderately good despiteone 
draur-1.t and fincd de:ge--is being harvested, milled, and 
i~z~mktctd Ho..veor, B7 will purchase rice from project
coonerat-' s at the official rato applicable. Hence, aminim price is assured. 

!7 r~:-.ont -nort i3.icacjs Eat USAID-assited rice coop
erazi.2 are cbtaining as m,,:uch as :,50 per qq. more than 

~aJ.l f :J'::cr5 rtarkuting in~dividually through middlemen. 
in addiio-o. thu, copLratvcs a'e turning in 10-15% less 
rc, '-h rice in order to be credi ted ith a given amount of 
. i2.!ed rico, Ui-i this -'er, li'kcly is an extreme case,
it is a good G'_rvnoe sufferedof the dcgr.e of exploitation 
by small farmers and of the benefits that can be ontained 
from cooperative fa Jng. 
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The current official price of $160 (180 under modernmethods of oroduction with improved seeds) has been
chosen as the upper limit for the calculation in the
tables below. While it is conceivable that the GOEwill attempt to enforce the official price, it is doubtful that it has the power to undertake such a step.
Also, if rice production begins to increase rapidly as
a result of the program anticipated under this loan as
well as other public and private efforts, the official
price of $160 may become quite unrealistic and could
well be lowered. Nevertheless, this figure serves as
useful purpose as an approximation of the upper limit.
which rice prices can be expected to reach. 
It should
be mentioned thnt prices at this level are more a function
of adverse weather conditions than of strong demand by
Peru and that as a result when such a price is reached
not all farmers would benefit from it, as adverse weatherwould da-mage or cause a total loss of many plantations.
 
The medium price figure 
of %$135per cq. (N155 undermodern methods of production ith improved seed) couldbe achieved either through an ex.ceptionally strong demandfor rice from Peru. or through the milling of rice by thecooperatives themselves, or through a combination of tese
effects Rice milling by the cooperatives, one of theeventual goals of the program outlined in this loan paper,would increase the income of cooperative.:r.bers by
about q15 per qq.
 
Sizeof the Far, and Familr Tbor Force. The tables belowassune an average individua Tarwithn a cooperativecomprise 10 hectares, to

of which 6 hectares will be devotedto rice. These are 
the average figures expected under the
program proposed in this loan paper, based on the experience
ith the rice cooperatives organized under the USAID/CLUSA 

T-h- ily >--ur force -is assum-ea to comprise the headricuzehcld (one ofull-ti a-cuiTa,.n worker), his wife(0.6 Lull-,,mo-equi 'nt ;:orker), and one child (0.5 fullti e-equivalcnt). This results in a total family labororce of 2.1 full-time-equilvclont
i 'urcase workers. The cropto be s x - ' season 

be six month, or 120 working days. Thisresults in a total availability of 252 days of family labor.
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Table I 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 toh95 man-days. Thus almost half the farmer's labor requirements 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 production is more mechanized and family labor is increasingly
devoted to managerial functions. 
In the case of semimechanized fariing, hired labor costs are higher, due
entirely to increased 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 thegreater density of the plants makes harvesting somewhat 
more difficult. 
Total labor requirements under semimechanized farming are slightly less than those under
 
traditional methods of farming.
 

In the case of the irrigated and machanized 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 .,et Famil Income. For most types of labor,the prevailing daily wage in the rice areas of the Guayas RiverBasin is '20. For some operations it is higher (e.g.application of herbicides) while fo- others it is lower
 
(e.g. harvesting).
 

Tables 2,4, and 6 include imputed costs of family labor
at the prevailing wage iates for the various farmingoperations. In determining net income from rice farming,
Tables 2,4, and 6 present two alternative methods ofcalculaticn. The first includes under thecosts imputedcosta 
of family labor, hile the second method excludesthese costs. In view of the lack of alternative employmentoppor.u.Irities for sail rice farmers in the Guayas River Basingit is highly questionable to attempt to separate labor incomefrom pi-ofits, and thus the second method of calculation seemsto be more appropriate for determining the net income
 
of these farars.
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Using the first method of calculation, rice farming is seento yield negative returns under traditional farming methods
and using the low and
instances, 

medium price ausumptions.the returns In all otherare positive.calculation shows The second methodrice farming ofto yield positive retu'ins inall instances, with those returns increasing dramatically 
as
the farmer shifts from subsistence to semi-mcchanized
production 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 remembered that these
farmers also grow other crops for subsistence and in the offseason seek gainful emplo,,ment to increase their cash income.
Even in instances where rice farming yields negative returns
the farmer prefers a situation where he has a place to live
aad grow other crops for his family to the staus of a landless worker.
 

Yields. 

production 

The 
is 

average yield under traditional methods ofappaoximately 20qq. per hectare for the farmerswho would be organized into cooperatives under the program
proposed in this loan paper.
of production Under semi-mechanized methods
with imroved seed varieties, productivity canbe expected to increase to 40oq. per hectare.
irrigated rice far.ming Fully mechanized
 
raise yields to 70 

with improved seed varieties wouldoc. per hectare. In Tables 2,4, and 6 it isseen that such dramatic increases in yields make it
economically feasiblo--despite higher costs--to progressively
niproved mothods 
 of production. 

.. t,' interest ratesI 
p 

. 
assumed in the analysis areor both--lon and short termma.:-i :un interest rate for this 
credit. 8% is the legaltypeICF by law. of credit allowed underTotal financial charges are not allowed to
exceed this percentage. 

Conclilsion~, 
 Vhile the feasibility o.f eachrimust sub-projectoe .ar.iined in light of thein the particular conditions Applicablecase, it appears that a wride range offeasible sub-project conditions exist.
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2. Project Costs and Sources of Funding
 

a. Inputs 

Land Sale Credit (extended by sellers) 
Annual Credit Requirements (loan funded) 

$2,500,00011 
$2,750 ,0002/ 

Technical Assistance to Cooperatives 
GOE Costs (3years) 
Revolving Fund Local Cost Support 
(loan fund) 
UMS. Commodity Support (loan fund) 

$ 400,000 

$ 100,000 
$ 100,000 

Technical Assistance to Cooperative Bank 
(USAID funded) 

$ 150,000 

e6.000o,ooo 

b. Sources
 

U.S. 	Government Resources
 
AID loan $3,600,0003/
 
USAID grant funds 150,000
 

Ecuadorean Resources
 
Credit Extensions of Local Sellers $2,500,0003/
 
GOE 	 400,000
 

-- 6,.650,00W/ 

1/Land Sale G-marantee Fund 

500 (avg. no. of ha. per coop.) 
50 (no. of coops.) 

5709U (no. of ha.to be guaranteed) 
2,000 (price per ha, in sucres)

5_'0-000 (total cost of land in sucres) 
5,000,000 (down paym-int-l0O of total cost) 
h5T,0000 (sum of a.nual installments, excluding interest) 

25 (Pay.iient of annual installinents to be kept in 
guaranty fund) 

11,250,000 (amount to be kept in guarantee fund) 

S/11,250,000-.' 18.18 $$618,812 or say $650,000 (dollar 
equivalent or guaranty
 
fund)
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2/ 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)

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/h8,900,000 - 18.18 $2,689,769 or may $2,750,000 (dollar
= 

equivalent of annual credit requirements)..
 

3/ 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 tiie debt. 

Ecuador's ratio of foreign debt service to total exports in1968 was approximately l0,h%. However, debt service payments
are expected to3rise from US$21.9 million in 1968 to US$53.1
 
million by 1973Jas grace periods on foreign loans
 
contracted during the 1960's begin to run out, while export

proceeds are not expected to increase by more tham 3.5%-3%
annually. 
This will put the debt service/export ratio at
about 20-21% in 1973. Thereafter, the rate of increase indebt service payments is expected to comedown, while at the same time the rate of increase of commodity export earningsshould increase. This project debt-service/export ratio isquite high but it is 
not cur of propxtion with other LA
countries. 
 it is expected to decrease sharply thereafter
 
as reflected in the Economic Analysis. Ecuador has always
had a good record on meeting its loan payments and nospecial problem with the dollar repayment of the proposed
loan is anticipated. 
On the basis of the foregoing, the
Loan Committee has concluded that Ecuador has the capacity
to meet the repayment obligations of this loan. 

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

This is a highly experimental development operation
 
undertaken by the GCE at a time when it is faced with
 
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 dbficits have been incurred. The 1968 
cash deficit is estimated at S/560 million or about 
18.5% of total expenditures. The technical and poli
tical difficulties of correcting this sitiation are such
 
that several years will br reqifd to effect a significant 
improvement in public finances throuptimproved tax I 
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 recdived 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 calJ' for granting the loan to the GOE on 
the most concessionary terms available. 3% for hO years 
with a 10 year grace period during which interest will be 
2%. The nature of the financial problems facing the 
Ecuadorean Government has been referred to previously. 
The Governant is presently facing a serious budgetary 
crisis and it is anticipated that critical needs for govern
ment expenditures will continue to absorb financial 
resources availabl6 to the government well into the future.
 
1-Jhile substantial improvements in certain elements of the
 
GOE financial picture are anticipated during the next decade,
 
the requirements for financing will probably continue to
 
outrun available resources thr6ugh 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 lending -'istitutions 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 Committeeconcluded hasthat this loan shoUld be made on the mostconcessionary 
terms possible.
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E. Economic Analysis
 

Agriculture is by far the most important sector of the Ecuadorean
economy, accounting for approximately 35 percent of the GDP (1963-
 J
6 7.average) and about 56 percent 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 percent, GDP per
capita increased 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-percent with the increase
for the agricultural sector being only 1.5 percent, 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 payments, though these effects have not
been too serious 
as yet. 
Food imports are still relatively small,
with wheat and fats and oils being the only major imports.
efforts have already been taken to 
Some
 

increase domestic production
of these items. 
For example, 
MIAP has successfully developed
new wheat varieties, through dissemination of the new seeds to
farmers has been slow. 
With regard to oils and fats, the BNF received a loan from IDB in 1961 for the development of African
oil palm, and plantings under this loan have recently come into
production. However, in the face of rapidlr 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 4.5 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 18.4 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
 
export items, not all of these commodities will be able to make

significant contribution 

a
 
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 Arroz (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 bythe 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 (BIF), directed at small farmers
and cooperatives as well as to medium 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 ofmodern 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 and 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 points out, much of the increase 
rice production could come from small 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 with 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 has
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 BIF, 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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F. Some Peripheral Problems: 
IERAC. Land Invasions and the Rice
Policy of the Government of Ecuador 

1. IERAC - The Agrarian Reform Agency of the Govcrn=et
 

The role of IERAC in the proposed project has been a particularly vexing problem to deal with. It is clear that thelegal responsibility for agrarian rcfo5nm in Ecuador falls on
that organization. 
It is equally clear for reasons discussed
in Annex VII that involving IRA.C in the program at this pointwould be tantamount to failure because of the organization's
lack of financing, public support and competent staff. 
 The
Mission was saved a very complicated ncpotiatirproblcm by adecision on the part of the inister of Agriculture that theprogram should be carried out by the BII? rather than by IMIC.
Indeed, the 
inistcr reflected a sympathetic understanding ofAID's disinclination to become involved in the political

complications in the problem. Hence, there will be no problem
of IEAC involvement being forced on this project. 
Of course,
by law certain types of transactions, such as land tenancyarrangements and the like, must be submitted for IMMAC approval.It is not anticipated that com-plianco with these statutes ill 
be the cause of any complications.
 

On the other hand, it is the Mission's view that at such timeas IERAC proves itself capable of iuderta1ing its Thull responsibility with respect to agrarian roform that the Mission
should make every effort to cooperate with it. It is notinconceivable that IMRAC will improve substantially in itsperformance. Indeed, it could hardly do othenrise. Thus onepossible variation on the project theme would be attemting
to work with a IIMAC cooperative. The Mission will maintain a positive, syikpathetic attitude toward the Government landreform agency, but will not at this point involve IERAC morethan is required by law as an organization. As noted else
where, IERAC personnel under BTT direction will be involvedin tech;ical assistance operations. This my be a first stepin the direction that the Mission hopes to move.
 

2. The Land Invasion 'Problem 

Like many other nations in Latin Ameraica, Ecuador has experienced 
a number of land invasions., 

But of course, .and invasions are not in themselvesthe problem. They are symptomatic of the general level of social 
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tensions existing in the areas where they take place. It must 
be recognized that there are socially legitimate as well as 
socially illegitimate claims for land which are expressed through 
land invasion.
 

It is not the intention of this project to deal irth the problem 
of land invasions as such. Apart from the invasions being merely 
symptomatic, the phenomenon is far too comnzlex:, far too sensitive 
to be dealt with through the medium of foreign aid. However, the 
project will operate in a society rithin which invasions have 
become not uncommon events. To the extent that invasions are a 

part of the Ecuadorean social ambiente, there are relationships 
to the project some aspects of which should be noted. 

As fax as the impact of the phenoenon on the project is con
cerned, on the negative side the existence of' land invasion as 
an alternative" to purchase poses a threat to the stability of 
sub-project financial transaction. If a cooperative sees land 
being token without payment it may be inclined not to pay its 
debts. Conversely, campesinos are a'-are that default would cut 
off access to legitimate sources of production credit. But the
 
threat exists. On the positive side, the aeosphere of invasion 
threat doubtless will be a useful additional inducement for land
owners to sell at reasonable prices. 

Concerning the imact of the project on the land invasion pheno
menon, very little can be exoected unlcss the project proves 
to be successful and is substantially expanded in the future. 
If this happens, 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 social protest with 
which some invaders clothe their otherwise purely criminal acti

vity would be stripped away. The hand of the Government would 
be strengthened in dealing with such elements if those with 
legitimate claims to land were in a position to obtain it in 
a manner consistent with law. Finally, the extremist agitators
 

who have provoked some of the land invasions in recent months 
would presumably find their task more difficult, thus perhaps 
lowering the propensity to invade throughout the spectrum of 
those concerned.
 

UNCLASSIFIED 



-67- UNCLASSIFIED 

While this project may, if successful, have a positive effect
 
on the land invasion situation, the project itself does not
 

look on improvement in the invasion problem as an objective
 
nor does it contemplate taking into account for operational
 
purposes the level of land invasion threats (although presuma
bly many potential land sellers will do this without prompting 
from project officials). The project impacts on the phenome
non and the phenomenon impacts on the p':oject but the medium
 
is not the message. 

Miatever may be the implications of the land invasion problem, 
the project is designed to benefit those who can and will carry# 
out viable economic enterprise on the land acquired. Guarantees 
will be made selectively on the basis of such standards as the
 
skill tc form effectively, the capacity to organize and carry 
through in economic activities, the soundness in terms of coop
erative principles of the organization and the like. This project
 
is not intended to assist the dcsparate. To that extent, it ill 
not deal with many people interested in land invasion and wll 
not have an effect on many types of land invasion problms,. It
 
will, however, tend to relieve some of the pressures of those 
with the most legitimate claims for land reform wich in the 
view of the Mission is the furthest that this type of activity 
can be carried by foreign aid. 

3. Government Rice Policy 

As is reflected in Section I17D, the financial fcasibility 
of the project is related to the price of rice obtain:d by 
the beneficiary cooperative. To the ex'tent that beneficiary 
cooperatives must depend on open market prices, a risk exists 
but as explained in Section Ii D, these cooperatives will be 
able to sell rice at prices fixed by the cOE. Nonetheless, 
the overall rice policy of the GOD is significant as any sig
nificant expansion of this rzoral in the future will probably 
require an overall rationalization of the rice economics of 
Ecuador.
 

The Govern:.cnt of Ecuador intervenes 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. e with the Government with respect to its rice policien 
in the context of this pilot project. However, the .Mission 
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is mindful of lone-term requirmcents for rice economy rationalization, not only interms of the possibllities 'or c:.-pansion
of this project but also as an overall. economic development
requiremcnt of the country. 

Producer prices and wholesale prices for rice are presently
establishcd jointly by the Ministry of 1ndusizt and Coamerce 
and the Ministry of Agriculture. The latcst determ:-nation

of pricc is set forth in Dacree No. 56+-A, datcd Ap.r-il 14,1969. Producer prices range bct.een S/14o and s/i o per quintal,
while wholesale prices rare froa S/155 to S/185 _!r quintal.
The fanco do Fomnto's Piladora Modelo in Guayacul stands

ready to purchase rice from prociucei-L at the prices set by

the governmennt decree. H!-owever, the Pilador.aModelo's

handling, dry-nt and
, storage facilities are insue-fcnt to
enforce the official prices through ma.rket pres surs, and the
government has not 
other. effetive aeans to control the -oricespaid by the other mills, iehich c crate on a su1ply-dcand basis.
For much of' 1968 and in early lC69, prices paid by private ricemills to producers exccodcd the official nrices (which had beenlower than they are now), and as a result very little rice asbrought to the cilador Mcde.o. At present, the situation isreversed -- the .inter crop'r ow being hav-vested is a r-easonably
good one despite some drought and flood damage, and private
mills arc paying less than the official prices. They can
continue to do this because th M - iidorauablo tohandle zu-ficicnt quan-utities of rice to influxnce market 
prices. 

Retail prices are set by amaniciDuitics ..hich hve the
authority to cstablish mi: .- p-ices for b:a-ic food itcms.
Again, though prices tend to be dctermined by su-poiy and
demand, ",sthe manicialitics have no pc.:er to prevent
tailors i-o-. selling at prices above the legal 

re
:imu. 

1:por-ts of rice are not permtt c un.less the CO determines 
that there is a suaplus o ricc ov- and ab.ove the amounts
needed to atiz;fy domestic conusi=ption needs and to =intain 
a normal level of stocks. Under present arrangements, the
Suerintcndcncy of Rice Mills and the National Rice Commissionconduct sur--;ey of rice mills and mahe ocricdic reports onentries, withdrauals, and stocks to the Diroctorate of Internal / 
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Trade of the 1,1inistry of Industry and Cozcrce. 
The Directorate
 
review these reports and sends them along with its comcnts to 
the Kinister of Industry and Co. merce, who makes the final deci
sion whether or not to authorize the exportation of rice. 

Data on entries, withdrawals, and stccks are subject to consi
erablc error. Lcislation -assed on july 1, 1567, required
only large rice mills with polishing operations (milaor....) 
to register entries, ithdrawal-, and stocks with the Super.
intendcncy of Rice Mills. Small rice mills that were considered 
"incomplete" because they lacked polisfhlai fcilities (molinos) 
were cxemnted frcm these rcquixcmnts. As oZ July 31, T o,
95 mills were classified as Diladoras ad 516 as molinos.l/ 
The latter probably accoant f'or as much nillirry the former.a. 
Some molinos, incidently, are ncw usi.ig Jaeanase cqu%;,zcnt
which both husks and polishes rice in the ....one etion. 

The inccm-letc accountin of rixc ntries, .it aa, n 
stocks ma1kes the decision or, whsthcr o- zt to'. qooo:'-.. l- cly 
a matter of g-7escswork. Although market price movement can help
in the gucssin game, it must also be :cccgnizcd that price
increases may be partially a reflcction of withholding of' 
stocks f-roz the rI.r.ket for s!,eclative - u:poscs instead of 
being entirely a rcflection o" cscarcity. 

As in the case oL nricc controls, cxort control. are also 
ir~c~ctive.In thi l"'. fcw y,_.-%, zub-stan~tial catte 

of rice have been illcgally e,::orted to wherewer-a,severe 
shortages of1 rice have resulted in high prices. 

It is highly u nli:hly t.-t the GO" 1wil bc in a position 
to enfc:ce pricec and . tg-i in the 'forcseablc 
ftturc unless it increases its capacity -oa- r3ulatz..g supply.
Thi_ wuld ecquirtr,,cs in h .ing, d. , . - and storage 

,:n'.-hzrtc. ,.cil.tic nd the construction 
(or rurchase) of additional milling facilities. 

In any cvent tpa-etc"roceact is " .. - y assu-nce of' thOrightright to ... h. at"h iLU to ....: h fi:.cd ...... t"0-le to the 'minsum price pilc.. oral:odelo. 
While the fixcd price .ill almost certainly fall i'om its 
prscnt lcvels, it is considercd unlikhly that it could fall 
bclov the 0/le .'dniuau price assumption of the financial analysis. 

Oficc of-the fAgriultu'al Attache, Quito, .-o.Rcport AGR-26, 
February 8, 1 69. 
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SECTION IV - LOAN ADMINISTRATION 

A. Project Execution
 

1. Introduction 

The proposed loan will fi znce a pilot project in agrarian reform. 

It is intended to apprcach this project vith flexibility vith a view to 

defining procedures suitable for f' .cZg a broza-Cr program in the 

future. In consequence, tha prczcnwtica of a niztr~tvc plans in 

this paper should be cczsilrod a initial plan subject to rcvioion 

when and if events sugCst the desirability of ah~g r-isionz. 

2. 	 Execution Plan 

intendedthtutz ly uaranty propozals vill beWhile it is 

developed, approved ad ...... a cazo bas. as each ca.. is 

ready for proccssing, inti ... .. dr t loM will be 

made in to groups of four or five casez duri.g th- first yer. 

This will be doc to conserve aoist'ative effort "cc'uircd for 

work-g out vriouz det'ils of prcgand al..6 to 

a--zue a zvf-2iciont v"-r'-Caty G-2 Ca:;s tvOovLawt 

an adequatc inzight into op rrcc2Zl v aJos. On the basis of this 

experience, it s lbclievced th ~ztproccaures can: be 'def ined 

with maziimu1 effectivones-zs. 

hc: tGroup of five - -, Il bo adoe to cooperatives 

airaady in e:=istonce with an established business record so as to 

mini9zo initilly the prcblan of buyer seoction. Buyer selection 

is an aspect of the program 'which, i is belived, can be dealt 

ttiv p-oblems 

and should not be defined until :.oro is kmowm about the financial 

with more or less 	sepratcly froa other p 
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=aiente of the program. 

It 	 is anticipated that if the loan in authorized by June 30, 1969, 
the loan will be signed by Soptebor $0, 1969. As the B p
 

Supervised Aqricultural Crcdit Depa 
-tLzt i. an o-tablishad
 

organization, 
 there will be no -.z=d'iate or-mizat-ozal problc.,-=
 
within the Bank. 
 The GOE will assign tcchicLlc1 pc'zonncl to the
 
BNF as required for field operations. Tze h 
 of th Su:rviccd 

Agricultural Crcalt Dc ar'_ot will bo intca '"-t C 
and in that caacity will su-eL vio ot only ZF C -Y1oy~osworin 

on 	the project but also GO: epniqTres asm-.znd tha::cto. 1o 
 will
 

also be in chazrge of tha rvolving 1'zd for Icc' 
 coots of technical 

assistance and all cczzoditics purchascd izndor the loan for sm.port 

of 	the project.
 

Ilhile the foregoing o ctionz are 	bi-.1 es'Z.blih the AID 
4iscian staf-f which wor= with the cooporative nov:=unt in Ecuador
 

will solect five cooperatives which in th junt of the Mission 

staff are beat available cad!Cztos for,this progZz . Selcetion 

will be on the basis of teinin thcse cocps which ara function

ing most effectively in ter- of' buz'sLc c;-acity, agreult-aJ 

shills, and the ability to vofc as a cooperative.."he following are 

the coi.Lucrtives which have bon idcnti'fiea at this point as the 

most likely candidatos for thiu ac.tivity: La Ca-=zela, Lao 1'ercedes,
 

El 	Roblccito, Yasuachi and Jujau. 

USAID/CLUSA personnel will advise the coosorativc in the process 

of idcntifying lands to be purchased, the mzootiction of the 
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purchase and the negotiation of production credit. Hmwever, 

every effort will be me not to interfere with the operation of 

the transactions. The role of USA-D will be limited priarily to 

learning as much as possible about the rlturo of this type of 

transaction so as to provide guidanco for similar operations in the 

future when perhaps less well develod cvoeri'¢csill be the 

purchasers. 
Particular cmnphasis -lli be placcd on h of ewJ.~ton 

of properties to be uarentccd. In thz cc=ctLcn, a C: --

will be =de to obtazin lzd us ud soil class-flcticn survey -ta 

vith respect to each purchise. On b-sis of t=12 LZ z -olicies 1ll 
be established with reecct to th- oia of the prices. -. 

of propertics ihich will be duner t...proct. 

The first grouC of five urentios il! ba .e'ccutLd more oa 

loss simultaneously. It is antlc.©atsd that these trnsacticns will 

be cc-pletcd by 31.rch31, 1970. 

While the -iitial cffot of G. to bo-.e is t .kLn place, the 

selection of five coo:aorat.vovs for the second grotp of guaranties 

will be effectuated. Thoze cc - t.voz to be guarantccd in the 

second groups will by def'inition be loss attractive in crrms of 

criteria s.tatcd said above. Th:1s being the case, a greater effort 

will prmbably be requircd on the ' art of USA.D/C1;2A czfloyces 

and appre, -late staffirg steps Will bc tahzn to assure that an 

adequate anount of nu~port will be available for this cffort. It 

is hoped that the sccond group of g-arantecs, can be r=ad by 

Septerber 30, 1970. 
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In November of 1970 a general review of activities under the
 
loan will take place and fin-I ope-atirz procedures will be developed. 
After this point it is hoped that a regular procedure for guarantecng 
cooperatives on bya case case basis will be possible. Ropreocntatives., 
of AID/W will be asked to participate in the, project review at that 

time. 

3. Prinary Responsibility for Action 

Priary responsibility for actionZ under this 
ean wzill lie with 
the head of the S-apervisoc. P.icultu:-al Crcdit -ent of thz
 

B:T. AID'S involvcZnt th the office wi1l be rather dcep at the
 
outset. It is anticipated that AID's involvezant will tend to "c 
reduced over ti= until AID no longer w-Ill 2"vo a role in adriinistra
tion other than to -:..)rove gu-zran s and clai=. It is anticipated 
that two years will be required for AID to rczove itzolf entirely 

from the ad.inistrative elc-nt of this progran.
 

USAID involvez-,nt to cwithcoo-,er.ivos . " %--.ill ra=in 
very close throughout the period od tha e;:ccutic of the project.
 
At tha present t-r AID !s an .. ".
et-iC " 
 . inhe e 


cooperative =ovont in 
 Ecuador and because of thi s loan the
 
present close relationsczp will p'obably be deeinod 
 in any event, 
in the process of the fo rtionte ring of 
technical assistance and other 
 it
-relating,to cooperative
 
operaticn, the involveent of USAID vill be not less 
at any point
 

during the project that it is 
 at t 2 present tine.
 
Rcpcusibilities 
 for these relations will be vested in USAID 

divisio:, chiefs but in all l.,,elihocZ the actual contact work 
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will be carried out priarily by USAID/CLUSA local hire
 

employees in order to raxinize 
the degrcee of Ecuadoreaus
 

participating in the progran. It is hoped that at some
 

point 	in the future AID will be able to step out. of. the progrm 

entirely, 	 onbut this will depend how effffective oEcudorean 

employees prove themselves to be in the oper-ation of the program. 

4. 	 USAID Monitoring Responsibilities 

At the outset USAM nonitorjng responsibilities vill extend to all 

aspects of the establish-ent of the 	prTheu.. 'ne Rual Dfevlop

rent Division, the Institutio'Dl .vlopznt vision auZ Cap:.tal 

Development and Enginering Offfice ill be the elcz 7tsr 1 7ly 

responsible for su-villanco activIticz. In each czse t 
is anticipated th t the persons directly ivolved vill be Ucuadorean
 

enployees rcporting to Aurican division chiefs. The Institutional 

Develop-ent Division by .zans of a conrLct with CIUJS is fully
 

staffed to handle any requirc 
 nts involved in this program at
 
the pr-esent ti-.3. 
 Caoitai Dalopz~nt nOffice will 

be expsded to carry out its reonibil-'e3 with rez.'-t to
 
this and other progr-. 
 As this loza project is an integral part 

of the overall AID effort; in cooporative develop=eit and rural develop-. 
ment activties, 

....	 it is not antici:at-d that staf Iie 	 il ill 


serious problen in the execution 


w~~z cause a 

of this loan. Generally speaking, 

personnel are available though involved in relatc' activities at
 
the present tize. It the
is 	 intention of the Mission to shift emphasis 
of various oth;: ac-ivities to the oxtnt necessary to develop this 

program. Addi:Lonal fundir and contract personnel will be provided 

as needed. 
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5. Teclnical Assistance 

Most of the technical assistance requirements associated with
 

this project are available at the present time and involvement of
 

technical personnal in the program will require essentially a shift
 

from present activities to activities under this loan or relating 

to this loan. This includes personnel working in cooperative
 

formation and operation, agricultural technical assistance
 

advisors, and the like. The BNF is in a position to render techni

cal assistance in certain matters relating to financial aspects of
 

the program. The loan provides some funding for commodity support
 

of technical assistance operation by the M1inistry. To the extent 

that professional services are to be procured for this activity,
 

they will be handled primarily by Mission operating funds and grant 

funded contracts as appropriate. To the extent necessary, the loan 

technical assistance element will provide an additional source
 

for contracting for technical assistance.
 

B. Imolem.ent.tion Procedures
 

1. Target Dates 

It is anticipated that the loan will be signed by September
 

30, 1969. Initial conditions precedent should be complied with 

by December 31, 1969. All conditions precedent will be fulfilled 

before initial gaaranties are issued. The disbursement of the 

loan will take place as soon as possible after the signing of 

the loan and the meeting of the initial conditions precedent. 
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There will be about $100,000 of procurement of commodities of
 

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

will be opened.
 

2. Disbursement Procedures
 

$2,750,000 will be 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.
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SECTION V - ISSUES 

A. Alternative Apnroaches to the Problc- off Pinncir- Land Purchases 

In the AID/W coments on the IR for this project, the Mission 
was urged to consider alternative procedures to the guaranty
 
mechanism to accomplish the basic objectives of thi: program. In
 
accordance with these cozmnts, the Mission reanalyzed this ques
tic. fully during intensive review but again arrived at the co
clusion that the guaranty fund mechanism i:s the only paztic bl. 
approach which appcarcd to be available in light of the cccna:-.ic 
conditions prevailing within Ecuador and the anticiF:.tcd lc.ls 
of US assistance which might be available for this program. 

The fundamental problem with any direct fn n scheme would, 
of course, be the absence of sufficient resources to make a sig
nigicant contribution to the overall problem faced. Furthc'more, 
balance of payments imperatives suggest that to the extent feasi
ble local currency conversions could be limited. Direct financing 
would, of course, involve 100I conversion under SLC procedures. 

The leverage possibilities inherent in the establishing of a 
mortgage bank or the support of e:isting mortgage banking opera
tions within the country was reccgnized as an attractive theore
tical alternative. Unfortunately, however, the problem here
 
would be the same as the problem encountered with respect to 
production credit financing. In short, there are no resources
 
available within the Ecuadorean econcay for the specific purpose
 
of the prograrm. The nature of this problem in the context of 
nroduction credit financing is discussed under issure B below. 
In the context of the mortgage bank financing, it is apparent 
that the Goverr-me nt is not in a position to make significant 
sucre resources available for this purpose and the private sector 
is unwilling, at least at this stage, to enter into this type 
of operation. The only institution which .ppaars to be willing
 
to undertake the program at this stage is the ECB. 

It was thus concluded that the only source of financing for land 
transactions which is practicable at the present time is the 
owner of the land to bL sold. Financing by the owner has a
 
money creating effect 'n a circumstance where the basic problem
 
is the non-availrabilit., of money. Furthermore, this approach
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retains the leverage benefits that a mortgage barnking operationwould create were local financing resourcescavailable fo- a tore 
orthodox arrangement. 

It should be noted that the possibility of obtaining financingfrom the GOE is completely out of the question ill light of the
budgetary crisis which it is now facing and can be ecpocted toface for a number of years to come. issuance of btnds for thispurpose would of course be uifficult not only because of thesubstantial discount at which GOE bonds are nw selling but alo 
because of the restrictive If., Standby Agrca.en to wkhch the 
GOE is a party. 

B. Direct AID Financing 'rougrh SLC oof Prductin Cred..t 
I'or the Picject 

As presented in the IRR, this progrvm conter-.lated cuarantees notonly of land purchase obligations but also nroduction credit as
well. Thus it was hoped that the loan would be disbursed entirelyinto a guaranty fund and that actual local currency financing
could be handled within and by resources of the Ecuadorcan ezonomy.
Initial discussions with bankers indicated ...... this aancnentwould be difficult although not impossible. BF indicated interest
in the program, but also pointed out that its total resouzces were
limited. In consequence, if it were to finance the ooerationdirectly, it would be at the cost of reducing availabilitics ofcredit to customers of the same social and economic classes whichthis pro.ram ceks to benefit. P-ivate don...ic ban:ks indicated 
ani interest in the program but took an undcrstandably conscrvativeposition with respect to participation at the outset of the pro
gram. The association of private ba:-zks is studyin., the matterand may in light of cexprience under the program agree to provideresources at sc.e time in the future. However-, at the prescnt
time, there an-oears to be no likelihood of .o-an.ngsuport from
this source. Private foreign banks, including two U.S. bankls
operating in Ecuador, indicated stron- interst in the p ,,rmHowever, recently the GOE passed a law requiring substal.ticlamounts of foreign bank assets to be invested in housing bonds 
to be issued by thc! GoverrnMent. This un-fortunate legislation
has placed sever-e .trains on bank: assets and opera ions quiteapart from say pos:iibility of participation in this program.
In consequence, th( foi-eign banks indicated that it would notbe possible for thcni to consider active participation in this
 
program at the present time.
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In light of these developments, it became apparent that there
 
was no adequate source of local currency for production credit
 
purposes available within Ecuador to be guaranteed. This left
 
the Mission no choice but to revise its proposal as reflected
 
in this paper to call for the generation of local currencies 
for production credit purposes through SLO prlocedures. The 
program is not considered to be feasible unless such sources 
of local currency are made available. 

C. Possible 1cgotiation Difficulties 

The proposed project rcnresents a ncw de-parture in financirg
agrarian devclopent. After e::tcnsive discussions with BIP, res
ervations have been expressed by individuals wit.hin BNF con
cerning certain elements of the operation, specifically 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 may require changes froa the project as 
presented herein. The M4ission believes that the loan can be
 
neZotiated in the form prcsented or that alternative arrange
mnts consistent with the objectives of the project can be
 
secured. In any event, the authorization will provide that if
 
the loan cannot be signed within six months after the date ofauthorization, the authorization will be terminated.
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C E R T I F I C A T B 

I hereby certify to the Administrator of the Agency for 

International Development that Ecuador possesses both the finan

cial and human resources effectively to maintaiin and utilize the 

pilot project to be un1e-takcn pursuant to ofthe terms the A.I.D. 

loan proposcd in this paner for Agricultural Land Sale and Develop
ment betwecn the Govrn.cnt of Ecuador and the Urited States of 

America. In so ccrtifying I havc ta:2cn into accolut the main

tenance and utilization of projects in Ecuador previously financed 

or assisted by the United States. 

Date Robert J. 14inges 
Director
 
A.I.D. Mission to Ecuador
 

(Signed or-i*iJl. on file in official LA/DR Loan Folder)
 

.F _1 



" 
. NCL .,. . . "A . . .

ABD-DLC/P- 854 

AID 12402 - LOAN 
LANID 

FOR PLOT PROJ71.CT FOR 
SAMLE AND DEVELOFIR T= 

AGRICULTURAL 
-

C-MCP .T OF STIMTOY ,(TE"AA .. 

CA22cico f Pzx'.,) 

In the-t-i. :zrin, for ozch 1c: 

a suuy of rcquirod dizc,%ion. I, 
of the Capital A-izis-anc. ? o.r., o 
d cu-nt, in which tho ' - 3 
a part of tho CapitalA stcnco Papr.-
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.' 
64 c-z-c1d. 
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The follouing zbbroviatiorz ao uod: 

FMA - Foreifrn Asi-tanco 
Act of 196S. 

Act of 1961, . c iby tho Fo;i.n A- i co .. 
. 

App. - Forci-h AsSistanco 

C3UW.WRY P2h.?mPX._AI1C2' 

=ca Rolatod AZoncios A:,.2-.,- .ations Act, '!0. 

. . 

Fv'r"o Towawd- Coin' oaac,. 

I. .A, 1.208: .251(b). 

A, D~,r-lba cxc~nt to Wich 

(1) !! in .3 offoal Ecuador has placed high priority 
to incr-cc food pro7C1O n on agricultural activities, although 
and ir:novc r. fo-d its efforts have been hindered byfox' 
atorc .o dr " serious fiscal problems.aOn.ocitbu 

(2) arcatz 3 a fa-.vo'Zc cU*hia-, Legislation favorable for private 

fo r forcijn and z-'vat o enterprise and investment .is in force, 

cnterproao a • and the private sector is healthy and 
active in Ecuador. 
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(3)Inoreasing tho pub ,icao Ecuador has a constitutional 
wZe in tho dave~opmantaZ government .which is responsive within 
proae, thelimits of budgetary restraintsto active public interest sectors in 

". 

various types~of developmental activity. 

(4) (a) AZlooating ava Zg Despite severe budgtary restraints, andbz~star 
rs3ou O tO inefficiencies in Che establishment ofdeveZopniont. priorities in public sector expenditures., 
 .

the public sector as a whole is allocating '.
significant .budgetary
resources to develop- I
me nt. ,,.
 

(b)Div-tnj 3 The GOE is not diverting budgetary resources !
 
rourcc for " for unnecessary military expenditures..

a.,-It= . -- .M.- ,s 
 .
 

inteox ntilo; in qfj'airv, o)f 
other~f ,eeac.d dcans 
natior. (Soo aZOo It 11 1.7.) 

(5) WilZing to contrbutc. d3 to Willingness to contribute funds tothe project or program, the project consistent with
 
budgetary restraints has been.
 
expressed..
 

" " i' 
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(C) Making cconomn~qoi cocia Z As a constitutioraj. democracy,and poZitioaZ rofoi.~na the rule 
tax coZzootjon V 

sch as off law, f'reedom off expression and olo the ' ;oau:d press, individual initiativechanges in and privateZctnd tc-auc =-rga,7cntsa enterprise
ozn.d rncki, pro 3 

exist in Ecuador.' Econic , ' tozard z'p tc social -and political reformfor t:' ruZa of Zao are obJectfodzim of ives of the government although progresr'
ezprco3ion wid of Wic p',cjo, w'd has been .slight. 
*" r .cognizing-ao i, ortanco of

* individuaZ fadoz, initizti-,

and prtata cntc.-prioa.
 

C?) Acrcrng to tho prinoipZco of Ecuador adherestho Aot of Bogota =d Chater o to the principle off theAct of Bogota and Charter of Punta .delPw:tc daZ Sto. 
 Este. 
 ,
 

(8)Attempting to ;c-patriat a-pi'taZ Ecuador attempts to repatriate capital.-':inneted in othera cwzrics by ito primarily by trying to promote aown citizn. sound climate for investment ift the 
country and maintaining the stability: 
of the sucre. 

(9) Othci. - spndn. to t0 VAs'.Z The GOE appears to have good
nor o
8nOa'ono2 Z a O aociaZiioplqd wOiZt,& intentions, but its performance ....
 conocnaof it, aoo3 "' and &on, -tratinghas been limited.
 
a oZear dat-c=i.-ionto 
ta<c cffootivoocZf-hetp cCa,,ea. • 

B, Arc covo fac tor into aount- The support of the COE of the,t ic f siahing of tho 0 oa, = awc..,? proposed loan indicates the . 

* .GOE 's~fffimtive position %with' respect to these factors which
 
were 
takent into account in the
 
consideration of the proposed
* oan. ,ii.. . '

-,
 .,- • ,, 


. . ............ 
 . .......................... 
 .... .. .. ' 
 . ... .. 
 , 
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•:=ca~~ntof U.S. C-Iti,.,'nl" ..
 
,. 4 

2. P4 0.020(o). If c:cci(c=CC iDO The USAID and the Embassy are 
S .. ic tho g7vocn.antn investigating a potential 620 (c)

Zic.Za cc dcbtor, or { c~~o noaZ situation involving two contracts.gu=Wzntor on cv d6 ' to a U.S. I 620 (c) is determined to beapplicable, the loan agreement will

ju;o'cd on odc2 wcrc (a) not be signed until the GOE 
avaioc ic Zc'aZ 2'o.dIcao satisfied the requirement of 620 (c)z 
(b) dcot icro dcnicd or
 
contwatcd by ouch gov ;.';cnt?
 

j. F.?AAh,.620(c)(1). if c s no It has not been determined that 
o_.. the GOE has taken any steps, which 

require the aplication of the
d w si *"j n
s:b ; ) tca..- ta-*,,, c_-,tion •Psanctions prescribed by this Section.
 
mrzicz ha. t%c cyfoo of 

o or controZ oJf 
propvrty of U.S. otizc-z o. 

cn-Iti.3bcr.zcficitaZ~y- c;_ by 
. 

W tki7:j 8tpc! to . 

tc-jinx-d cue. or 

4o o~. 1. ".i f 1 . .:t -,-....d. p 1%t06 . co -.1.?.t* a " .w ,-t Ecuador does not take such action. 
to cR3ata bc.-2 such action 
of th'ir raca or v jZi3ion c;:jAmorzican= in g::- n,," povoo;=az. . ...
 

or coi,_riac cj:; oZ' or4ZCXor 

rbILhto othz'"rwco 10iZbzo
to
V.S. citi-c'z gonji~aZly, wha ", '
 
otopo (wiZZ bo) (havc bc.n)

tckcn d-a-n, Zo.n ncc-otia- on3
 
toinfucno aZi nation of ou"
 
die tinoior ?
 

.,'. . ~ 
4 
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nFiFMI 0.620(o); M hc 'n Potcctjiw.ct. O.620..-
.if zac , Sihce Janug.ry 1,Ac co o orincidents 1968, arrest

have been repotted asimposd-any pcnaZty or sanotion againrt, follows: March 20, 1968, 1 boat;any U.S. fishing voooel. on account of boats;Atgust 7, 1968, 6 Decemberitij fishing activitias in intornationaZ 10, 1 boat1968, Potests have 
been lodged writh the GOE. 

a. has any doduotion r:qL !* d by ith respectFNahormon 'sProtootiva Aot bccn mado? to the boat arrested 
and fined after August 12, 1968,
(the effective date of Section 5 of 
the FPA, as amended) no amount has 
yet been expended by the United 
States and thus no deduction is
 
required at this time by this
 
Section.
 

b. haaoonrpcao dnia of Aociotarto- The loan will not be authorized

bean oonsidardby A.I.D. AeniatratoX? unless the A.I.D. Administrator
 

considers denying assistance
 
to the GOE and determines
 
nevertheless to permit the
 
authorization.
 

RelationwIth U.S. Covser -nl d Othc,
 
Nationc
 

6, A .. O~ d) 
 If a sx-ot .-cc is fozI=j productive-Cz arpri!jc which izi. it is not contemp"Mted tkat the 
comOt.3 in -6; U.S. wit," U.S. cntcr-
 Proposed assistance will result in
py-"ca, is therc c c t by tho competition -in the U.S. with U.S.rsaipiont c::t to 'rVatc.[oo't enterprise.
 
to the U.S. oj" )io:t7,"n 201 of th
 
cntorprise 'sCiZ p:oduction d=* V
 
the Zifa of th; loan?
 

7. FAA 0.620(j). Hc' 
po -ttd, or failcd to taka
 
adcquato mcaci4rco to prcvcnt, t% -No.
 
damage or dcsrtution by rib aotion,

of .S. proporty? ,
 

S. 
. 

http:Janug.ry
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8. FAA 0.620(M. If t.o y ha:hez3 Ecuador has instituted such a progiw 
Yi~z~c-iwintituto tVICm 
g= 
2'Zcka 

i-p t m igramfor tho c-'ocifi 
of cz-?opriatiOn, iifl CCn

vatZibilitJ or confiaccation, I'-:, tho 
A.X.D. a&iniatrationwii:in tiho 
yca oorzdd .... " .. 
Duch govorri.:nt for tis r o;;7"? 

9:FAA 0.6,2(c). la ttc . -. of jNO. 
jin dfazd,-V'-o

interos9t or principaZ of ay A.Z.D. 
Zoan to tiw countrj? 

10.. 	FAA O.620(,). Iao t-heo r '?J No. , 

vo . 

WC' 
cgrcc,:nrnto bccfl n goia';vcd a-c.d cntrO.d 
into ainc ouch rc 2tion? 

and hava ncw biZataal .- ,anoo 

11. Ecuador is not up to date in 
payment of U\q obligations. The 

22. 	 ZM B",6,O(aJ. at ia tct jl m " loan ill not be authorized unless 
0'tat of "7i.O V:flyfq the Administrator takes into accounteo MI. 
oD"Zi.ato;.:? If th3 cot.' i in the status of the GOE with respect 
c a uch aa'ac7 t, ;nrcaios3, w to its UN obligations, and determines 
into accoz-nt by -hc A.I.D. A dnistrat.or nevertheless to permit the 
j d ,rnlzni;nj tha. I.D. authorizato.n. 
Operating Year Budjot? 

12. 	 R'1A 0.629(a):. :.107(a) and--Col." 12. No.Doca 	rccipz' ont ; ; inicy, .
 

accistanolc to Cuba ,jLll atratcy11,o . 

raaer-iaL to Cz'7oc, ov .'i,' c"ipb or "..
 

airoraft wid r ito j;,cj to carry ,
 
arg]oas to or fm.m a',,b. 	 •, 

f .	 I.' , _ . ... , _..... ... . ... .. . .. .,.'**.... .	 ;t ...... " .... 


http:dnistrat.or
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3. 	 FA 0.620(b). If c.siotanic i3 to a 
govornct, h= Sa ctmjc of State 
dotarmined that it to not contoZZcd 
by the intornationaZ Connuniat mou-.. n.,, 

14. FAA 620(f), App L^... Doeo
 
r3ctcn*1*countryhave a conwwoiot 
government 

1Z,5.FAA §.&. 0(i). Ia "-icpicnt contr, 
izn any way i-nvohvcd in (a) cilbv--rvion 
of, or rnLZitaz'y a r;:;oion a .7at, Via
U.S. or any county :.aeiv-. V.S.ZI.S. 
asoistanco, or (b) the pianning of auch 
oaczoraion or aggr=oaion. 

20. 	O )20(n) oa-2App. 107(b) 126.
 
Doc.orncpient d goz~n¢ioodo 
to North Vict-Ya1a or ciihipaor

ai-rcraft~uw&-r it.-flcj to caprasy 
canoc, to or fom ort ,i a? 


,* ,*

1. RAA.620(o).	 ofa . " 


cxchio a ipc ortZit'h
i onow 
c7 rocourc? PL48onlencdavoopnt asiatzU.S P, -for 

dot~Zop.~ota~iat nc3 u~c ~tr 
necZitary pzavo as?to~ unoc,'y 'i- * 

2noUitryoc diotaeto na cco. 
whichiteriaZexp n terfao withr~ 

&ihoh at~'irf wit
Z4~ 	int rco *dv 

The. Seqretary'of State has determined.' 
that Ecuador is not controlled by
 
International Communist movement.
 

1-4 

N0. 	 * f) 

.
 

o. 
A 

u
 

* ."t. 

cuty o t '
 
The military budget, is approxiniatee,:I
 

amount of foreign exchange is spent;,
military equipment. P-.80 or

other development assistance is not.- I 
*used for military purposes. The
 

country's resources are not devoted~f.
 
to mlitary expenditures to a* de gre~
 
that .materially interferes with its
 

lo et . 
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i-ts development? (Vor~idoztlon

of these pointo to be ocordinatcd
with PPC/MAS.) r. 

18. FAA 0. 620(v). A-,. 0.119. Hoj ;;;zch Sophisticated milita*y ec.ipmentocnt by countr.j ;, ,j auriynt U.S. . has not been purchased since 
fi-cal year for cophiaticat~d 

*. J-fanuary 1,:. 1968.
cquipmont puwxaocd Vflc3 Jan d 2"

10 68? Has corr.~,;oodina 

d-duzted from cux'7rnt OYDJ 
 or ic tha I

wc--p:on3 purchaedt~; by tihc
Pidcnt to be ir-,,por-.'.t to U.S. 

r.,tioncal accurity?,(j~3~
thcOc cn, 3tio to bc coordinated
 
with PC/Z .. )
 

CO11DITX01llS OF THELO.h' 

GoncraZ ,7oundnczo The terms and conditions of the 
19. FAA 0.201(d). loan are considered reasonableInfoa.nation and and consistent with the lairs of 
 ,',conclusion on rcaconabLc-,1cs and Ecuador and the United States.

lcgality (under lawa of country c!end.
 
.S.) of lcnding and :,cndir.. .',
 

of the loan.
 

20. RMIA 0.251r ),2): ,'l c .20,--A -.-.............. 
 ;The activity is considered economica'A
on aoly and technically sound aV the GOEIlI; 
activity o econo;-,rio rnd tochicZ has. suhmitted an application for the"'soundness. If loan is not mc";.- pvsZ!t Loan.
 
to a nultiZat )s;xlplan, and the wozowC.,

of the loan cxcceda $100,000, has aountxv
 
oubmitted to A.I.D. an aoplication fooV,
 

indicate that fndz wiZZ be uwed in aneconomicalZy and te hnioalt sound • 

anner,.. , .C.,.m 
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22. PAA 0.251(b).con Xnfomation a'dlusion on c~aii ofT
6outni to rapaj tho Zoan, 

he borrower has made an 
application for this assistance
inoludin~g ilonabsnsaa of
repayment pzNipect,. and has provided assurance toindicate that the funds rill beused in an eqonoically and tech- ..nically sound J]I.
manner. The booweis considered capable of rep~ii',i 
the Loan. 


,.C2 
.,2 2 . FAA 2 (a ) ( 2 ) . P r o r ,t o i ,7: _n, fof loan wiY, cro be (a) eajincer- ,l.e,. 

ing. finanial, and othcr plc3 
All necessary plans for the proj ec' 

nd(barao 't, 
including a reasonably firmto ....
and (b) estimate of the cost to the U.S.a roatonably fmo no 'of the assistance have beenof tho cost toa3 iotanco? the U.S. of tho Prepared.
pr p r d 

'' 

23. RA3. .11a)(2) If fuJjaor 
'5 :" 

rocipient coun.;t.y i rcqui:,cd.what is ba.mi for X0 further legislative action isroasonabole =xpatation that az 
_:equired within Ecuador for the 

. 
.
 Loan. .
cation will be complotod in tiz:: to : ., 

pc.nit orderly ao 
':

pieicnin of 
purposea of loan? .
 

24. F.A,. .612(a). If loan is foi%c:.-)-itaZ
acoistance, and all U.S. I ,
to project ", oo The$2 l h 

MIssion Director's 'certification,';appeas in Annex .X of the Loan?k"ccion Dircto:_, crtificd hcount:,Y 'a Ppaer.capabiZit/ effectivelyutliia the project? to maintain and 
.F
 

25. F zJ.251 ().con,in'aTnfozmvtion c-:d' Zc- i' * o g '.'Onfrm other froc-worMld the basis of appropriate inquiprivao o'.c2 inoluding it. .oou1oos within t:e 0nited Statea. appears that financing for thpropet ,is not avaiJab3,e from other"" 
free-world sources.
 

L.. .
 
• ". f 

55 5'. Iqs.&,,,/ . "5~~ 
p°. 
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Loan 'sRelationship to Achievement., 
of Country and Regional Goals 

26. 	FAA %.207: ,L.251(a). Extent to 
which assistance reflects 
appropriate emphasis on; (a) 
encouraging development of dm-
ocratio economic, political, and 
social institutions; (b) self-
help in meting the country's 
food needs; (c) improving avail
ability of trained manvower in 
the country; (d)programs designed 
to meet the country 's health needs, 
or (e) other import-ant areas of 
economic, poLiticalZ and social 
development, including indusztr' 
free 	labor union, cooperati',s, 
and voluntary agencies; 

transportationand communication; 
planning and public adninistration; 
urban development; and mo 4'JnMization 
of existing laws. 

27. 	 FAA !.209. Is project s Vcvibple
 

of execution as Part of regioral 

project? If so why is project not
 
so executed?
 

28. 	 FAA 9.251.W (3). Information andconclusion on oc-,;izvity I relation-
w
concusiponand ac isty retionh. 

ship 	to, and cons-istency with,other devZopment activities, and 

its contribution to realizable 
Zong-range objectives. 

- - -. -U1NCASSIFTED 

ANNEX I, Page lOf 19 . 

* °I 

I .',¢
 

The loan :':ect 
Trpsed la criteri s,.e 
empb'' sis on these criteaa ince 
it is concerned i4th imp.'oving
 
the position of the cs-rsino in
 
the economic struicture oi Ecmdor. "
 

,
 

.
 

, ..
NO. 


}',
 

This 	project is celar" cnitn
with 	other development activities 

in Ecuador as reIlected in the
 
t .projectdescription and contributes. 

to reliable long-range objectives. . 

£ 3J.
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29. 	 FAA §.251(b)(7). Infomation 
ond 	concTJuion on whether or 
 As reflected in the paper, the
not 	the activity to be financed activity ill contribute to the
will contribute to the achievement achievement of se1f-sustainir
of self-sustaininggrowth. growth in Ecuador. 

30. 	FAA 4.281(a). Describe extent The project ri-lj contribute direct2ilto which the loan will contribute to the stated objectives as it will,.'to the objective of aoouriny enhance the acquisition of land by
maximwu participation in the task 
 and the extension of production !fj
of e',onomia development on the part credit to ccmpesiuos.

of -the people of the country, through
the encouragement of democratic,"
 
private,and loual goverrnental 
institutions. 

31. 	 FAA .281(b). Describe extent to 
which progrxm recognizes the As reflected in the Loan Paper

particular need,- dcsiresa 
 and 	 the project meets all the statedcapacities of the people of the criteria. 
counvry; utilizes the country '' 
intellectual res.oucs to encourage
 
i rx ti 'uvi hnaZ deve loi-:,rjnt; and
 
supports civic education acnd
 
training in skills required for
 
effective participationin 
govexr~ental and political processes

essential to self-government. 

11, ...	 :
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This-project clearly will encourage32. FAA o.601 (a). Information the efforts of Ecldor relating toand conclUsions whether 

loan will encourage efforts 	 criteria b), c), and e); and e),f) 

may be indirectly encouraged.of the co.untry to: (a) 
"4


increase the flow of 

into.rnational trade; .(b)) 
jFoe-'ar private initiative 
and competition; (c) 
encourage development and
 
.use of cooperativcs, crcdit
 

unions, and savings and
 
loan acssociations; (d) 
discourage monopolistia 
practices; (e) irprove
 
technical efficiency of 
industry, agriculture, and 

commerce; and (f) strengthen
 

free labor unions. 


33. FAA §.619. If assistanc is 
for newZly independent country; 	 Not applicable. 
is it furnished through
 
multilateralorganizations or 
plans to the maximum extent
 

appropriate? 

34. FAA. 3.251 (h). Information and 
conctcLusion on whether the 
activity is consistent with the 

find~ng an2%co~ndaion ofThe 
findings and .,ocornendatione of 
the Inter- ican Co:: ittc for 

the Alliance for P2o1032s in it 3 

activity is consistent with 
the recommendations of the CIAP. 

.. 

annal review of national devel-
opment activitie. 

3 AA Informatio and	 project .7i" assist the promto35* ThO2~77ti~flThe 

conclwuion on use of loan to
 

Ate sc e movmen in tassist in promotirg the coop-
 si e ooteanderative movement in Latin America. 
 purchasers will be cooperatives. 

-


;1*
 

WA 

A..4 

'$1 
6Jp 

12	 i
. - ' 
.

"__ ,-*.*-'-, __ __ __,"-., 
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36. FAA §. 209; §.251(b) (8).Information and conclusion 
whether assistance will 
encourage regional development 
programs and contribute to the 
economic and political
integrationof Latin Amcrica. 

Loan's Effect on U.S. and A.I.D
 
IPog~ vmto n ocu7o n
 

3V. FAA -1.251(b)(6); 01J.1O2.Information and conclusion on" 
possible effects of loan on 
U.S. economy, with spocial
reference to areas of suo
stantial labor surplus, and
cw.ktent to which U.S. cor.oditics 
and assistance are fmL nshcd in 
a manner consistent with i",prov
ing the U.S. balance of payments 
position.
 

38. FAA 0.60 (b). infomation ardc -o on joozo the Loan will 
encourage U.S. p:%*-xtc trco 
and invosinent abroa- ard h.w
it will encourcga pivate U.0. 
participationin fo, cign 
assistance progrcms (including 
use of private trade channls 
and the scrv-Ce3 of U.S. private 
enterxprica). 
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This proJect does not relate 
directly to regional activities. 

The proposed loan will not directly
affect the U.S. economy. 

The proposed loan will nct directl.
encourage U.S. private trade and
investment abroad or encourage
private U.S. Darticipation in 
foreign assistance programs. 

, 
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Mh- project does not contempate .'
39. 	 FAA .6O2(d). If a ccapital 
project, are egincering engineering or professiona,
 
and profeasional cervices of a services
 
U.S. fira and their affil
lates used w the maximn { 
extant cons-istent with the 
national interest?
 

40. 	FAA 9. 602. Information and Tb Loan Agreement .;ill contain 
conclusion whether U.S. smallZ-o)s the soandard on tin 
business will participate the standard p':ovizrions to insure ":; 

be~ncs w-lipart-ci-atcthat U.S. small business wi. 
equitably.in the fzrniching of 	 tat esmabl in i thethegoods and cervices financa by 	 participate equitably 

T esfurnishing of goods and servi
the loan., 	 financed by the Loan.
 

41. 	 FAA 3.620(h). Will the loan
 
promote or aosict the ,borzign
 
aid projocto or activitis of
 
th Con, .it-BZoo cuntries?
-


42. 	F.4 L1.621. If technical 
the 	 Assistance -4l be furnished toacsistancc is fina'nced Zr 

the iest e-ent practicable Chloan, infozx:ation and conclv2ion 
whether such assista-ce will be as goods and professional and other..!, 

services frcm private enterprises ! ,
furnished to the fulicet extent 


on a 	contract basis.practicable as goods and profer-


cional and othcr Der-vicea from
 
private entecr*1i-c on a contract
 

,
basis. If 7c fa.ciliti of other
 
Federal agcnciea will be utilized,
 
info2mation and conclusion on t :'";:
whct'zer "hcy m,--.')ar','icraarZy 

suitable, are not comptitive with
 
private enterprise, and can be made
 
available witho'zt undw, .interference
 
with 	domestic p;,ogrn.:o.
 

14' 	 . 
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43. 	 FAA 1. 252(a). Total cw:mt of rn:'y The proposed loan wili be used 
w-Zr Zoan which is goin-g dir-c.,' to facilitatc the establiscchnt" 
to private enterprise, is going to of' snaJJ livate enterprise operat-i 

intermediate cr3di-t inatitu'-ors ions.
 
or other borrowers for usa by pri
vate enterprise, is beirg used to
 
firance i ports frm'prvate couaaccc,
 

or is otherwise bci.j.uocd to
 
. ... ,firnanc3 procuremcnts flA;7 private 


Douro=s.
 

Loan's Comp-liance with SrscfiC
 
Requirc.7:ntcf"
 

44. 	 FAA 0.201(d). Is intceact rate Yes.
 
of " an at least 251 par ann
 
during grace period and at Least
 
3Z per annwn thereafter?
 

45. 	 FAA .608(a). Info onThe loan ageent will pvide
 
measures to be taken to -ilizcThr laareewith exe proer'
 
U.S. 	 Government cxcess personal procurementcmpliancereozlaztions.for ith excess* property 

property in lieu of the proaure- pna
 
ment of new itcms.
 

"I. 

46. 	 R4A :.0O4(a) A 0 .08. Will 
ao fiACd Yes." 
w-dcr tle Zoan be J-m U.S. except 
as othecrwjico determined by -the 
President? . r1 

d , , 

15" 	 "- 1. 
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AID 1240-2 (1-69) 
a 	 V 

4?. 	 RAA 9.604(b). What provision is e id 
made to prevent financing xominodity The loan agreement 1rll provide 
procurement in bulk at pricea higher, for compl±_ince with bulk
than adjus ted U.S. market price? 	 commodity procurement regulation.": 

48. 	 FAA U.604(d). If the host cozztrg The loan arw 
discrimirates against U.S. marins ha if i. greent proivided
insurance companies, wilZ loan agreo- that if it is deterained tit 
mcnt reauire that marir,- inxurance discrimirtion exists against 
be placed in the U.S. on co,-moditias U.S. lIarile insurance companies
financcd by tha loan?. the reirement will be "L;rposed 

that marine insurance be placed ,. 
in the U.S... 

49. 	 FAA 9.604(e). If off-shorc procure-ement 	of c3ricuZtural com;.odity or The project does not contelt 

product is to be financed, is there the procurement of ar agu icultu 
provision againt such procurement ral commodity or product. 
when 	 the domestic price of cuch 
commodity is less than parit-y? 

50. 	 F4A 0.611(b)! Avp. _ 102. If locra 
fJz'nances water or water-related lard Tne project does not ino lve 
resource constructionproject or water of T-ater-related land 
pran, is there a bcnefit-cost resources construction projectscomoutation made, insofar as pr,acticae, or progras. 

in aocordance with the procedures set
 
forth in the Memorandwn of the President
 
dated May 15, 1962?
 

51. 	 .7A uX12(c). If contracts for
 
construction cae to be financed, ITo construction contracts rill
 
what provision will be made that be financed under the Loan.
 
they be let on a competitive
 
basis to Maaximcn extent practicable?
 

16..
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52. 	 FAA q.620(q).What provision iB An appropriate provision will bethere ainst use of subject included in the loan agreemient toaseistance to ccmpenat6 oznero insure that proceeds of thefor expropriatedor nationalied proposed loan Till 	not be used toproperty? campensate for expropriated or 
nationalized property. 

53. 	 FAA .612(b)3 §.636 W. Decribe . As reflected in the financial plan,sVeps taken to ass3re that., to the rz~mim feasible local contributionsmzimzwn extent possible, the country have 	been sought and obtained.
is contributing local cuvrrencies to 
meet 	the cost of contractuaZl and 
other cervices, and foreign currencies 
owned by the U.S. are utilized to
 

.meet the cost of contractual and other
 
services.
 

54. 	 A4p. 9.104. Will any Zoxn funds 
be used to pay pensions, etc., for NO 

military personnel? 

55. 	 Ajo. orpiaw.e with55. 	§.C ts f11.orpliance WithRequirem.ent s for security clearancecZearance of U.S. ctizn Of U.S. citizen personnel Iill be' 

contract personnel. 	 complied ith. 

17°°
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56. 	App. 0.112. If loan is for A.I.D. will approve any firms 
capital project, is thera or individuals providing services 
provision for A.I.D. approvaZ under the loan and the terms of 
of all contractors and contract contracts under which such services 
teins? axe provided. 

57. 	 APp. 0.114. Will any loan IO* 
funds be used to pay U.N. 
assessments? 

58. 	Ap. 0.a1o5. Compliance witf iot applicable* The project to 
reg-atio, on cloymmnt of be fim-nced under the propsed
U.S. amd local personncl for loan does not involve construction
 
funds obligated after contracts.
 
April 30. 2964 (Regulation 7).
 

59. 	 FAA 9.636(). Will r.y oan funds No. 
he t77ffnancc p* ra;aeO., long
term laactc or cxcharng of motor / 
vehicle manufactured outside tho 
United States, cr any guarcm-j of 
such a tranxaction? 

60. 	 App. 11.402, Will any loan fundu 
be used for pvUlicitqj or propagandapzaposes withinz U.S. not authorized
 

by the Con3.rss?
 

18 
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62. 	 FAA 9.620(k).. If construction No. 
of productive enterprise, will 
aggregate value of assistance 
to be furnished by U.S. exceed 
$200 million? 

19
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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
 
critical, it was apparent to the Mission that the intensive would
 
require a detailed inquiry into such factors as the views 6f 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 Saa 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, specifically the two U.S.
 
banks operating in Ecuador 5) GOE officials 6) officials of the Banco
 
Nacional de Fomento and the Cooperative Bank.
 

1. 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
 
'than any other single factor led to the emasculation of IERAC
 
described in Annex 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.
 

The general position of STPPTAL was that resources, instead of
 
being used to change owriorship att rn in "already settled and culti
vated land", should be used to foster coion:zation schemes. 
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 
surfade. 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
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is that given present internal and international prices for the
main products 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 po'int thatwhat 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, this position
recieved no comments, favorable or unfavorable from the rest od the
audience.
 

As the points that were made were answered one by one, an agreement
reached was that although there were better ways to use the money
according to their way of thinking, they will not opose the project,
and possibly they will support it, if the government commits itself
to implement it.
 
After the formal meeting in which the foregoing views were expressed,
the Director of SIPPTAL called USAID personnel to an informal meeting
at his home. 
At this meeting the Director indicated that in fact a
large number of absentee landowners would be willing to sell land
under the project. Apparently, the previous position reflected
primarily a desinclination of landowners to appear to be eager to
sell lands in view of the threat of land invasion. 
Thus the indication
that SIPPTAL will not oppose this project was reinforced.
 
In light of the assurances of SIPPTAL neutrality, Mission representatives proceeded to interview a number of landowners individually.
Generally speaking, landowners actively engaged in agriculture were
not interested in selling their lands under the program but were
generally favorable toward the project because of its tendency to
reduce pressz-es 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 Marcos, 
a man owning vast stretches of land within the Guayas River Basin,
was considered particularly interesting. 
Eight private owners of
-land identified 3600 hectares of land which they will be willing to
sell at prices consistent with the analysis on this paper. 
Further,
another land owner who had previously sold good agricultural land
at 700 sucres per hectare (a figure well below the 2,000 sucres per
hectare reflected in the analysis) indicated an interest in selling
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several thousands hectares. 
Thus it appears that there is a
positive interest on the part of individual landowners in
 
participation in this program.
 

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 sound
cooperatives to use such land and the capacity 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
so successfully resisted the government agrarian reform program.
The latter conclusion is confirmed by the fact that no opposition
to the project has been 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 program is scheduled to start with the members of USAID
sponsored rice cooperatives, informal interviews were held with
officials of the nine cooperatives under the program. 
The main
conclusion of thcse interviews is that the membership regards
the inability to purchase land as the major obstacle to further

improvement of their economic well being and growth of cooperatives

into viable permanent organizations. On the other hand, the
officials 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 that when the
purchase of land is not feasible, it is difficult to attract
 
members notwithstanding the advantages in terms of purchase of
inputs and markoting facilities that the cooperatives can provide
 
at present.
 

The proposed credit terms and anticipated land prices were explored

and considered satisfactory.
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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.
 

3. Private Ecuadorean Banks 

Private banks were canvassed primarily with a view to determining

the availability of production credit for guaranty under the program as originally conceived. Six private banks in Guayaquil,
Babahoyo and wereQito interviewed. These banks indicated a range of reactions from lack of immediate interest to refusal to
participate in production credit financing under the program.

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 part 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 was approached also. 
It indicated

that it found the project desirable for Ecuador but that the
 
operation should be handled by the BNF.
 

4. Foreign Banks 

The Mission conducted extended discussions with the managers of the
First National City Bank and the Bank of America which maintain

branches in Ecuador. 
Both of these banks indicated a positive
interest in the program at the outset. 
However, during the spring
the GOE 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.
 

5. Banco Nacioial de Fomento and Cooprative 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.
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The BNF indicated strong interest in the program. 
It
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. GOE Officials
 

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. 
lJhen 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 this basis. 
The Mission
considers the response of officials interviewed to have been
 
highly favorable.
 

On the basis of the foregoing review, the Mission concluded
that the land sale guaranty operation as presented in the IRR
wa 
 entirely feasible and indeed would be limited primarily by
the capacity to form sound cooperatives. The guaranty of
production credit was eliminated from the program 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 'he 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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LING PROCEDURES OF ME DIMSION OF SUPERVISED CREDIT 

Guarantees
 

Short and medium-term loans 
should be guaranteed by croppreferably on the products financed by the loan; long-ter 
liens,

loans mustbe guaranteed by a mortgage. The relation betweenthe current valueguarantees with ofthat of the loan should be theone to one. WhereBank considers it necessary, additional collateral may be requested of
 one borrower.
 

Loans to cooperatives should be guaranteed with the assets of
the borrower cooperative. 

pledges 

If the value of such goods is not sufficient,
or mortgages should be taken from the borrower cooperative members.
The xaount of loan should in caseno exceed 70% of the value of the
guarantee.
 

Recuirements 
 for obtaining SupervisedAricultural Credit 

The Bank requires that an applicant must meet the following requirements in order to qualify for a supervised credit loan.
 
a) To be legally capable and of full age; b) to be a farmer withsufficient experience to administer his farm; c) to own a familytype farm with definite or provisional title duly legalized and
registered; d) to exploit directly the farm and to live permanentlyin it or in a town nearby; e) to be a farmer as a main occupation;f) to be capable of fulfilling its obligations cnncerning planning,
effective administration of the farm and making timely payments

of the loan.
 

Likewise, it requires 
 that production and marketing cooperativesin order to be qualified for this type of loans meet the following: 

a) To be legally constituted and composed of small farmers who
meet the saae 
.onditions required individually; b) to present
a feasibility 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 theloan; c) the cooperative should agree to a financial auditing by
an authorized representative of the Bank.
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The recomendations made after the auditing in regard to the 
administration of the loan we 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. 
From there on, it
goes to the manager's office who decides either to accept or refject the
loan application. 
After that it goes to the legal and auditing departments
where the corresponding reports are prepared. 
included in this phase is
the evaluation of the land and of the guarantees, and checking all matters
related to investments. These reports ae 
passed on to the analyist
of the credit division who deter=ines the apjroval or rejection and the
conditions of the loan. 
If thu case merits o by :c e:..... he
gives a final decision or sends the application to the main o.'fce
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 manager and the borrower proceed to the
 
signing of the documents.
 

The loan is not made effective until it is included in the accounts.
After fulfLment of this requirement disbursements start in accordance

with the provisions of the respective agreement.
 

The General 
,anager decides on original loans exceeding the
operating quotas assigned to the branch manager, as well as on thosefinanced out of the AID fUnds. 
The Board of Directors decides on thecases of applications submitted by members of the board or his relatives,
when waiving interests payments, or applications submittedby enterprises
in which the members of tha Board have some participation as shareholders
or administrators an,. 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
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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
plan; 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) when
other reason exists that justify such a decision, providing the administration and planning of the farm demonstrates capacity of repayment ofthe original and o 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 beenpresented by borrowers who still have pending operations with the Bank,
or when the disbursements in accordance with the agreement required
prior 
i.spection or in case of gross irregularities by the borrowers.

This procedure of the bank is required due to the limited number ofinspectors, 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 Bar is looking into this 
matter with a view to increasing the number of supervisors. 

The functions of the supervisors are 1) to see that crops are
sent to the stipulated destinations in the investment plans or
 
adninistration plans of the farm; 2) to assure that at the end of
the farming year that progress has been made; 3) to review and evaluate
financial data; and 4) to program new plans for the farms for the 
coming year. 
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CURRICULA VITAE 

1. Name 

Age 


Education 


Experience with the National 
'Development Bank 

Administrative Experience 

2° Name 

Age 

Education 

Experience with the National 
Development Bank 

LUIS ERNESTO BORJA MURILLO, 
General Manager 

57 years 

Political Science (New York 
University) 
Agrarian Economics (New School) 

Mortgage Bank of Ecuador: 
Statistics Assistant, Statistics 

Chief, 1936/1943 

National Development Bank: 
Assistant Manager for Administration: 
General Assistant Manager: 1-14-45 
to XII-31-46; Representative 
Director, to the National Economic 
Council; Deputy Director to the 
President; Director-President 
111-1-49 to VII-30-52; General 
Manager: IX-11-62 to date. 

Personnel Director of the Flota Mer
cante Gran Colornbiana in New York 
from September 1952 to August 1962. 

ANGEL AUGUSTO DONGILIO DEL 
POZO, Assistant. General Manager 

58 years
 

Lawyer 

Mortgage Bank of Ecuador: Delegate 
from Guaranda, 1943 - 1944. 

Guaranda Branch: Manager VIII-8-44 
to VIII-27-48 

............... 
 ..............
 



Experience with the Private 
Banking Institutions 

Administrative experience 

3. Name 

Age 

Education 

Experience with the National 
Development Bank 

4. Name 

Age 


Education 
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National Development Bank:
 
Assistant General Manager:
 
IX-28-67 to date.
 

Central Bank of Ecuador 

"24 de Mayo" School, Quito, 
Teacher, 1936-1938; Vice-
Principal "Pedro Carbo" 
School, Guaraada, 1938 to 1944 

Central University, Quito:

Teacher of the Faculty of Law,
 
1953 to date
 

ALFONSO RENEE BENALCAZAR 
RUALE9, Director of the Department
 
of Supervised Credit
 

40 years 

Economist 
Agriculture Economics, UoS.A. 

Quito: Chief, Studies, Section, 
Technical Department; advisor
 
to the Supervised Credit Department;
 
Director of the Supervised Credit
 
Department, 11-15-60 to IX-22-61;
 
X-15-65 to date 

JAIME REINALDO BURBANO RUALES, 
Advisor to the General Manager 

53 years 

Engineer Agronomist 
Agricultural Credit: U.S. Department 
of Agriculture, 1942-1943 
Agrarian Economics 
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Entrance date June 12, 1945 
July 3, 1951 

to March 11, 1947; 

Experience with the National 
Development Bank 

Quito, Regional Advisor to the Sierra. 
Agriculture Inspector, VI-12-45 to 
111- 11-47; Chief of the Agriculture 
Extension.Department, VII-3-51 to 
XII-31-55; Deputy Chief of the 
Technical Department, 1-1-57 to 
XII-31-59; Deputy Director of the 
Technical Department, 1-1-60 to II
17-63; Director, Technical Depi.rt
ment 11-18-63 to VI-5-63; Director, 
Studies Department, VI-6-63 to VII
31-65; Director of the Supervised 
Credit Department, VII- 1-65 to 
IX-20-65; Advisor to the Supervised 
Credit Department, IX-21-65 to VI-25
67; Assistant to the Manager: VI-26-67 
to date 

Administrative Experience Food and Agriculture Organization of 
the United Nations - Economist from 
1947 to 1951 

5. Name OTTO EMILIO ANDRADE STAHL-
SCHMIDT, Director, 
Department 

Financial 

Age 45 years 

Education Economist 
International Law' and Economic 
Sciences, Technical Teaching-BID-
CEM LA-MIexico 

Experience with the National 
Development Bank 

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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Experience with private 
banking institutions 

Banco de Pr~stamos: Quito. 
Banking Accounts Assistant, 

I 

July 1945 to September 1946. 
Administrative Experience Caja del Seguro. Quito. General 

Assistant for Credit, X-46 to VI-55. 

Casa'Mpez!' Quito.
Assistant for Credit, 

General 
XI-44 to VI-55. 

Empresa Editora "Cosmos". 
Reporter. V-44 to IX-44. 

.... 
1 
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BNF PLAN FOR IMPROVING DELINQUENT ACCOUNTS 

In order to expedite the process of improving its portfolio, the 

BNF has proposed to the IDB a plan whose principal aspects are now 

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,' 'land will be executed with ,he 

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 ensure that the prohibition against 

operating with delinquent debtors is enforced, and vi) to main

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 three 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 important cities, such as 

Quito, Guayaquil, Manabi', Cuenca, etc., portfolio recovery 

sections will be established under the Departnent of Delinquent 

Accounts, with one chief, two special inspectors and a number 

of administrative officers. The work of these s'dctions will be 

coordinated with the Department of Delinquent Accounts and will 

supplement the efforts of the branch managers and their perma

nent inspectors. 

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 section should become a department. To this end, a project 
for amendment of the institution s bylaws is being prepared and will 

be submit':ed soon to the Banking Auth,.ity of Ecuador for appr y.1.y . 
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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. 

d) 	 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, a third eight days after that 
date and a fourth 15 days after maturity. WVithin 30 days after 
expiration of a loan term, a ZNF inspector will visit the debtor 
to arrange some type of sottlement. 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 BNF 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 date of the respective matarity. 
The BNF has agreed that, within the period stated i. its bylaws 
(not to exceed 90 days), when any installment of amortization or 
interest is not made on a credit rinanced with the resources of a 
Bank loan, the legal.- action necessary for its recovery will be 
undertaken, except in duly justified cases.. 

e) 	 Creditsthat were more than six monthsj overdue on the date of 
inspection of the plan on which no legal action has been. taken will 
be collected legally and this process will be halted only if a 
means of settlement with the defendant is reached. 

f) 	 By Resolution 517, dated ,;June 5, 1968, the Monetary Board of 
Ecuador authorized an increase in the interestrate charged by 
the BNF on delinquent loans from 10% to 12%o, so that the pres
sure of this financial penalty would force clients to pay off 
their delinquent obligations with the bank. 

g) 	 The BNF has proposed to achieve in the next five years a delinquent 
portfolio balance representing not more than 1576, through a 11% 
deduction in the first year, 2% the second year, 31o the third year, 

'1
 
.. , ~ 	 °~..,...... 
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3.77o the fourth and the remainder in the fifth year . As of theclose of 1967, the amount of the overdue portfolio represented27.2% 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 bornein mind, howe 0er, that as of June 30, 1968, credits granted by theformer Development Credit System maturing prior to December1962, totaling S/. 31,39. 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 constitutionenacted by the Constituent Assembly of Ecuador abolished as anadmissible legal system for the collection of credits of various
institutions, including the B!,TF, what is 
 known as "compulsory
jurisdiction". After examining the legality of the action takenby the Constituent Assembly, the Supreme Court of Ecuadordeclared that in order to reintroduce compulsory jurisdictionconstitutional amendment would be 
a 

required° The Governmentof Ecuador has agreed to accept as a condition of the guaranteecontracts for the proposed loan support of the BNF and othercredit institutions in seeking the necessary constitutionalamendment and thus re-establishing compulsory jurisdiction.It is considered, however, that this legal procedure is not anessential condition for attainment by the BNF of a suitable levelof collection and it is therefore recommended th£i no such clausebe included in the guarantee contract. 
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THE COOPERATIVE MOVENT IN ECUADOR AND ITS 
RELATION WTITH USLID 

1. Introduction
 

The Ecuadorean cooperative movement is of great interest to USAID
because it has proved to be a successful device for mobilizing

small savings, redistributing income to lower and middle income
 groups and bringing additional agricult ral lands into production.

As such, it has proven its value as a vehicle of AID objectives inEcuador and will continue to receive strong support from the
 
Mission. 
As this project will utilize the vehicle of cooperatives,
background on the cooperative movement in Ecuador and the relation

of USAID to the movement is of importance. 

2. 
 The History and Nature of the Cooperative Movement in Ecuador
 

The first cooperative in Ecuador was organized in 1919 and the

first Cooperative Law was passed in 1939 by which time 17cooperatives had come into existence. 
 The growth rate increased
 
to approximately twenty yearly, and the number of cooperatives

reached 482 by the end of 1960. With the beginning of technical

assistance on part ofthe the US.JD and others and tha promulgationof the Agrarian Reform Law in 1963, tha growth rate has sharply increased
 
to more than 150 new cooperatives yearly. 
As of February 28, !969
there were 1,812 cooperatives le,-alized and registered in the

National Directorate of Cooperatives of the v"inistry of Socal
 
Welfare.
 

it should be recognized that most of these 1812 coo.ratives are 
not affectively fttuctioning organizations as many were fo'laed 
to gain tax advantages, to obtain land under the Agrarian Reform

Law or perhaDs to further some individual's political ambitions.
Perhaps 500 cooperatives are sound organizations in cooperative

terms. The "real" cooperatives of small farmer , artis:ns and
the urban middle class have required inputs of technical assistancefrom advisory agencies such as USAID, OAS, Government of Isrel,

CEDOC (Catholic Labor Unions) 
 and private organizations supported
b international organizations such as MSEREDR. Many of thesecooperatives are members of the Cooperative Bank, whose membership
 

UNCLASSIFIED
 

-j 



UNCLASSIFIED 
ANNEX V-Page 2 of 7 

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 cooperative technical
 
assistance agencies is presently planning a nation-wide census of 
cooperatives to determine their actual status sq as better to 
program effective use of technical assistance. Also, the USAID 
Mission has invited a CLUSA Programming Team to visit Ecuador 
to assist the Mission in analyzing technical assistance and plan 
effective programs. 

Notwithstanding the requirements for improvement in many cooperatives
 
significant achievements have been made where technical assistance
 
and financing has been available. These areas of success and the
 
involvement of USAID in achieving this result are described in the 
following paragraphs not only to record what has been done but also 
to suggest the potential which can be tapped with the help of further 
AID support. 

3. Credit Unions
 

By far the most important group of cooperatives in Ecuador are the
 
credit unions whose formation began in 1963 through technical
 
assistance received from a grant-financed USAID/CUNA contract 
and from the Peace Corps. The National Federation of Credit
 
Unions now comprises 220 cooperatives, 136 of which are affiliated
 
with the Cooperative Bank. The 220 cooperatives in the Federation
 
have a combined menbership of more than 45,000. Multiplying this 
figuzre by 5 as rough average of family size, it can be seen that 
the credit union movement now involves 225,000 people, or close to
 
4% of the country's population.
 

Although the initial emphasis of the credit union program was on 
lending for consumption purposes, the e:Lphasis now is-dn production 
credit, particularly for agriculture. Since 1965, the National
 
Federation of Credit Unions has sponsored a Program of directed
 
agricultural pr:oduction 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
 

UNCLASSIFIED
 



UNCLASSIFIED 
ANNEX V-Page 3 of 7 

for agricultural purposes.
 

The total capital of the Federation-affiliated cooperatives
amounted to S/104,837,000 (USc 5,766,600) at the end of 1968,
 
up 60% from the end of 1967. Of this amount S/72,282,000

(US$ 3,975,900) represented savings by credit union members
(up 63% from the previous year). Most of the remainder was
accounted for by credit union borrowing from the Cooperative
Bank. As of December 31, 1968, savings in credit unionsrepresented an amount equal to 7% of the savings in commercial
banks. In 1968, 89% of the Bank's loans were to credit unions 
a percentage that is expected to decline in the future as increasing numbers of agricultural production and marketing cooper
atives join the Bank. 

4. Coffee Cooperatives
 

A USAID financed CLUSA administered pr'ogram -was initiated in 1966to improve the economic status of small coffee growers by organizing
 
them into coffee marketing cooperatives so as to eliminate the
middlemen in the export marketing process. 
 There are now 50 coffee

marketing cooperatives with 5,000 members. 
They are grouped into
five regional unions of cooperatives a:.*d a National Federation of'Coffee Cooperatives. One of the regional iunions now owns a coffee
processing olant and another is negotiating for The construction of 
a modern plant. 
The others rent or contract processin plants but
 
are developing plans for construc tion of their own processing faci
lities.
 

-Cooperative marketing arrangements have helped individual members'
income rise by at least 'ill per bag since the program began in :966.

Total exports by the coffee cooperatives in 1968 were valued at
US'' 2,500,003 and exports of US 
4,500,000 are expected in 19691

For the 1968-69 coffee year, the cooperatives have secured 17% of
the country's total coffee export quota. 
This is equivalent to

approximately 110U00 sacks or more than twice the amount received
in 1967- 176c, when the cooperatives received 10% of the lower
 
caaatry quota figare of 500,000 sacks. 
 As the program is now well
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established, CLUSA support off the prcz-rvm has been rcduced to 
a mini==~u since January, 1968 (UJS$ 10.,200 in 11--19359) and is 
expected to terminata cc~pletely by Jtuae, 1969. 
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T. Peace Corps Particition
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cooperatives), and the rcmining 20 ar3 of vari.,s other 
categories. However, as the UAiD/CLUSA Agricultural coop
eratives Program str-" 'hrenc and groo the number of agricu!
tural cooperatives lo eQc Coted to increase rapidly. Access to 
credit on reaonable terms frcam tha Cooperativo Banik will be a 
pcwerful sti~ulus to furthor rovemnts in the ecncmic 
position of these lov-incc-s f':armers. Mae propozcd project is
expected to provide a great Lzotus to f.uther greyih of the 
Cooperative Movement in Ecuador. 
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FER HECTARE COSTS OF SUBSISTENCE RICE FARMING 

UNDER TRADITIONAL METHODS OF CULTIVATION 

(Costs in Sucres) 

I. 

2. 
3. 
4. 
5. 

6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 

14. 

15. 

Operations 

Clearing 

Burning 
Clearing 
Hand Seeding 
Bird Controlde 
Herbicides 
Fertilizer Applic. 
Weeding 
Pesticides 
Bird Control.. II 
Harvesting 
Transport 
Interest 2/ 
Contingencies 3/ 

Amortization of LandPurchase 

Totals 

Use of Vehicles & Machinery
Unit Cost 

si 6/qq. 120 

120 

Total 

Days Cost 

10 Z00 

1 20 
3 60 

10 200 
3 75 
2 50 
2 40 

20 400 

4 80 
2.5 65 
25 375 

82.5 1,565 

Manpower 
Family Labor 

Days Cost 

5 100 

1 20 
3 60 
5 100 
1.5 35 

1 25 
1 20 

10 200 

2 40 
1 25 

13 195 

43.5 820 

Hired Labor 

Days Cost 

5 100 

5 100 
1.5 40 
1 25 
1 20 

10 200 

2 40 
1.5 40 

12 180 

39 745 

Materials 
Quantity Cost 

lqq. 150 

Igal. 120 
Zqq. 140 

2kg. 130 

25 

565 

Total Cash 

Cost Outlays 

200 100 

20 
60 

350 250 
75 40 

170 145 
180 160 
400 600 

210 170 
65 40 

400 205 
120 20 
120 120 
110 110 

3~360 360 

2,800 1,980 

I/ 

=0
:""T

1/ 
2/ 

3" 

Excludes the value of family-labor inputs.
Eight percent of the cash outlays for items 1-12 (rounded to the nearest ten sucres) 

:ve percej.t .,f the cash :utlys for items 1-15 (rounded to the rearest ten su,resl 



SUBSISTENCE RICE FARMING UNDER TRADITIONAL METHODS 

OF PRODUCTION: PER-HECTARE COSTS, REVENUES, AND NET INCOME 
(Based onl an average yield of 2 0qq. of polished 	rice per hectare; one crop annually) 

Alternative Price Assumptions (per qq.)
S/ 110 S/ 135 S1 160 

A. Including Imputed costs of Family Labor 

Revenues 
 S/ 2,200 S/ 2,700Costs 	 S/ 3,200
2,800 
 2, 800 2, 800 

Net Income -S/ 600 -S/ 100 S/ 400
 

B. 	Excluding Imputed costs of Family Labor 

Revenues S/ 2,200 S/ 2,700 S1 3,200 
Costs 

1,9801,980 
 1,980

Net Income S/ Z20 S/ 720 
 S/ 1,220 X 

II : 
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V
)
Q Uzi
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PER-HECTARE COSTS OF COMMERCIAL RICE FARMING 

UNDER IRRIGATED AND MECHANIZED METHODS OF PRODUCTION 

(Costs in Sucres) 

Operations 
Use of Vehicles & Machinery 

Unit Cost Total 

Days Cost 

Manpower 
Family Labor 
Days Cost 

Hired Labor 
Days Cost 

Materials 
Quantity Cost 

Total 
Cost 

Cash 
Outlays ./ 

1. 
2. 
3. 
4. 

Clearing 
Soil Preparation 
Seeding ) 
Fertilizer) 
Applicatiorn 

1 hr. 
7 hrs. 

I hr. 

100 
475 

100 4 80 4 80 
2qq. 

3qq.P 
Zqq.K 

400 

220 
95 

100 
475 
400 

100 
475 
400 

5. 
6. 
7. 
8. 

9. 

10. 
11. 
12. 
13. 
14. 

15. 

16. 

Herbicides 
Hand Weeding 
Pesticides.I & II 
Irrigation 

Cleaning of Irrig. 
Dikes & Canals 
Bird Control 
Harvesting 

Transport 
Interest 2/ 
Contingencies 3/ 

Amortization of 
Infrastructure 

Amortization of Land 
Purchase 

Totals 

I.7hrs. 

S1 4/qq. 

500 

500 
280 

______360 

1,955 

2 
10 

4 
5 

3 
10 

38 

60 
200 
120 
100 

60 
200 

820 

2 
5 
2 
5 

3 
5 

26 

60 
100 
60 

100 

60 
100 

560 

5 
2 

5 

12 

100 
60 

100 

260 

Bqq.N
2gal. 

2 kg. 

560 
440 

130 

13 

1,055
500 
200 
250 
600 

60 
200 
500 
280 
370 
250 

750 

975 
440 
100 
190 
500 

100 
500 
280 
370 
250 

750 

360 

> 

- I

1I 
-
3 

Excludes the value of family labor-inputs. 

Eight percent of the cash outlays for items 1-12 (rounded to the nearest ten sucres)Five percent of the cash outlays for items 1-13 (rounded to the nearest ten sucres) 



COI=24[RCIAL RICE FLTP,!,TG IT= SE2.a-.-MCiIZED 1.THODS 

OF M0DUCTIOT: ) IEC-TA.I E COSTS. REVEINUES, AID I'ET II TCO0I 

(Based on an average yield of 40 qq. of polished rice per hectare; one crop annually)
 

A. 	Including Imputed costs of Family Labor
 

Revenues 

Costs 


-I.et Income 


B. 	Excluding Imputed costs of Family Labor
 

Revenues 

Costs 


Net Income 


Alternative Price Assumptions (per qq.) 

S. 110 S,' 130 Si. 155 sL 180 

St V.,400 S. 	5,200 S.6,200 S!7,200 
4,520 ,520 4,520 

- 120 Sf 680 S.1,680 Sf 2,680 

S1 	 4,400 S!5,200 Sf 6,200 SI. T,200 
46,o L4060 4,o6_o 4,o6o 

Sf 340 Sf 	1,140 Sf 2,140 S!3,140 

1.11 

0 	0I". 

P 	 all, 



PER-HECTARE COSTS OF COMMERCIAL RICE FARMING 

UNDER SEMI-MECHANIZED METHODS OF PRODUCTION 

(Costs in Sucres) 

1. 
Z. 
3. 
4. 

5. 
6. 
7. 

8. 
9. 

10. 
11. 
I. 

13. 

Operations 

Clearing 
Land Preparation 
Seeding ) 
Fertilizer Applic.) 

Herbicides 
Weeding 
Pesticides.I&II 

Bird Control - I&11 
Harvesting 
Transport 

Interest 2/ 
Contingencies 3/ 

Amortization of Land 
Purchase 

Totals 

Use of Vehicles 
Unit 

1 hr. 
5.75hrs. 

I hr. 

S/5/qq. 

& Machinery 
Cost 

100 
400 

80 

200 

780 

Total 

Days Cost 

2 40 

2 60 
14 280 

4 120 

10 200 
40 720 

_ ____360 

72 1,420 

Manpower 
Family Labor 

Days Cost 

2 40 

1 30 
7 140 
2 60 

5 100 
5 90 

22 460 

Hired Labor 

Days Cost 

1 30 
7 140 
2 60 
5 100 

35 630 

50 960 

Materials 
Quanti ty Cost 

Zqq. 400 
Zqq.10-30-10 220 

4qq. Am. Sulf. 280
Zgal. 440 

2kg. 130 

50 

1,520 

Total 
Cost 

100 
400 
400 

620 
500 
280 
250 

200 
770 
Z0O 

260 
180 

4,520 

Cash 
Outlays 1/ 

100 
400 
400 

580 
470 
140 
190 

100 
680 
200 

260 
180 

360 

4,060 

1/ 
T/ 
3/ 

Excludes the value of fanily-labor inputs. 
Eight percent of the cash outlays for items 1-10 (rounded to the nearest ten sucres)
Five percent of the cash outlays for items 1-1l (rounded to the nearest ten sucres) 

...................................................... 



COMMERCIAL RICE FARMING UN4DER IRRIGATED 	AND MECHANIZED METHODS 
OF PRODUCTION: PER-HECTARE COSTS, REVENUES, AND NET INCOME 

(Based on an average yield of 70co.' of polished 	rice per hectare per crop; two crops annually) 

A. Including Imputed costs of Family Labor 
Revenues per crop 
Costs per crop 

Net Incom 	 per crop 

B. 	 Excluding Imputed Costs of Family Labor 

Revenues per crop 
Costs per crop 

Net Inco-ne 	per crop 

Alternative 
S1 130 

S/ 	 9,100 

6,350 


S/ 	 2,750 

S/ 	 9,100 
5,790 

S1 	 3,310 

Price Assumptions (per qq.)
S/ 155 ISO18 

S/10,850 S/12, 600 
6,350 6,350 

S/ 4, 500 S/ 6,250 

S/10, 850 s/12,600 
5,790 5,790 

S/ 5,060 S1 	 6,810 

0 0D 

O O 

-

F~0
0 
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AGRARIAN REFORM IN ECUADOR 

Agrarian reform has ordinarily been considered an effort requiring 
expropriation of lands and 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
cations. To provide this background, we reproduce here an analysis 
written by Dr. Liss Lekis who evaluated the operations of AID under con
tract with the Mission in 1967 and 1968. 

"Recognition of a pressing need for change in the structure of 
 ,
 
agrarian society and land owmership is relatively new in Ecuador. During
 
the presidential elections of 1956, only one candidate spoke out for the
 
need for agrarian reform. He was defeated. By 1960, however, the pic
ture had changed, and during the campaign preceding the elections, every 
candidate loudly supported the concept of agrarian reform, although from
 
several quite different points of view. Everyone appeared to agree that 
something should be done, and immediately, but there was little agreement
 
as to what. Dr. Velasco Ibarra, elected President of Ecuador in 1960,
 
irmediately named a commission to study the problems of agrarian reform 
and prenare a draft of a law to submit to Congress. During the sessions 
of Congress in 1960, however, members w.ere too occupied in attacking the
 
previous regime to pass the law submitted. By 1961 hopes for passage of 
the law were frustrated by an antagonism bet.een President Velasco and
 
CorLjess which was resolved only when Velasco was forced out of office 
and replaced by Dr. Carlos Julio Arosemena. Various programs were pre
sented to Dr. Axosemena, but no action was taken on any. Under heavy
 
political pressure, Dr. Arosemena finally announced that a Law of Agra
rian Reform would be established by Executive Decree previous to the
 
session of Congress scheduled for August., 1953. 

A Decree 7ras prepared and was ready for the President's signature; 
but the coup carried out by the military in July, 1963, completely 
changed the prospects once more. The Military Junta that took poTer 
gave the unwLillin.ess of the gover..ent of Arosemena to enact the 
necessary reforms as one of -ohe reasons for this overthrow,.- and it was 
-.th the sponsorship of the Military dictatorship that the Law of 
Agrarian Reform was passed in July, 1964. 

In general, there are two opposing points of view regarding agrarian
 
reform. One represents the thesis unheld by the traditional forces 
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mainly made up of landlords. As could be expected, this theory is 
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 arguments 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 also suffer from higher

food prices, 3) capital will 
no longer remain in the country and the
 
index of investment will drcp, and 4) colonization, not expropriation,
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 produce all of which
 
it is capable with the results of such production being divided equally 
among the factors of production. 

Although these two groups are most vocal in their arguments, there 
is a third group, more to the center politically than either of the other 
two which takes the stand that expropriation of well cultivated lands
would be a costly error resulting in a withdra-.al of investment capital
folloling by chaos. They reason that agrarian reform should refer only to

the e:cro-oriation of lands left uncultivated in a program which would
include improving facilities of agricultural credit and extension. 

Unfortunately, the final Law of A-rarian Reform which was passed
and turned over to IERAC (Instituto Equatoriano de Reforma A7garia y
Colonizaction) for implementation and adlministration was influenced by
all of these divergent and incompatible viewpoints and was, thus, satis
factory to no one.
 

Aims and Philosohy of RAC 1964-1966 

The implementation of agrarian reform, according to its interpre
"ation by the first Board of Directors of MRAC, was planned around the
 
achievement of both long and short range goals.
 

UNCLASSIFIED 
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1. 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 achieve social reform through social mobility
aimed at destroying the rigid social stratification characteristic of

Ecuador. It was considered that this process could only be carried out

in an atmosphere of peace and tranquility that would promote the develop
ment of true democracy.
 

c) Economic. 
To develop a society in which economic develop
ment could be achieved. 
(This was not considered a possibility within
 
the present structure.)
 

2. Short Range Goals:
 

a) To correct the present defects in the agrarian structure
 so as to transform society and thus prepare the country for political, 
social and economic develooment.
 

b) To change the base of society which at present is built
 
upon ex-loited and underprivileged rrasses. Contemporary society was
 
considered to have three primary defects:
 

1) Defects in the tenancy of the land,

2) Defects in the labor rrket,

3) Defects in the distribution of the land due to the
 

prevalence of latiiandia and minizundia. 

As a result of --hese basic defots, othcr unfavorable factors effecting

the prosperity and welfare of the country developed: 

1. Low productivity of land and ran, 
2. -liiteracy, 
3. Lack of industrial devclopment, 
4. Malnutrition, 
5. Low index of econorlc -rowzh. 

To correct those ec~d- "_onswhich came aoout as the result of and 
not the cause of th- basic defects, it was considered essential thatthe entire structure of society be changed, a process which the XERAC

Director felt deserved first priority in any effective reform program.
 

UNCLASS17MLD 
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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
huasipungueros, but six or seven other types of tenancy 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
be eliminated or changed into something different, the basis faults
of society listed above would also be eliminated.. It was not

thought sufficient to change only 
one or two of the precarious tenancy
forms; all elements of possible exploitation had to be removed.
 

The Directors of IERAC recognized the fallacy held by many critics
of aojarian reform, that faults of tenancy and distribution of land could
be corrected by simply expropriating the land and dividing it up. 
It
 
was felt on the contrary that this action would achieve nothing so longas the present social institutions remained. 2,phasis was placed on
changing the status of the inhabitants rather than the distribution of

the acreage, thus making the base of the problem human rather than one 
of land alone.
 

Under the Law of A,oarian Reform AC was justified in intervening

in land holdings only for specific reasons:
 

1. For defe.t in tenancy,
 
2. For defect in land use,

3. For defects in land distribution (lands over a maximum size).
 

Although priority was given the reasons for intervention in the order
li. ted, the Board of Directors in general felt that defective land
distribution should rank above land use because of the greater ease in

effecting corrections. 
Although it is easy to de-ermine when land

owned is L'eatr r than a maximum set by law, or whlen it is idle and uncul
tiv:ted, it is not easy to determine to ihnat ex-ent cultivated land isbadly cultivated. there is cultivation all, isIf any at there alays 
a -oint of disareemrent as to whether the use of the land is
sufficiently bad to allow intervention 

bad, - or 
and/or expropriated by IMAC. 

In order to find land for persons suffering from any of the forms

of ex-colitation thc fir.st con'rsideration was the distribution of the land,and IEMC considered it essential to eventually exproTriate large land 
holdings in order to achieve "integration" of the campesino. 

U'LCLASSIFED 
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Before expropriating private property as allowed under the Law
 
of Agarian Reform, however, full use was planned for the state owned 
haciendas operated by Asistencia Social (Public Welfare) which were
 
scheduled to be turned over the IERAC for rcdistribution and resettlement.
 
Although IRAC and Asistencia Social are both agencies of the GOE, they
 
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 Social are, in general, operating under
 
unfavorable conditions. 
All produce incomes far below their portential

due to faulty rental contracts, poor choice of renters and a 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 usu1l short term of the rental (eight years.) Living conditions and
 
salaries among hacienda workers and huasiplunuaeros previous to the
 
establishment of IERAC were little, if any. 
 higher than elsewhere in the
 
Sierra, despite the fact that Asistencia Social is the official government
 
welfare agency.
 

Neither the total extent (133,000 hectaxos), however, nor the *oten
tially productive area (56,000 hectares) of the 77 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 a well -planned and efficiency
executed redistribution of these lands would serve as a model to give

impetus to a gradual but decisive agrarian reform. 

Actual redistribution of expjro-.riate land was planned to be handled 
by awarding the land titles to cooperatives to be organized in all areas 
where the program was to be carried out. Opponents of agrarian reform 
used this feature of the plan as justification for accusing 17RAC of being
Coinunist dominated. 1EhRAC insisted the reason for -:anting one title to 
a ,roup of people was to reduce the costs of the program and benefit more 
individuals. It was also claimed that individual titles were not appro
priate for huasiu.umueros as one of the priL.y objectives of the program 
was to form these oople into a group or society, a goal most easily be 
accomplished thou:~^h joint cultivation it wasof the land. also pointed
out that it would hardly be logical to expect people with a background of 
generations of subi,ssion to the patron, and with no opportunity to 
develop initiative and secure adequate educations, to change overnight
into capable land managers, It was felt that through communal farming, 
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the huasipungueros could be more easily trained in modern farm methods,could learn cooperative management, could secure credit through theircooperative, and could eventually from 'their own agricultural coporations or companies, an achievement 
regarded as impossible with indivi
dual ownership.
 

The advantages of the cooperatives or agricultural associations
(collective farming) include the benefits of cooperative markting end
purchasing, transforming the areas too small for individual holdings

into collective farms of adequate size.
 

Faith in the efficiency of collective farming and cooperative
action is based on the success of the Israeli models, and several'of the
personnel at 
JERAC had training in Israel. 
For those who claimed the
system proposed by IEPAC was based on Corxmt=nism, it was answered thatfarm titles are rrade 
to the cooperative; they axe not held as the
 
property of the State.
 

A low rate of land utilization is a primary characteristic of lati=fundia just as over cultivation is of nifudia, but by pooling the human
and material resources of a Crou'o gxovided wTith techmical assistance andagicultural credit, it was hoped both conditions could be avoided.
 

=AC's plans for collective farning did not el....inate privateholdings in areas where this ty-pe of ol.znership is economically feasible asin colonization area, nor ins colonization discouraged. Considering the
ra.ities in t. ier:- ; JLo.ev:. "S col. U_of to,o -.:'n: ; &'L e e . C n id r nand little htoo land,cooperative holdings offer one of h ', ..... ... . ; to both theovei-oopulation and the under-production of the Sierra. 

D'ven the collective farm with intense c....ivat.n and increased producrion, however, cannuot ans,,Ter indefinitely the "oblcm of a populationrapidly oucstri in, its available terial -esourccsand food suly. 

The ncew structue of society as envisioned by the ori-inal 1od r ofDirectors of I1AC would consist of three ty ... ofa 

1) AL-iculturdl' laborers: eC!_!oyod for salary and no.T Owning land;2) 1-oresac: lare aLiculatural ontrrises rsade u-o of coups ofassociausz including some small independent land ownvers;3) Cooperatv. worhers rade up of former huasiunjuezos and otherswho received redistributed lands from the State (IERAC). These,because of co:=-=al ownership and collective farming w-tould be ina "osition to compete effectively rith the large emnresas noted 
above. 
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Provided that agrarian reform could achieve these aims, Ecuador 
would then be provided with 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 organization, there would
 
also be some "mixed type" tenancies consisting of individuals holding

personal titles to parcels of land, but sharing other land, such as pas
ture, in common. T.RAC admitted the need of empresas both for production

and as sources of employment for the group of agricultiral laborers. It 
was estimated that at best, land ownership could only be provided 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 thought that
 
demand for labor should rise, and salaries and standards of living would 
automatically go up. 

The catch in the above planning is that each Step towaxd economic 
and social improvement depends upon the implementation of previous steps
difficult to control. If industrial development does not increase at a 
rate much higher than that of the past few years, there will be no jobs
for rural migrants to urban areas and if rural education is not improved, 
even a greatly increased industrial sector irll not provide work for an 
illiterate and untrained labor force with nothing to recommend it except
need. On paper, the theory looks infallible. That is, 1) the reorgani
zation of a iculture into ermpresas and prosperous cooperatives would 
produce service industries and other occupations to serve the needs of
 
a developed a icultural comunity ,mechanics, stores, etc.), 2) increased 
income to cooperative merrlers would result in -eater industrial develop
ment to meet new-v The steps needed, however, to transform anthe demand. 
uneducated subsistence farmer into a p-oducer and a consumer are liable to 
be complicated, time consuming and costly. 

After its reorgan-ization, 'frora the "nti..tode Colo-nizacion) , IERAC 
set first priority on the abolishment of the status of huesipjunguero. The 
Lair of A -arian Reform specific the liquidation of this form of tenancy
within twenty months after its passage, and to a large extent, this provision has been carried out, the hacendado having been requied to compen
sate huasipunguero according to the nubor of years of his serv-ice. Up
to ten years service wi:as rewarded with the ownership of the huasipungo 
(the small plot of land worked). For service beyond ten years the huasi-, 
punguero was entitled to cash compensation for days and hours worked,

but only very rarely were records available to indicate the amount of
 
compensation he should have received. Huasinuingueros irth less than ten
 
years service were required to pay the difference between the value of
 

j.
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their su.vLce for the number of years they had worked and the ten years
required to gain possession of the plot of land, where most had lived
 
all their lives as had their parents and grandparents.
 

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
 
at a subsistence level. 
After liquidation of the huasipunguero status,
the landowner (patron) no longer felt a paternal obligation to employ all
those living on his property even at an average salary of s/6 -S/lO per day.

He now can pick and choose his labor force, thus leaving many ex-huasi-pungue
ros far worse off than they were before when they could depend to some extenton the paternalistic attitude of mny traditional landowners who might employ200 to do the work of ten. IERAC is often accused of having caused this
sitaation, whereas. in fact, they were only carrying out the requirements
of the law which shortsightedly demanded "freeing" the huasi"pigueros fromtheir state of peonage without considering what was to become of them after 
that.
 

A year and a half after the founding of the a'arian reform program
the -,ilitaryJunta fell and was replaced by representatives of the obligarchy,
the bitterest opponents of Lgrarian ref'orm. IDmidiately the budget of MAC was cut to the point that over half its emloyeas (most working in txtension)had to be discharged, and the progroam reduced to a fraction of the original
-olans. The first Board of Directors of ,-MAChad recognized the need foreducation, extension, credit, and tecrL-ical assistance if any from landdistribution was to be effective in the Sierra. They also recogized aharder fact - that there were not a suf_'cien" nu&mber of available productive
or potntially productive acres to provide for 250.000 families even on asubsistence level. One answer to the problem lay in more intensive cultivation requiring research and ,c all, extension to inform the ex-huasipunguero or an owner of miniihndia of new reco., of seeds, or other means by which he could increase the yield per acre of his 0.t.
Follow.ring the cut in the IFRAC budget, (which has never been made up) extension on any large scale was imossible, as was agricultural credit, two ofthe basic assumptions of the original plan of action. 

Colonization
 

The answer of the large land oner to the demand for agrarian reform was usually "colonization". T1he recent historj of Latin Aerica presents
innumerable examples of colonization plans, most of them total failures,sometimes due to lack of funding 
lack of resources, or lack of land
productivity, but prima-rily to a poor choice 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 methods t: make colonization work. The
 
traditional point of view claims that colonization cannot be success
ful without ample advance planning in order to provide all the necessi
ties of life and a basic culture, i.e., a rural school, a store, an
 
agricultural extension agency, easy transport to market, etc., andinsists that colonization plans provide all these items. 
The other
 
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 owned by the State. 
If after five years of 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~aral laborers who might

have a subsequent claim to the land (sic).
 

The PAcparian Reform and Colonization Law gives IEAC administrative
 
responsibility over all state lands and all lands that revert to the

State for whatever legal cause, including those left uncultivated for 
ten consecutive years. There being relatively few state 
owned lands in

the Sierra, colonization was restricted betweento areas the Sierra and

the Coast, and the sparsely populated almost unknown Oriente. The
 
area selected for the implementation of the first colonization plan

was Santo Domingto de los Colorados, the site of the first unsuccessful 
Pilot Plan of Colonization.
 

Occupying this area were thousands of failies living on land to
which they held no legal title. I-AC undertook a program of legaliza
tion of titles for land squatters who had occupied the land for a minimum 
nuber of years, a situation knoin in Ecuador as "spontaneous colonization".
The second responsibility of IERAC in the colonization program was the
development of new lands for resettlement of excess population from other 
areas, a :unction that obviously required land survey, access roads,
eXtension agricult ,al credit, and most of allI, funds. 

Experience thus far with colonization shows clearly that the problem
of excess po.pulation in the Sierra wil not be solved by colonization 'pro
jects on the Pacific slopes. Most of the settlers of the ar.ea come from
the Coastal provinces, and, although there is a significant seasonal 
migration from the Sierra to the Coast, it is co~rnosed mostly of males
who work as a;ricultural laborers four or five months a year. If they
remain, they leave a destitute family in the Sierra and are often accused 
of being a primary cause of delinquency and crime on the Coast. 
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Until the fall of the Military Junta and the subsequent cutting

of ITMAC funds, considerable progress had been made in the construction
 
of access road; in the building of an extension service, construction

of rural schools and legalization 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 Domirgo 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. 

Daring the first eighteen months of the IERAC program (1964-1966)
18,877 land titles were delivered to squatters with another 12,099 in 
process; in the colonization program (new settlers) 7,512 titles to
 
265,880 hectares were delivered and 8,068 were in process for an
 
additional 254,620 hectares. In the Agzarian Reform program 132,761
hectares of land were distributed with 220,417 in process. 

Achievements and Activities of =7""C 

A. Aiarian Reform: 

The first project of IERAC involved the "freeing" of the 
jucros from their status of peonage. Prom the foundation of 

huso 
MRAC 

n
in

19-6I to Septemoer., 1967 15,344 families made up of 76,720 individuals 
were relieved of their "precarious tenancy" and given legal possession
of 46,500 hectares, an average of 3.0 hectares per family. 
In this
 
process IERAC acted in conformity with requirements of the Law of Agra
rian Reform which aimed at liquidating all for.zs of precarious tenancy
by 1968. An additional 8,821 families benefitted to the extent of
36,727 hectares made possible by processes of emfropriations (haciendas
of Asistencia Social) and reversions of property. 

From 1965-68 DRAC 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-huasi-pungueros 
on former haciendas of Asistencia Social was also indicated. 
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l) San Vicente de Pusir (Carchi): Through September 1967, 502
families received titles to pieces of land on the hacienda. 
Of this
number, 154 are organized in four cooperatives controlling 3,600
hectares of land. 
Lack of funds, however, have so far presented completion
of the anticipated works of infrastructure. 
Although cut dow-n 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 Centerson the hacienda; topographic measurements weere taken of 5,000 hectares;a silo with a capacity of 120 metric tons was built; and some agriculturalcredit plan extension service made possible a 50'o increase in production.
With the cooperation of the Andean Mission, 30 housing unitsand a school built, were improvedand with the assistance of the Ministry of Aricutue:a demonstration farm of 30 hectares was added. See Section on Pt 480
Loans which notes a diversion of USAID funds destined for agriculturalcredit. (not reproduced in this Annex).
 

2) acienda Pasillo (Pichincha/Cotopaxi); The project emphasizedworks of infrastructure as a means of increase production and raise thestandard of living of the ex-huasipunp.:eros. Daring the first year ofthis project ERPAC administered the hacienda. During the second year8Y of the cultivated land was turned over to the two cooperatives.During this time an intensive pro ram of agricultural extension andcooperative prcmotion was carried on to prepare the former huasipunguerds
 
organized,
to take over both cultivation and adzministration. Io
Cooperativa Atahualta with 228 members, cooperatives wereand CooprativaBolivar with about 30 Simon

.rrberswhiach received 1,7,9 and 221 hectaresre-:- ctively- he pannin.... for the c-nstruction of a Comn,,ity Centerwas completed. Within the cooperative organization a carpenter Is shop,a b ber, dressmker and others are operated by members of the comunity.With the aid of the cooperative members, offices, laundries and conmmunalbaths were built and a cooperative store established. Credits to thecwmpesinos consisted of machinery and ani-als., cattle, horses and hogs. 

1Atahuaita meibers are all ex-juasipung eros. Coop. Simon Bolivarmeboers are mestizos, former er'loyees of the hacienda who do notwarlt to belong to cooperative m-ade up of "indigenas". This conflictbetween Indians and the slightly better educated mestizo who rejects theIndian culture and "ho has collaborated in the exploitation of a socialgroup beneath his ow.n is common everywhere in the Sierra. 
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3) Tenguel (Guayas). In 1964
United Ftruit Co. 

IRAC bought the hacienda Tenguel from thefor the sum of §1. 3,940,000, and has since attemptedsolve the many socio-economic toproblems of the heterogenous Croup ofinhabitants. Emnhasis was placed on cooperative development and through
September 1967, 12 
cooperatives rith 580 members werereceived 7,390 hectares of land out of a total of 16c00 
organized and
 

on the hacienda.
The first pilot plan of Agrarian Military Conscription was carriedon this property vith out;a company made up of 100 conscri-pts, all nativesof the area. This plan (CAiE) attempts to give military training to
campesinos simultaneously with agricultural education and instructionin cooperative organization.
 

4) Guantug (Canar); The project is made u- of five haciendas withaatotal extension of 30;000 hectares. 
Intervention was initiated at the
beginning of 1967, and by the end of the year 9,252 hectares had been
delivered to 322 families in seven cooperatives.ex-huasi7Lungueros Thirty families ofalso received 600 hectares. The remainder is -plannedfor distribution to fazrzilies who have migoated to Canar for lack of
aGoicultural 
work and reasons of demographic pressures. The beneficiariesof the project have cooperated in completing works such as access roads
and wells. Each family rill receive five hectares of agricultural landand thlirty hectares of pasture which, in this area is considered a"fiaily size farm". 

5) Zula (ChLmborazo): The property, formerly belonging to the Church
consists of six sections with total of aboutwill be f -
a 16,0cc hectares. Beneficiaries237 ilies of x-huasi-urueroz- and other landless groups livingin the area. The parcelization of the agricultural sector has begunestimated to be completed and isabout the middle of 1968.eight hectares of agricultural land and ninety 

Each family will receive 
of pasture which is the familysize unit in this area. 

6) Hospital Catazo (adjacent to Zula): The 1603 hectares of the propertywill be turned over to 57 families in 1968. 6 pared to be givenT,'ohasis s 
to cooperative organization and the efficient use of irrigation. 

7) Colta :onjas (Chimboraso): The area of 3,300 hectares will benefitsix groups of ca'mesinos. Since intervention
ayricultauraelndae 

in 1966, 650 hectares ofbeen distributed to 170 bene'iciaries.fifty hectareo are destined Three hundredfor a reforestration project and another 2,200will be used for co.maunal pasture. 
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In order to solve the problem of minifundia in the Sierra, future plans ofIERAC include programs of: 

1) Social integration - "Ephasis will be given to education, hygiene,
sanitation etc. to awaken the cemDesrno to a consciousness of his problemsand those of the Nation. 
To achieve this goal the cooperation of agencies
such as the Ministries of Education, Agriculture, Prevision Social, and
Health, the Misio'n Andina, OIT, and FAO were regarded as essential.
 

2) Economic integration .feans
- by which human and material resourcescan best be used to increase agricultural production, raise the rural
standard of living, and improve the economy of the country are the goals ofthis phase of the progrma. 

in 1968 a regional development -olan is to be effectedCaymbe (Hcda. Pesillo) in the area aroundin which IERAC plans to place 1000 familiesseven haciendas of Asistencia Social with -n area of 10,000 hectares. 
on
 

is hoped that the proJect will have It
 a national impact which will facilitatesimilar progra;-ms in the future. 

D. Colonization
 

The area of concentration chosen for the first colonization project
was Santo Domingo de los Colorados, 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 Guayaquil aid Quito and those currently under
construction liking Santo Dominvo-Chone-Bahia and Satito Domingo-Esmeraidas.TLo develop 
and 

the area, however, required financing for access roads,subdividing lots, surveying, develo.ient-,:' of allI z -Des ofofirasrur,infrastruct -u-ebuilding andof schools suas well as aiding in the organizationand product-on cooperati .ves., of marketingad planning and ilemnting a program ofsupe-rvised agricultural crediz. 
The irLternationa! Development Bank authorizedto =PMkC in February, 1964 to a loan of $2,600,000aid in the financing of the plan forcolonization in spontaneousSanto Dominco. Funds were to beof access roads, install three 

used to comlete constructioncoannunity centers,provide agricultural build and equip 20 schools,and housing credit and aeara'of broad extension program to anabout 17000 km2 occupied in 1964 by 1,600 families. 
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A report of the activities of IERAC published in El Comercio, January4, 	 1968 claimed that from the foundation of the institution in 1964 until
September, 1967, 230,820 hectares of land had been surveyed and legalized

in favor of 6,400 families. From January to September 1967, 1,008 families

received titles to: 39,600 hectares of land. 
It 	was pointed uut that the cut

in 	funds made in 1966 was reflected in the deaccelerated rate of the legal
ization of land an&d titles program. 
 The renort also noted that the origina.

project of assistanQe to snontaneous colonization in Santo 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 plan, mad thirty four schools were completed, 14
 more then hadbeen projected. Agricultural credit anticipated to be S/ 25,640,900
exceeded that figure by S1 
1,552,840 for a total of S/. 27,193,740 ($1,495,805). 2_/ 

Much, however, remains to be done.
 

Plans were also made for colonization in other areas in addition to
 
Santo Domingo.
 

1) Valley of the Upono River: 
 This project is considered "in progress"

with the financial participation of the IDB mnd. the cooperation of the Centrode 	Reconversion del Austro in Cuenca and aimed at 
settling 15,000 families
 
on 268,000 hectares of underdeveloped land in the Oriente.
 

2) Valley of the Nangaritza River: This project is 
still in an

advanced "being studied" stage, but was planned for the settlement of 1,500fa.ilies on 100,000 hectares. It was hoped that the work or, the project
could begin in 1968. 

3) Being studies:
 

a) Valle de Arapicos, Chiguaza, Yacuipa (Oriente) 200,000 hectares.
 
b) Zona Coca, Aguarico, 500,000 has. (Oriente)

c) Carretera Puerto Ila/Bahi', 150,000 hectares (Coast)

d) Triangle between Guayllabwmiba and Blanco Rivers 100,000
 

hectares.
 

/ 	 See "Families Receiving Agricultural Credit", in Analysis of

Recommendations on the A!rarian 
Reform Program in Ecuador. USAID/1966 
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C. 
Centro do Investigaciones y Ensenanza en Reforma Agraria 

The Center was founded in December, 1966 to train executives and
technicians working in the field of agrarian reform. 
In 	its first year ofoperation, six cour-ss, having an average duration of three weeks, weregiven to 291 participants in five cities i, '....IERAC, the Institute organizes six other 	
. with 

courses in various Zones cf tnecountry which were attended by 167 persons. $165,000 in PL 480 funds
were used in the development of the Center, the activities of which, however,have been restricted because of political pressure, with enrohasis at presentbeing given to 	"rural development" rather than the hated (by the, oligarchy)
agrarian reform. 

As a means to explain the need for agrarian reform and colonization
to 	all sectors of 	the public, L3IAC pu1olished 16 books or 	pamphlets during
1967.
 

V. Problems and Criticism of ,pAC 

iEiRAC's principal problem from the beginning was lack of financingas 	provided by the Law of Agrarian Reform. In 	1 the first year ofoperation, IERAC assignedwas 15.9 million sucres from the national budgetor 	about 1/2 of 	what had been approved and anticipated. This was supplementedwith 4.6 million sucres as 	 EE.RAC's share of 	tces, 10.6 million earned incomefrom haciendas administered by the institution, ad 	2.3 million from otherinistries with which agreements has been signed. In addition IERAC used10.4 million from the ID loan for colonization and 6.1 million of USAID
PL 	 : 80 funds, a totalbr 1965 of 49.9 million or about equal to the50,000,000 annlual figure set in the law. With the fall of thelilitary Junta, however, in March, 1966 iPEAC was the first agency to
have its funds drastically cut, and since then hassufficient income 	 never receivedto 	carry out the plans and projects made so optimistically
in 	1964 (see Graph).
 

UNC LASS IFID 

2/
 



UNCLASSIFIED 
ANNEX VII, Page 16 of 22 

IERAC PROJECTS BY NUI.3ER OF FAMILIES BENEFITED 

Number of Families 
20,000 

j Liquidation of Huasipungos 

.. Legalization of Titles 

I Expropriation and Negotiations of Land 

15,000
 

lI CUT IN BUDGET 
10,000)
 

5,000_ I . 

-i I
 

Oct. '64-iiar.'66  April-Sept. 19bb TOTAL 
Oct. '64- Sept. '67 



UNCLASSIFIED
 
AI'N VII, Page 17 of 22 

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 progrom in its first eighteen months, however, 
and the dedication of its director and personnel were remarkable, and
 
continued USAID support to IERAC, at least in the form of PL 480 funds,
 
was recoimended. Only a few weeks after the evaluation was completed,

the goverrment 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 ti,:e, ad th f;u:.tse and
 
direction that had characterized IERAC became weaker and weaker as 
opposition to the program of' agrarian refor-- strengthened.
 

Publicity regularly appears in the press announcing IERAC's 
"grantingof titles" or "legalizing land tenancy," but as comipared with 

the first year's accomplishments, these seem small and stopgap. 

In January, 1968 a statoment was published as the result of a 
conference of Ecuadorean sociologists, which claimed that agrarian reform 
had been a fraud and a deception, because in its three years of operation 
only 3c/% of the properties larger than 500 hectares in size had been affected, 
and concluded that, therefore, latifundia remained intact with little change. 

The report noted further that even though the degrading status of

"precaria" and peonage as exa.plified by the huasipunguero had legally 
been abolished, the relationship of man to the land has not Lmproved. 
Instead, additional social and economic problems had been created, the most 
serious being the inability of the x-h i.ro.to survive on the 
produce of his plot of land end the ext e difficulty of finding outside 
cmployment. 

The only authentic rcfor- tha could be noted after three years 
was in the resettloent of the e:x-uasinun ueros and other marginal farmers 
on haciendas expropriated from Asiztencia Social, and even on these, the 
complementary programs and works planned could not be financed. 

Some superficial chanagcs have been made which, although not 
satisfying even minimu aspiration for moderate reform, have avoidedthe basic problem of the need 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
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genuine land revolution not to be confused with rural development,

colonization or agricultural ilyprovement. It is argued that this revolution
 
must be massive, rapid, and radical, capable of destroying simultaneously

latifundia and the class of latifundistas, and breaking the vicious circle
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 consequencesin the form of, 1) economic stagnation, 2) social rigidity perpetuating

class divisions, and 3) illiteracy, unemployment, malnutrition, and misery.
 

Technical assistance is admitted to be essential to a successful
change in land tenancy and social structure, but agricultural credit,

housing, education and infrastructure as well as 
campesion organization

must also be provided for agrarian reform to succeed.
 

The claim of the Sierra landowners that there is not sufficientland in the Sierra left to implement agrarian reform is countered by pointing
out the nuber of hectares of uncultivated 
or badly used land characteristic
of the large haciendas, the number of properties exceeding in size any
reasonable limits, and the nwmber of hectares owned by the State, the
Churce, banks and schools, or, that is, belonging to institutions which
have nothing to do with developing ag 'iculture. 

Liberals claim that the State has the obligation to take the necessary steps to end an unjust and irrational situation as do the
governing, classes upon whom the ultimate solution depends, if the 
consequences of a crushing process are to be avoided.
 

Attention is often called to the minimum effectivity of TERAC,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 
Owner Holdings Size Benefited 

State 13 52,912 3,410 

Church 2 68,000 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 size.
 

Thirty-three properties out of a total of 1,369 over 500 hectares in
 
size were exporopriated 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 Ell Conercio January 6, 1968, and attributed to 
the Christian Democratic Party, cormented: 

"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 (UIRAC) 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.!!..
 

Other published criticism come from the Camaxa de Agricultura
 
(representing the large landowners). l_
 

El Comercio, November 25, 1967 
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"The prolific programs of agricultural education detailed in the General
Devel6pment Plan have not been curried out, (By IERAC)"......"and themajority of landowners have hEVER received a visit from a technician nor
had the bunefit of his advice." 

Many more exemnles could be cited, but it is sufficient to say thatduring its lifetIce, IEPC has been battered by criticisms of all kindsfrom all dir-ections. Priza-ily, however, operation of the institution haveben threatuened from two directions, first from the large land holders who,although they hesitate to conde:m "he concc-t of land reform, refuse to
 
apply it to thes.selvcs 
 Eand accuse =SJ C of 'bing"Corunistic" inprogram. Secondly, i2PAC is under itsattack from extremist groups led by the
C... unisto who clam.Z the organizttion 
 is a "tool of the oligarchy and thelatifundistaL;." it can hardly be both. 

Since his selection as interim-President, President Arosemena has
consistently avoided the iu ararian reafor, preferring to follow theline of the oligarchy end tal],c about "stontarieous colonization" instead.O.- '.arch 12, however, the P'esiden- s'et with the Directors of MRAC,surprisingly accu:ed them of i.oeding agraricn reform, 
and 

on basing his statementscL.-io presented himto by the member of the Board representing theFdel-;'ttion of !ndians, a Coz....unist dominated group. The corolaintswer' little rote -hen a rcsus e of the saee recurrent problems, and therese;"little p.oin in ti 'heg tothe, the President for ris personalintervention, particularly as they could have been discussed in regular

oard meetings.
 

In Presiden Arosenena', stazeont to the nress_, e-t ressed hisheo..;osnn.on to anything which hinders just l"nd distribution, explaining
-.s rarty su-r av reo=a s cn rative of civilizationboth for social justice and to avoid social upheavals," thus reversing manyof his t t"thea ,t. s 


&edays th.tu Plres~ide~nt -os.r ena made his accusations against
the YenLagcmc nt of ZiZC, a new:DD loan to ILQ.-'2C in the amount of $3,O000,000wa. a- oun.ced which ''a:; secified to "financc the progrm of resettlement on i an Vicunte de Pusir a o d TengCuel. Actually, IDBr&;r e~ntatives info=,,d UZAID that this staturent was in error and thatnone of the f uds wculd go to Tcnguul which has received a private loan,money would beanid that -LL used to expropriate and develop otherAsistencia haciendas; as well as continue work on the old projects. 

UNCLASSZ, MD
 

,I
 



MTCIASSIFIIDacsin VII, Page 21 of 22 

Following the President's accusations, 'here ensued a chain of
charges and counter charges involving most of the personnel of IERAC,

the Director of the Dcpxarment of Agrarian Reform, who had been singled
out for Presidential criticism, defending himself in the columns of the
 
newspapers three separate times.
 

The Coercio, in an editorial a few days later, critized the IERAC

Directors of "buck passing" 
 and trying to sidestep agrarian reform, and

tenred them "indifferent and lacking in dynnaism," accusing them of
 
having paralyzed the progran.
 

Despite the Agrarian Ref'o=. Director's defense of himself and his
 

policies in -e face of President Aroseena's criticism, the Board of
 
Directors of I-tC ainovunced on April 17, 1968 that he 
 had been removed
 
from his position along with the Program Director, both of whum blamed
 
their dismi-s'_l on the President's failure to support agrarian reform,
 
an. the machinations 
 of' the Federation of indians (FEI) Representative
 
on the Board, an effective squeeze 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 
movement. 

On :.ay 30, 1968, the organization of employees of IERAC made a
 
direct anneal to the President 
that the members of the Board of Directors 
be requested to resign, asking at the sare time for an official evaluation
 
of ZERAC andd the stabilization of the economic situation of the institution. 
The Director of IMPAC was accused of negligence and of having allowed
 
-she assets of IAC to be attached as the result of a legal battle over the 
-rice of an e~coronriated hacienda. 
The petition added that "agrarian reform
 
has been par ayzed since the present executives were appointed to office."'
 
in the IERAC Board meeting which followed, the FEI representative was

quick to side with the emoloyees, saying that "IEBAC must be an institution 
dedicated to social transformation and renovation rather than a bureaucratic
 
and political apparatus."
 

By June 4, 1968 the resignations of the Director was accepted and the
resignation of the Director of the Department of Colonization was announcedby the press, which, combined with the earlier departures of the Director 
of the Deoartment of Agrarian Reform and the Program Director 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 FEI 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 taking 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 nore effective personnel have left the Institute,
 
causing further demoralization.
 

One current plan calls for the incorporation of IERACinto the Ministry 
of Agriculture. However, as of this date no definite action has been taken. 
Judging by the past, even after a finr decision is made it will be months 
before financing and staff is availabla. 

Whicn and if IERAC in its present or future incarnation shows signs
 
of being able zo handle its responsibilities AD's position vis-a-vis that
 
organization should be reevaluated. in this connection, the involvement
 
of IERAC in the proposed project might be considered. For now, the
 
facts suggest that the proposed project should be carried on independently.
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DRAFT LOAN AUTHORIZATION
 

Provided from: 
 Alliance for Progress Loan Funds

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 "Loan") pursuant to Part I
Chapter 2, Title VI, Alliance for Progress, to the Government of
Ecuador ("Borrower") of not to exceed three million six hundred thousand
United States dollars ($3,600oo0) 
to assist in financing the sale of
agricultural land to campesinos and the extension of production credit
thereto, the Loan to be subject to the following terms and conditions:
 
1. 
Interest and Terms of Repayment: Borrower shall repay the Loan
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. Other Terms and Conditions:
 

(a) Equipment, materials and services financed under the Loan
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
insurance 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) 
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