UNCLASSIFIED

UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY
AGENCY FOR INTERNATIONAL DEVELOPMENT
Washington, D. C. 20523

ECUADOR

PPOJECT PAPER

GRADUATE MANAGEMENT PROGRAM

AID/LAC/P-336

Project Number:518-0035

UNCLASSIFIZD



AGFNCY FOR INTERNATIORAL DEVELOPMENT

PROJECT DATA SHEET A

A= Add
C = Change
D =Delete

L TRANSACTION CODE

Amendrent Number

DOCUMENT
CODE
3

2. COUNTRY/ENTITY

ECUADOR

8.r IL()]L("I‘ NUMBER

3. BURFAUJOFFICE

¢ PROJECT ASSISTANCE COMPLETION DATE (PACD)

LLAC

|

]

LR PROJELI TITLE (maximum 4G characters)

— .
[andunto Management Program

MM

DN

()11\311! o|2]

A. Initial I'Y l?) l_(.’.J

7. ESTIMATED DATE OF OBLIGATION
(Under 'B.* below, enter 1, 2, 3, or 4)

B, Quarter. Eﬂ :

(. Final FY

]

PL

8. COSTS { $000 OR EQUIVALENT 81 =

)

A. FUNDING SOURCE ol HIRSTEY R LIFE OF PROJECT B
B rx C. LfC D. Total E. FX K. LG G. Ful\l
AID Appropriated Tod 0 TTI0,000
o Gy (3,500 )L C 103,500 (9,189 (811 )1{10,000 )
(f‘i“f,‘,)___ ( ) ( )] ) ( ( )| )
_(itl'u:r e
U S,
T THost (“‘m“;._.”.“_‘..:-.:.__ B 4.273 4,273
- ()llnr l)nnux( )_7. - e
) 7 I(JTAI S @Eﬁflm 9,189 5,084 14,273
- 9. SCHEDULE OF AID FUNDING ($000)
g | .U' .| GO PRIMARY . e o E. AMOUNT APPROVED e
AL APPROAT l{lMl\R\. TECIL CODE 1), OBLIGATIONS 10 DATE . ] F. LIFY. OF PROJECT
PRIATION[PURPOSE THIS ACTION
_ L _CODE  1.Grant] 2, Loan 1. Grant 2. Loan 1. Grant 2, Loan 1. Grant 2. Loan
(DENR _|_ 629 | 631 1,500 10,000 ]
W - )
(3}
i) )
T rorALs e
10. SECONDARY TECHNICAL CODES (maximum & codes of 3 positions each) 11. SECONDARY PURVOSE CODE
620 700 | 840 [ [
12 SPECIAL CONCERNS G ()1)1_97:”.]3771:”” 7 cujde.r of 4 pasitions each) T o
A Code ‘ TNG
T WAmeunt 110000 T

13,

l'l\()ll or ll;l(l()\l

(maximum 480 charucters)

To establish a high quality Graduate Management School in Ecuador.

14, SCIHEDULED EVALUATIONS

16. AMENDMENTSNATURE OF CHANGE PROPOSED (This is page 1 of a

MM
wcrin_Jo s |3

Yy

|

MM |

YV

"]

YY

MM
|9j1 ) vov (] 941

o8

[X] Local E___] Other (Specify)

15, SOURCE/ORIGIN OF GOODS AND SERVICES

[ concur in the proposed methods of implementati
as summarized in Annex 1I,

project,

17. APPROVED
BY

) -Si;;r.‘l—azu-rc

ey =L
Gerald R. WGin/(_ldﬁiiqu%;vfff'~/‘Q,(Z rv

Table 5.

page PP Amendment.)

1 and financing for this

AR & e

"Robert Clark, Controller, USAID/E

Title

Acting Mission Director
U3SAID/Ecuador

Date Signed
AM

lo V’L’M«ﬂél

18.DATE DOCUMENT RECEIVED
IN AID/W, OR FOR AID/W DOCU-
MENTS, DATE OF DISTRIBUTION

MM

L]

DD YY

AID 1830-4 (8-79)




PRQJMCT AUTHORIZATION

Name of Country: Ecuador
Name of Project: Graduate Management Program
Nunber of Project: 518-0035

1. pursuant to Section 105 of the Foreign Assistance Act of 1961, as amended,
1 hereby authorize the Graduate Management Program for Ecuador involving
pLlanned obligation of not to exceed Ten Million United States Dollars
(Us$10,000,000) in grant funds ("Grant") over a tive year period from the date
ol authorization, subject to the availability of funds in accordance with the
A.1.D./0OYD allotiment process, to help in financing foreign exchange and local
currency costs for the Project. 'The planned life of the project is five (5)
years and six months trom the date of initial obligation.

2. 'he project ("Project") consists of assistiny the Dcuadorean Private
Foundation (FPE) in establishing a high quality graduate management school in
Lecuador . '

3. 1The Project agreement(s), which may be negotiated and executed by the
olficer to whom such authority is delegated in accordance with A.I.D.
Requlations and Delegations of Authority, shall be subject to the following
essential terms and Covenants and major conditions together with such other
terms and conditions as A.I.D. may deem appropriate.

a. Source and Origin of Commodities, Nationality of Services

Commodities financed by A.I.D. under the Grant shall have their source
and origin in licuador or in the United States, except as A.I.D. may otherwise
agree in writing. Ixcept for ocean shipping the suppliers of commodities or
services financed under the Grant shall have lcuador or the United States as
their place of na-iocnality, except as A.I.D. may otherwise agree in writing.
Ocean shipping financea by A.I.D. under the Grant shall be financed only on
flag vessels of the United States, except as A.I.D. may otherwise agree in
writing.



4. Waivers

A.I.D. nationality requirements are hereby waived to permit the
procurement of evaluation services from suppliers whose nationality is
included in A.I.D. Geographic Code 941 in the approximate amount of $150,000.
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1.  SUMMARY AND RCOMebNDATIONS.

A, woal anu Purpose Statenent.,

The project goal 1s to upyrade the quality and increase the quantity
oL managers tor kcuadorean private sector enterprises. The project purpose is
Lo establish a high gua.ity graduate manageument school in bicuador.

. swanary ol Lhe Development Problewm.

(ne of the critical bottlenecks to the future economic development of
bouador is the lack ot well qualified and trained managers. The capacity to
establish and expand etficient and profitable business enterprises which will
generate cconomic and ciployment yrowth and which can compete in international
markets is limited by the scarcity ol qualified managers who can effectively
apply modern management practices. s pre-feasibility study for a graduate
manayelent program in becuagor (Annex X1V) estimated that an average of 2,700
newly trained managers woula be reyuirea in the private sector each year. The
demana Lor highly skilled graduate manayement deyree holders is estimated to
bo wore than 400 per year.  diowever, the supply of qualitied, trained managers
is nmuch less than the demand.

C.o  suwnary Project Lescript.cii.

1o address the shortage of trained managers in Ecuador, the project
wlll ussist the beuadorean Private ioundation (IPL), which is composed of
prominent kcuadorean husinessieen, to establish a high quality Graduate
Managenent Institute (W) . A Collaborative Assistance Contract has been
awaraed to a consortium of business schools composed of the University of
Bougron (the leaa institution), the University ob Indiana, rlorida
international University, ana INCAL {the Instituto Centroamericano de
Aualiilstracidn de bgpresas). This consortium has carried out the major
Ieasibility analyses Lor the project and will provide technical support to
establish the new graduate nanagenent proyraii.

At the end ol the project there will he a fully functioning,
Linanclally viable Graduate Management Institute which: (1) is staffed by a
core full time bcuadorean faculty; (2) trains at least 75 Fcuadoreans per
yvedr to the Master's level in management; (3) contributes to improved
manageiient by provianng exccutlve management Lraining to at least 400
seuguorcan private ana public sector managers per year; (4) has a fully
developed acadenac proyram and curriculum which respond to the management
Nueds ol Ll bcuauoreant private sector and to Lhe realities of the Deouadorean
chvironent; (5) has an ellicient, runctional auministration which can
maintain o high guality graduate nanagement proegram while winimizing
expenditures; (6) has an agcguate physical plant with a technical resources
conter andg compuater lacilitics; and (7) has an endowment tund which will cover
the projected post-project operating deticit.



The $1u million dollar A.I.L. cuntribution will finance over the Live
ana one halt years ol the project the lony anu short term technical assistance
provaded by the University ol Houston Consortium, training of Ilcuadorean
Students in the L.S., procurement ot commodlties including books and computer
aquipient, project evaluation costs, and the portion of the program's
operating costs which cannot be coverca through tuition and fees. The
counterpart contribution will include the establishment of a $2.5 million
eiowient tund, a pernanent campus (land and buildings) valued at $400,000,
and a contripution toward the program's operating costs of approximately $1.4
miilion derived trom revenues gencrated trom the Master's level and executive
aevelopment proyrans.

TABLE I
sSumary Financial plan
f ($000s)
ALl D Grant Counterpart Total
Technical
Assistance 6,130 -- 6,130
'raining 408 -- 408
Uperating
Costs 2,111 1,373 3,484
Physical
Plant 600 400 1,000
tvaluation 241 -- 241
Endown:nt
und - 2,500 2,500
Contingencies 510 ~-- 510
FAVIVIVE l0,0UO 4,273 14’273

D. sunmary kindings and Recomnmenaation.

The Mission project review committec has reviewed the proposed
project to establish a high gquality wraduate Management Institute in Ecuador
and has Lounda 1t fo he technically, !inancially, socially, economically, and
administratively sound. ‘rhe Committee has also determined that the Project is
consistent with A.1.D.'s country development stra teyy and with the developnent
Objectlves ol tuador. 1t therelore recompends Lhat the Pzoject Paper be
approved ana that a $10,000,000 grunt project Lo author . zed.
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11. paCKRGlUUND AND JUSTIFICATIUN,

A Statenent ol the Development Problem.

olnce the early 1Y8Us, buador has been subtering a severe economic
cricis. ‘The symptoms ob the crisis have included declining and negative
economlC yrowth rates, risiny unemployment and widespreada underemployment,
chronic current account deficits, and unpreceucnted high rates of inflation.

e roots ot the crisis are structural in nature and closely linked
to the external sector. For more than a decade, Ecuador followed an import
substitution inaustrialization (181) strateyy and depended on the export of
petroleum and, to a lesser extent, a few traditional egricultural crops for
vittually all ol its Loreign exchange and a targe share ok its GDP. Petroleum
exports also allowed the GUL to borrow heavily in international capital
markets to btlnance expensive investment proyrans.

By 1982, the situation had aluwost completely reversed itself.
stagnating production and weakeniln) worla markets for licuador's few major
traditional exports, including petroleum, had resulted in serious decreases in
torelgn exchange earnings at the same time that payments on the large foreign
debt were rising steeply. Also, in the 1970s the new industries focused only
on Lhe internal market and a rapidly growing urban population helped encourage
overvaluation ot the exchange rate. OUne of the results of this is the serious
balance ol payments crisis that the GUE has been suffering. Without access to
tresh international credits, the external sector became a drain on resources,
ayyregate demand and output dropped sharply, and the GUE had to resort to
leavy borrowing Lrom domestic capital markets in an attempt to keep afloat.

in May 1982, the (OB decreed the first devaluation in over a decade
and set in motion an economic stabilization program. This program was
retntorcea by o June 1983 stand-By Aygreement wih the IMF which was largely
successful. With progress towards stabilization having been set in metion,
attencion has turnea to the need for major structural adjustment to set the
icuadorean cconohly on a more stable, long term growth path. The GO8 will
necessarily have to modily the policies such as an overvalued exchange rate,
high levels ol etfective protection and domestic subsidies on products such as
gasoline which distorted the economy during the years of petroleum-induced
high econonic growth. ‘''o earn foreign exchange and stimulate its economy,
rcuador will have to develop additional, non-traditional exports. Ecuadorean
inaustry which has produced for the internal market will have to become more
elilcient to compete in the international market place and with imported goods.

The shitt toward an export oriented cconowic development strategy
which nust occur il the itcuadorean econony is to continue to grow will require
not only nacro-econcmic policy cranges, a nunbwer of which have already been
npleiented, but also a significant institutional development effort to assure
that the mechanisms required to inplement this strategy are established and
opetational.  wne ol the critical bottlenecks to the future economic
developent ol kcuador is the lack of well qualified and trained managers.

The capacity to establish and expand eflicient and profitable business
enterprises which will genercte the economic and employment growth that is so
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necessary in licuador and which compete in international markets is severely
limtea by the scarcity ot qualified managers who can apply medern management
practices.

The existence ot this wanagerial bottlencck is manifested in a number
OL ways. In many sectors (e.q., banking) the turnover of qualified managers
is extrenely rapia anu salaries sonmctimes exceed U,S. salary scales. Many
lnaustrial concerns are inanaged Ly expatriates. In 1981 approximately 230
expatriate executives were estinated to have tuken positions in Licuador. The
current tipancial crisis in scuauor is particularly harmful because Kcuadorean
business manayers are not adequately prepared to manaye enterprises during
periods oL econcuile Lluctuation.

The demana for qualitied nanayers far exceeds the supply of qualified
anayers.  onsequent Ly, wany nanager ial positions are Lilled by persons who
dre nut properly vreparea for management., A pre-feasibility study for a
btatitate henayelicent program in eucdor conmissionea by USALD estimated that an
aver aye ol 4,700 newly treincd managers will be roequired in the private sector
eact year. .t The narkot for highly skilled graduate managenent degree
toluers Lo estinated Lo be more than 4uU per yeor, primarily in the areas of
mrketing, industrial relations, and finance. These figures do not reflect
substantial aauitional public sector requircmnts Lor trained managers of
1,100 per year (replacenent only) including alwost 200 per year with graduate
level training.

The supply ol qualified managers is much less than the demand.
approximately 5,770 undergraduate deyrees in nanayenent related areas
(economics, administration and accounting) were awarded by Tcuadorean
universitles bDetween 1971 and 1981, buring the same time span less than 25
yrauuate degrees were awarded in the same subjects. In 1981 production of
bCuadorean manayers was estinated at 610 undergraduate and 12 graduate
panagers trainea 1n hcuador e 41 underyraduate and 31 greduate manayers
trained abroad. oince that time the nunber of nanagers trained in Icuador
annually has not increased perceptibly while the nuiber of graduates from
Lorelyn institutions has unuoubteuly declined because of the deteriorating
economic situation.

be Project Rationale ana Relation to Mission Strategy.

s.l.b. 1s assisting kcuador to aduress a number of the major
constraints to brinyiny about the structural change of its economy. A.I.D.'s
macro-rconomic Policy Analysis Project is assisting the Government of Licuador
(GUL) to rerormulate key economic policies which will help bring about
Leonomle testructuring.  the ngricultural Sector keorientation Project is
helping to restructure the agricultural sector to rely more on the price
ieChanisin and 1s strengthening private sector agricultural institutions. ‘'The
Non-Traaltional kxports Project is assisting lcuadorean enterprise to develop
toreiyn markets ror non-traditional exports.

L. W. Renforth, "a Pre-leasibility Study for the Establishment ol a Graduate
SCnoOL of management in Leuador", sugust, 1982, Chapter 4.



‘This project supports A.l.D.'s strateyy of strengthening the human
resource, financial, ana representational bases of the Icuadorean Private
sector. Specitically, the project will help alleviate a key cohstraint to the
exponslon and increased etficiency ol the private productive sector. It will
also support A.I.D.'s medium term strategy ol promoting structural change in
the bcuagocean econouy by targeting training in those sectors which are key to
lcuador 's future aevelopient, eg., agribusiness, exports, and finance.



111, PRATEC] DESCRLPIION.

A.  Project Goal and Purpose.

The project goal is to upyrade the quality and increase the quantity
Of managers for Lcuadorean private sector enterprises. fThe project purpose is
to establish a high quality graduate management school in Ecuador.

L. Project witputs.

1. General Nature of the Graduate Management Institute.

The project will result in the development and implementation of
a high quality Graauate Managment Institute (GMI), or Instituto Post-Grado De
administracion ac hupresas (1PAL), In Meuador.  'Phis institution, when fully
operational, should, at a minimum, produce approximately 75 to 80 masters
level graguates per year. 1n addition, at least 400 persons per year will
attenu executlive development seminars. Applied research activities will also
be undertaken.  The GMl's program will be designed to respond to the needs
ldentitied for an increased supply ol well trained nanagers i1n areas suci as
banking, tinance, international marketiny, production management, and
agribusiness. Although modern (U.5.) management techniques will be taught,
the curriculuw will be avapted to Lit kcuadorean needs and conditions. The
project, as designed, will create an institution which will have a eritical
minimum mass to succend oh a lony term basis. however, based on the
experience of similar insititutions in other latin American countries, it is
expected that the GML will expand its scale and scope of operations after the
project is completed.

The school will be located in Guayaquil which is the major
center oL bcuacor's comnerce and industry. It will be inplemented by a
non-prolit oryanization, the lFundacion Privada Ecuatoriana (FPE) , which was
estaoblished in 1984 with twenty-one founding nembers consisting of
organizations ana individual businessnen. This non-profit organization will
have a nenbership which incluaes all seygnents of the Lcuadorean businecss
comunity. The founaation will appoint the board or directors of the school,
will undertake the local fund-raising etfort, ana will be financially
Lesponsible Lor the long-term viability of the school.

The school will be established with technical assistance from a
consortium which includes three U.5. universilies, the University of Houston
(leaa wnstitution) ; the University ol Indiana, ana Florida International
university, as well as IoCAll. This U.S. university consortium was contracted
camgetitiveLry to carry out thne final feasibility and desiyn studies through
Lhe Collaborative Assistance Mode ol Contracting. Upon signature of the
Looperative Agreement another contract will be neyotiated with the Consortium
tor project implementation. ‘he consortium will he responsible for developing
and uwlenencing the initial academic program. 1L will wrovide specialized
administrative support to the scixol as well as a core teaching staff
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incluuing three to four full time professors and a number of visiting
protessors tor a period or tive and one-half years while a select group of
rcuadoreans is beiny trained in the U.S. to the Ph.D. level over the same
period. ‘'lhose teuaaoreans who successfully conplete the trainihg, which will
also be coordinated by the consortium, will replace the U.S. professors and
will become the core stalr for the school. 1n addition to the full time
(tienpo completo) faculty, additional part time faculty and research staff
willl eventually be contracted.

2.  specilic Project Qutputs.

a. A lully bevelopea Academic Prograin.

A key element in the eventual success of the school is the
degree to which its program and curriculun respond to the management needs of
the Ecuadorcan private sector and to the rcalities of the Ecuadorean
environent. The academic prograwm will have three basic components, a 15
month full-time master's level program, an executive development program, and
an applieu research proyram. 'the full-time naster's program will provide the
tundanental base upon which the 1w, -tern quality and viability of the other
two components st be basea because it justities the core statf of highly
(ualitied faculty which is necessary to inpletient the other two components
over the lony term.

(1l.) Master's Level Proyram. ‘The 15 month master's level
progrem 1s & relatively highly structured proyram couposed of five trimesters
which is designed to provige a curriculum which 1s generally equivalent in
guality to that founa in U.S. institutions but adapted to regional needs and,
consequently, eliminating many U.S. courses which are specifically directed to
Lhe unique characteristics of the more complex business system in the U.S.

The Master's level program will provide a fundamental core or foundation
business curriculum in aceas such as accounting, finance, marketing,
organizational development, management, introduction to computers,
nacro~economles, data analysis, and managerial economics adapted to Icuadorean
necds.  In audition, it will include a series of more applied functional and
maayger ial courses specific to the krcuadorean environment such as export
narketing, entreprencurship, agribusiness, business policy and environmental
analysis. blective courses are necessarily lLimited and will be provided only
during the last trimester. 1n addition, the progyram will include training in
Imyglish anu other skills which, while not part of the core curriculum, need to
be incluued. In addition to knglish language training, entering students will
be yiven a briel 2-4 week refresher or leveliny course which emphasizes basic
math and analytical skills. Students will also be provided training in
written case analysis.

(2.) Lxecutive Development Prograws. The Graduate
ranagenent Institute will also olter an lixecutive Development Program which
will proviue practical training which addresses the day-to-day concerns and
knowledye reaulrenents ob businessuen (and public sector administrators) in
bcuador.  The proyranss will target both top executives and mid-level
managers.  The prograwms will be conducted by the Institute's faculty; however,
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initially some courses will be taught by visiting professors and/or be jointly
sponsered by INCak. The executive development courses will be offered not
only at the Institute's Guayaquil facility but also in Quito, Cuenca, Manta
and other cities, as part of the Institute s mission to serve as a national
resource for bcuador. A four tier executive developsient program is
contenplated. 'Lier 1 will be short 1/2 day sessions with distinguished
speakers, primarily from the U.S., which will be targcted toward top level
executives ana which will serve primarily to promote the Institute. Tier 2
will be practical onc day workshop: on topics such as the use of personal
computers 1n business, tne principles of cost-benefit analysis, personnel
nanagement, etc. which will be targetea for mid-level managers. Tier 3 will
be 2-4 auy sessions which tocus on tle latest developnients in key areas of
interest to top kcuadorean exccutives such as strategic planning,
international marketing, control, as well as timely topics such as
developients in export [inance, globalization of capital markets, etc. ‘Mier 4
will be an on-goiny exccutive developwent program which will be offered at
night or on weekenas over a three month period and which will focus on
tragitional subjects such as marketing, finance, and management for mid-level
managers.  Upon successtul completion of these proyrams, participants will
recelve certificates of specialization.  The Institute will also offer
speclalized, contract programs to institutions such as the Central Bank.

(3.) applied lesearch Program.  As an adjunct to the
master's and executive development programs, the Institute will carry out
applieu research on a contract basis for lcuadorean private and public
winstitutions as well as Lor international oryanizations. This research will
constitute a small hut important activity for the Institute. It will help
enhance the Institute's prestige, keep participating faculty's research
skilis ac a high level, and contribute to the production of new cases and
other didactic materials. Research will be, as a rule, undertaken only when
revenues deriveda from the research project can fully cover the direct costs of
research.

b. A Junctional Adwinistration.

s Key elenent in the successtul operation of the school
will be an eflicient, tunctional administration which can maintain a quality
academic program and assure selection of qualified students while minimizing
operatiny expenditures. 1n order tc facilitate the developiment of this
aauinistration, particular attention witl be paiu to the recruitment and
training of three key Licuadorean administrators: a rector, an academic
director and a administrative director. “The administration will receive
airection from the Junta Directiva of the Board ol 'Prustees of the
institution. Al and the Consortium will assist the FPE to establish
selection criteria for menbers of the Board and the Junta which will include
achleving a balance between various sectors ob the econony, geographic regions
and persons with a knowledye and experience with post-graduate academic
puUsiness programs. ‘Technical assistance will be provid 4 by the U.S.
university to assure adequate on the job training of these individuals. If
necessary, speclalized training will also be provided for these individuals at
U.5. or Latin American institutions.
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c. ‘lrained raculty

Approximately ten licuadoreans (4 tunded by this Project and
six others supported by other AID sources), will be recruited and trained to
the Ph.D. level during the Project .n order to torm a highly qualified faculty
which will scerve as the academic cou @ around which the school will operate.
training will be provided in areas cuch as finance, marketing, accounting,
nanayement, organizational development, economics, and quantitative methods.
Ui tlese trainees it is expected that seven will complete their studies
successiully ana return to teach at the Institute. They will constitute a
core LEcuadorean Laculty for tle GML and will teach in the master's level and
executive developuent programs as well as undertake applied research
activities. These stuuents will be trained to the doctoral rather than the
naster's level becausce ot the beller preparation tor teaching and research
which they will recelve and because cxperience in similar schools in latin
Anerica has denonstrated that there is o higher start retention rate than when
only M.B.a. traininy is provided. In order to assure that the participants
ao, in ftact, teach in the GMl, they will be required to sign contracts which
obligate them to teach at least two years for each year of training received
or to repay the cost ol the trainivug.

d. Adequately lguipped Facilities.

in order to implenent a quality graduate management
program, an adequate physical plant with specialized equipment and facilities
are reguired. ‘The basic minimuwm speclalized facilities which this project
will support incluae a documentation center (library) with a minimum of 6,000
books, documents and periodicals, sibmultancous translation equipment, and .
conputer center as well as space for at least two classrooms and offices.

C. Project lpputs.

. Technical Assistance.

£ major project input will be approximately 20 person-years
of in-country long term teclnical assistance and 63 person-months of short
tern technical assistance which the University of houston consortium will
supply. 'he technical assistance will include a chief of party who will serve
as the advisor to the school's aaministration and will organize and supervise
the other technical assistance. A core faculty of three to four U.S.
pJroressors will also reside in Guayaquil and will constitute the Institute's
lony-term "permanent faculty". ‘“These protessors will organize the academic
progyram, aevelop the curriculum and teach courses while Icuadoreans are being
Lrained to assune these same responsibilities. The core staff will include
prokessors ot accountiny, finance, marketiny and wanagement. In addition, the
Consortium will provide a librarian for one person year in order to set up and
heyin operation of: the documentation center.



_lo..

In addition to these professors, approximately forty-five
person-lionths ot services ol visiting protessors will be provided to teach
and/or develop specialized Master's level and executive development program
courses for which the core taculty does not have the requisite expertise.
This assistance would be provided by, for exanple, professors who would be in

resiagence one quarter per year or who would be in country ror two weeks to
give executive development courses.

Speclalized technical assistance requirements (18 person
months) also exist for activities such as the organization of the
docuentation ana congutation cencers as well as for a financial control
systems expert.  1his expertise 1s required to assure that the najor support
services (library, computer center) function effectively and efficiently and
that the Linanclal muanagement obf the Gvl is tu Lly developed and operational
prior to the completion oL A.1.D.'s assistance.

In addition, there will be requirements for a project
manager (4.25 person years) and support staff (12.75 person years) located at
the Unlversity ol louston. The University of houston based staff will be
tull-time during the first three anu one-half years of the project and will
then pe part-tine.

Taole Il sumnarizes the technical assistance which will be provided.
TABLLE [1

lechnical nssistance kequirements

person-years  person-months

Chier-of-Party 5.5
long Term Faculty 13.5
Visiting Professors 45
Librarian 1.0
sSpeclalized short~ferm lechnical
Assistance 18
Project ruinager 4.25
support StattL 12.75
1utal 37 63

Technical assistance costs amounting to approximately $6.13
miliion will be financed with the A.I.D. grant.

b. Lraining

Approximately 16 person-years of training will he provided
under the project. 'The major part of this training will be long-term Ph.D.
level acadenic training for four Luture licuadorean faculty members.
(siaitional long-tern training for six more future Bcuadorean faculty members
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1s being tunued outsiue the project.) Areas tor long-term training include
banking and Linance, accounting, international narketing, and economics.
Additional short-term training will be provided to aaministrative and academic
stall as reyuirea. Speclalized training requirenents include educational
awninistration, financial control systems, library science, or computer center
operations. ‘lraining will be coordinated by the U.S. consortium; however,
training will be arranged at the most appropriate location. Some short term
tralning nay be providea by INCAls, ‘Iraining costs will be approximately
$400,00U and will be tinanced with grant funds. However, additional training
1s already beiny tinanced by A.l.D. outside of the project budget. Six
adaitional lLicuadoreans are being or will be trained to the doctoral level in
supjects such as organizational development, production management and
nanagenent information systens.,

Cc. Specialized Instructional kquipment and Materials Costs.

The nAt.D. grant will finance specialized equipment cost as
described below. 'The total contribution will amount to $435,000.

(l.) Library sasjuisitions. A capital expenditure will be
required for the initial acquisition and cataloging of 1,000 books, dozuments
and back copies ot periodicals which are necessary to create the minimum
collection for the documentation center. Acquisition and cataloging costs are
expected to averaye $40 per book or $40,000 while a similar amount is budgeted
tor acquisition of documents and back copies of periodicals. Total investment
ror a minluum collection would be $80,000. In audition, an annual recurring
expenditure of $50,000 per year is reyuired to expand the collection by 1,000
volumes (to an eventual total ot 10,000 volumes) ana to maintain subscriptons
to periodicals. 'This expenditure is included as an operating on-going cost.

(2.) Computer dSystem. 4 relatively modest computer system
will be financed with grant funds. The system will consist of 24 personal
conputers with 256K ot memory and dual disk drives tied toyether with a 400
megabyte magazine drive (1M 36 or similar), a tape backup system, and several
diLferent types of printers. This system is estimated to cost $165,000
wncluding basic software. (See Annex XV for a nore detailed description of
systan regulirements., )

(3.) Simultancous Translation. A mobile simultaneous
translation system, which will be necessary ftor some lnglish speaking visiting
professors to teach ettectively is budyeted at $25,000.

(4.) Class-koom and office turniture and lyuipment. Basic
class~room cquipnent is estimated to cost $97,000 and furniture is budgeted at
$72,000.  (mmex XV provides a detailed list ol required equipment and
turniture.)
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d. Physical pPlant.

As part of the feasibility studies carried out during
project aesiyn, it was determined that a non-residential campus’ within the
environs of Guayaquil wouldt be the wost feasible alternative from the stand
point ot cost. The physical facilities will be primarily provided through
contributions of the Ecuadorean private sector. ‘'he I'Pli is commited to
provide a "bare-walls" structure which then would be finished to
spcecitications detailed in Annex XV. The total area to be provided is 1,600
square neters. It is estimated that the vaue ot land and construction of
minimal facilities will be $400,000 (per Annex I1). OF this amount, not more
than $1U0,000 oL A.1.U. grant funds would be used for costs of finishing the
tacility. However, it is expected that much of the physical plant could be
built witn in-Kina donations, e.y., land, architectural and construction
services, and construction materials. The PE has already received three
wrltten ollers to donate a site tor the school. tiowever, the sites offered to
date are not optimal ana a determination way be made to initiate operations in
rentea tacilities while the search or an approplate site continues. An
appropriate temporary site has been located and is ready for occupancy with
minimal renovation. In the cvent that a temporary rented facility is
necessacy and that renovations way be required, these will be financed from
grant Lunds at an estimated cost ol $65,000.

e. Uperating kxpenses.

The operating expenses for a high quality graduate
anagement school are substantial. During the first five years of operation
oL Lhe Gml it Is estimated that total operating expenses will amount to
$3,484,000. This figure includes all Fcuadorean professional and staff
salaries as well as costs Lor curriculuam development, translation,
reproduction, promotion and other costs associated with both the Master's
level and executive development proyraws. Revenues fLrom tuition and fees
which are initially minimal but grow rapidly during the project life will
total $1,373,000 or about 40 percont ol operating costs. A.1.D. grant funds
will finance the remaining operating costs to allow adequate time for the GMI
to become financially self-supporting. Initially, operating expenses will be
proviued and managed through tlxe contract with the Uniersity of Houston.
However, during the second year of the project the GMI/FPL will have achieved
the capability to directly manage ils [inances. AID/Quito will instruct the
kegional Contracting Officer ot its intent when, after the first year of the
Project, tunds tor operating expenses shall go directly to the FPE/GMI. When
sultaple accounting anu financial systems are in place the AID Controller will
determine that the ML has the capablility to account for AID funds. As soon
as this Is accouplishea ALy will pbrovide such Lunds to the GMI/FPL directly
and In accordance with standard Aln proceaures.  Until such time as the
Controlier makes his determination Lunds tor operating expenses will be
proviged throuyh the Houston contract.
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L. tndowient Fund.

The IPls will raise $2.5 million for an endowment fund by
the PACD. 'I'his endownent tund, which will have a total value of $2,675,000
including capitalizeu interest earnings, will finance the operating deficit
which the institution is expected to have in the years subsequent to
completion ol the project anu will provide a small amount of revenue to be
used tor capital improvements. ‘rhe endowment tund will be established by the
FPL in the name of the Board ol Trustees of the GMI. It will be managed by a
sub~committee ob the Junta birectiva ol the board of Trustees. In order to
allow the funa to maintain its value in dollar terms, the principal of the
tund may be investea in the U.S. or in dollar denominated instruments.

Prior to subscquent project disbursements AID will review
and approve in writing on a quarterly basis the FPL's progress in meeting its
conmitinents to raise an Endowment kMund. AID's approval will be dependent upon
cevidence satistactory to ALD that substantial proyress is belnyg made by the
PPL in providing tor the lony-term sell-sulticiency of a high quality graduate
manayement institution. FPE's failure to endow the GMI's kndowment Fund
shall, at alu's discretion, constiiute cause for termination of the
Cooperative Ayreement with the b,
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1V. QUST ESTIMALES, FLWANCIAL PLAN, AND PROPOSED METHODS OF IMPLEMENIATION AND
FINANCLING,

A.  Sumary Cost Estinates.

The cost of this five and 1/2 year proyram is $14,273,000 of which
the A.l.U. grant will be $10,000,000. The Graduate Management Institute will
contribute $1.4 million from tuition and fees and the Fundacicn Privada
bcuatoriana will provide $2.9 million. ‘able I contains a sunmary budget by
project input and funaing source. A.IL.D. project furks will cover University
of houston Consortium technical assistance and overhead costs, training costs
in the U.s. for lkcuadorean faculty, costs for specialized cquipwent and
naterials, minor construction costs, evaluation, and part of the initial
operating costs of the Institute. Institute funds derived from tuition and
fees will partially cover operating expenses.  The MLk will cover the cost of
the physical plant and the Endowment Fund. Although A.1.D. project funds
cover roth initial start-up and operating costs, the latter will be fully
covered by the cnu ol the project Lhrough revenues and funds provided through
the whdowwent tuna which will be cstablishoea by the I'PL.

Talshts 114

sSutmnary IMinancial Plan

(3000s)

ALl Grant Counterpart Total
lechnical
Assistance 6,130 -- 6,130
Iraining 408 -- 408
Uperating
Costs 2,111 1,373 3,484
Physical
llant 600 400 1,000
rvaluation 241 -- 241
rndownient
kund -- 2,500 2,500
Contlnyencioes 51U ~-- 510

WULAL 10,000 4,273 14,273

Letailea cost estinates are included in Amnex 1L, Costs for
technical assistance, training, and indirect costs ot the University of
touston contract are derived from data containca in the financial feasibility
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analysis carried out by the Consortium. Conputer equipment costs are based on
a preliminary guote obtained by the University of Houston. kcuadorean
salaries are based on estimates of prevailing salary levels obtained from
bcuadorean businessuen. Other operational costs are based on INCAE's
ex,erience.

Ls. Financial Plan.

‘lable IV provides a sunmary cash flow over the five and 1/2 year
project life while Table V provides a similar analysis for the five years
subsequent to proposed completion date for A.l1.D. participation. All cost and
revenue tiyures in ‘tables LV and V are in dollar terms adjusted by five
percent a year to reflect the projected rate oi inflation.

TABLE LV

SUMMARY CASH LW

($00Us)

1986 1987 1984 1989 1990 1991
TULAL
eXPENUIIUMSS 1,200 1,824 2,066 2,222 1,987 1,559
‘Lechnical
Assistance* 405 1,203 1,311 1,134 1,084 591
Training 0 77 102 102 102 25
vperating
Lxpenses 195 526 578 605 779 801
Lvaluation U 1y BuU 21 22 100
Capital
rxpenditures 600 0 0 0 0 0
TUIAL
REVENULS 1,200 1,824 2,060 2,222 1,987 1,559
course
LNCOle 10 129 219 268 337 410
nlb Granc 1,19u 1,095 1,447 1,954 L,650 1,149

(exclude:s
contingencies)

*  jncludes indirect costs 1,232,000 tor U. of Houston consortium.
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1t .s evident rrom lable 111 that revenues generated from tuition and
lecs and from executlve development programs are mininal during the first
years of the project while project costs are high because of the initial costs
oL start-up, particularly the large line items for technical assistance and
Lrainirny.

1able IV projects the Institute's cash flow for the five years after
pProject congpletion uuring which time it is assumey that costs and revenues are
relatively constant in real terms. As expected 'table IV shows that revenues
generatea by the master's and executive developnent programs do not cover the
Costs or operating the Institute's progyram. 'The operating deficit ranges
between $200,000 and $250,000 per year il a high quality program is to he
malntalned continuously. . a small additional amount is included for capital
rRpchaitures (replacenent ol cquipient and bnprovement ot physical
tacilitaes), the cmount which nust be coveroed by the endowment (or additional
Lianciel contritacions) will be i Che rangce ot $250,000-$300,000 per vyear
between 1992 ana 1996, tuls delicit will ie coverwd by interest earncd on an
mndowrent Funa whitch has o principal ot $2.9% million and by continued
contributions to the e (not stown in the Table) .

TAbLLE V
($U0Us)
Layy 1993 1994 1994 1996

A0 IVIVH T T T T -
EXPENULYURLS 835 _Hyz Y35 985 1,036
Technical
assistance 35 37 39 42 45
rraining 4 5y ou 63 67
Uperating
LXPeNSes 737 760 797 834 879
Capltal
rxpenaitures 35 37 39 42 45
FAJVIVE
REVENULDS 835 492 Y35 985 1,036
Coursz
Incone 5483 641 673 707 742
LUoOwlnent 252 251 262 278 294

C.  Proposey Methods of Tmplomentation and Uinancing.

Lstablishea sl aisbursement procedures will bo followed. All
disbursements will Le made using Jirect paynent procedures and be based on the
subinission ol veuchers will supporting documental ion. AL least for the first
WO yeurs ol the project all payments will be nade throvh a Contract with the
Lnlversity ol houston which will e responsible as the lead university of the
consortium tor hundling all tinancial arrangements. ‘I'he University of Houston
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contract will cover payments for technical assistance, participant training,
operating expenses and comodity procurement. Project evaluations envisioned
tor this project will be carried out throuyh A.l.D. direct contracts with
outside contractors Ltor an estimated cost ot $241,000. '

As part ol the institutional aevelopment effort of the GMI, direct
pAYIIeNts may be mace to the Graduate Managemcnt Institute/FPI beginning in
year two ol the project it the QML has denonstrated that its financial
management and control capacity has developed sulficiently to permit it to
bandle A.l.b. funds airectly.
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V. PrAJECL anALYSES.

4. 'Technical Analysis.

Ihis section focuses on the justification for selecting the proposed
moael or ygraauate manayenent caucation, on the technical viability of
establishing a Grauuate Management Institute, and on the demand for the
training to be otteted by the lnstitute.

L. Yeclnical justitication for sclection of the proposed training
nouel.

A nunber of possible alternatives for the provision of
management tralnlng were analyzoed in the pre-lLeasibility studyl. I'hese were:

(1) To expand existing short-term managenent training seminars
dand sort courses; (2) Lo expand and Lprove nanaqgcment training programs in
existing institutions; (3) to expand and improve public sector minagement
tralning programs; {4) to utilize oxisting proyrams in neighhoring countries;
and (5) to create a new graduate selool ot lnanagements.

The expansion of short-term manayement training seminars, while
userul for up-grading the skill Levels of existing managers would not increase
the supply of managers. Scuinars are an eftective vehicle for providing
specitic knowleaye to practicing hanagers and as such they play an inportant
role in management eaucation.  However, by their nature, seminars are not
desiyned to provide career breparation.  Thus, a seminar program alone is
ncapaole ol providing the continiing new supply ot qualified managers which
1s required.

Expansion of managenent training programs in existing
mstitutions 1s not reasible. Most programs ofter only undergraduate training
which in the Licuadorean context does not produce managerial candidates.
Lxisting yraduate programs are very Limited in scope. A private part-time
program sponsored by the Instituto Superior de Administracion (ISEA) is
woribund.  The kscuela bolitecnica Nacional in Quito has a small program which
1t is trying to expand and improve; but it is a part-time program with a
part-tine racuity. ‘'he kscuela Politecnica del Litoral (LSPOL) recently
initiated a program which has a quantitative, engineering focused curriculum,
primarily oriented to port nanagyement. ‘he Universidad Laica and the
niversiaad Catolica de Guayaquil lave discussed the possibility of
Luplementing graduate management rrograms but have not done so. These
programs are constrained by their placement within a university system which
15 unable to otter qualily education because ol o large nuber ot adverse
structural tactors andg by their own organizational structure

4 See Annex X1V, William Kenforth, A Prefeasibility Stndy for the
tstablishuent of a Graauate schoool of Mangement in licuador, Chapter 6,
"Alternatives ror Meeting manayemcent Needs,”
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part-time taculvy, part-time students, and part-time administration). While
there are sowme advantages evident in beiny associated with an existing
university, ey. access to cxisting physical facilities, libraries ard
intrastructure and Lormal recoynition tor deyrees, the disadvantages are
substantial. Existing programs have no faculty with doctoral degrees,
physical tacilities are ygenerally inadeguate, administrative rescurces o
wnage a prograw are aelicient, and substantial changes in operating
procedures, including selective admission, participative instruction and
competitive faculty salaries, are unlikely to be feasible. Other
disadvantayes would include an inability to develop a unique identity,
separate Lrom the university, for the proyram, an inability to be isolated
trom political activities, and possible ditficulties in allocating sufficient
resources to the prograw in institutions which are extrewmely deficient in
thelr access to resources.

bublic sector trauining, which is already supported by an A.I.D.
project, would not addres:: the substantial requirements for new managers in
the private sector.

Iraining abroad is limited by toreign exchange constraints, by
Languaye requirecments (in some cases) and by an increased likelihood that the
garticipants will seck cmployment outside bicuador. Most training institutions
in neighboring countries (Peru, Colombia, Venezuela) operate at virtually full
capacity with students from thelr own countries. 1INCAE, which is the largest
single trainer ol wcuadorean Mbhs, traditionally has restricted Licuadorean
cnrollment. to around L0-12 jxr year (out of about 20 of 40 Ecuadorean
dpplicants per year who are qualified for admission). (ualified applicants
Lrom leuador who are aamitted but do not attend yenerally do not do so because
oL tamlly or tipanclal problems assoclated with the relatively high cost of
attending LNCAL,

The alternative ob creating a yraduate managenent program which
would permlt the substantial changes in curriculum, procedures and practices
which are necegssary to provide quality nanagement training and which would
respona to the needs tor private sector developnent as well as obtain support
trom the husiness comuunity is the most appropriate alternative for providing
the type oL managenent training required tor tkcuadorean developnent during the
1980's.

2. Pechnical Viability of listablishing a Graduate Management
Ingtitute.

A.l.D. has a siygnilicant amount of experience in financing
graauate management schools.  In latin America, A.l.D., during the 1960's,
Pinanced Ule suceesslul establishbment of two insLitutions, 1INCAL (Instituto
Centroamer icano de Aaministracion de Mnpresas) ana lSAN (Bscuela Superior de
mdministracion de Negoclos), which are both now very well respected and can
serve as nocels for the bcuadorcan school.  1he pre-feasibility study has
analyzca Lhe past and present situation of these two schools in detail and has
presentur a series ol conclusions and recowmucndations related to program
design Lor a new school based on the analysis of these schools. Critical
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factors in the success of these schiools which relate to the organization,
acadelc prograwm ana Linancial aspects have been identified in the
pre-feasibility study. Factors related to the orgyanization of the schosl
includes careful study and planning belore startingy operations, linkages with
the private and public sectcrs, isolation from political activities, operating
flexibility, personal commitnent by key individuals, and an initial link with
a respected "sister" academic institution. Important elements related to the
academic program include:  high quality standards, extensive adaption to local
corditions, training ol local faculty, and interaction with the international
acageinlc comnunity. hiportant financial characteristics of the schools
include: the need to supplement tuition revenues, the inability of earned
income to cover ovperating deficits, the continuing need tor financial support.
Lrom the private sector, the necd to avoid loans and debt during the start-up
period, substantial Loreign curroncy costs during startup, the nced for
tinancial assistance Lor students, and a requirement for skilled and qualified
alanistrators to manage the relatively complex financial activities of a
yraduiste management. school.

In addition aA.l.u. has financed similar endeavors elsewhere.  In
Latin aierica it Cinanced ALl (kscuela de Administracion, inanzas Y
‘lecnoloyia) in Medellin, “olonbia, and was a minor donor to IESA (Instituto de
Lstuaios Superiores de muninistracion) in Caracas, Venezuela.t (EAFIT began
as an undergraduate institution but has since added o master's program and is
in the process ot establishing a doctoral program.)

A review ol history und the current status of these programs
shows that the use ol the proposea technical assistance model is technically
viable and that & permanent, high quality graduate level institution can be
established in a Latin awerican enviroment but that there are key factors, as
identified above, which nust be carefully monitored during project design and
uplenentation.

3. he Demand for the 'ype of kducational Program beirg Proposed.

Ihe pre-feasibility study (Annex X1V) presented ample evidence
that there is a need and an effective demand for the type of well trained
anagers which woula be produced by a Greduate Management Institute. This
section suwmarizes the analysis ol the demand for this training by potential
candidates for a Master's proyram contained in annex XII and provides evidence
that there is aduquate demand for oxecutive development prograns.

The demand paraweters for the acudemic program have been
established throuyh a sanple survey administered to nore than 600 Ecuadoreans
N positions where it had been aelormined they would be potentially eligible
Llor and interceated in graduate wanagemnent training. The types of Lcuadoreans
surveyca include recent university graduates and professors of economy and
administration, engineers, managers ol firms, and persor» who have applied for
poOst-yraduate training abroad. Based on this survey and estimates of the
total universe ot these cateyories, it is projected (at a 90 percent
confidence level) that approximately 1650 licuadoreans, on an annualized basis,
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or nore than 57% of the target group, are interested in postgraduate training
i manageunent.  lThose who wouldu be willing to attena are primarily between 25
and 32 years of age and arc married but with two or less children. Primary
areas o interest are Linance, marketing, project evaluation, ahd banking. A
larye majority, 65%, preter a full-tine Master's program while 25% prefer an
auvanced nanagement proyram and 10% preler scininars. Using an estimated
program cost of $3,750 for tultion and fees, only 57% would be able to cover
part oL the cost with some Linancial support, 29% would need full financial
supporc, and 14% would be able to cover the course with their own resources.
Phe survey data thus show that there 1s clearly sulficient demand for a
Master's level program provided that financial support in the form of loans or
scholarships can be provided.

The denana for executlve development progreams appears to be
strong. WL the rour proposed exceutive developsent tiers the 2-4 day seminars
on specializee topacs (tier 3) and the specialized certificate programs (Tier
4) will account tor a very large percentaye ol the total executive development
ctiort. In 1983 IMCAl deslgnated a represcntative in bcuador and initiated a
program for execubtives simllar to the proposad Tier 3 program. In 1983-4
tourteen prograns were held with 433 students in various cities in Ycuador.

In 1ygd-5, 21 progyraws with 780 stuaents were carried out. 'his market has a
clearly established ettective demand. During bthe first nine months of INCAR's
1985-6 tivcal year, 14 programs with 499 participants were carried out. There
15 no simllar bkcuadorean data available for Tier 4 programs. However, ESAN,
Lissa, and ko'l all have successful proyrams ol this nature.

. Minancial Analysis.

l. Post-Project Ilinancial Viability of the GuI.

A key Lactor in the long-term success of the GMI will be
its ability to cover costs without employlny wxtreme cost cutting measures or
over emphasizing short-term revenue ygenerating seminars which would negatively
allect the quality ol its main programs. An analysis of the the costs and
revenues ol the M1 lor the second five years of its operation shows that the
revenues generated by the GML are not likely to be sufficient to cover the
custs ob a high quality program. A best estimate analysis shows that an
cndownient. ot approximately $2.675 would be required to assure the long term
financlal viability of the GMI. ‘rhis would generate about $250,000 a year to
be applicu to operating expenses and toward nodest capital improvements. A
serles ol sensitivity analyses with varying assumptions is contained in Annex
Ll, Financial Analysis annex.  Under the most conservative revenue estimates
and a cost structure which would assure a high quality academic program, an
cndowarent. tundg or $3.7 million would be required.  With a more optimistic
assuption about revenues andg a "barcbones" cost structure which would
naintain salary levels but would reduce other operating costs, the GMI would
te: uble to operate with a swall endowment. ‘Thus, a commitient by the
runuacion Privada bcuatoriana to raise $2.5 mitlion for an endowment provides
a sulficient degree of confidence that the GMI will be financially viable
atter the project ends. Nevertheless, a concerted effort will be made to
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develop an effective cost control system during the first five years of the
Gl 's operation so that a systew Lo oxercise very careful control over
expenuitures is fully operational after the project ends. With this approach
to financial control, all new proyrams anu research activities broposed for
Liplementation will have to cover their direct costs and contribute to the
WIE's overhead. Also, the estimatou size ob the endownent assumes that no
turther tund raising will take place atter the project ends.  As a practical
atter, 1t is reasonable to expoct Ghat, 1L tie project is successtul, i.e. if
a high quality graduate managnment institute is operational, then continued
contributions from tund vaising may be ecxpected, provided that fund raising
elrorts continue. '

2. bources ol kcuadorcan Support for Lhe (MI.

The current mendership of the vbl is primarily composed of
representatives of major commercial, industrial and banking enterprises
located din Guayaquil. At present 20 tirms and businessmen are members of the
rel. Prior Lo initial obligation of A.1l.D. tunds, the I'Pl, as part of its
Lund-raising ellort, will make o concerted effort Lo expand its menbership to
mnclude enterprises located in uito, Cuenca, and Manta as well as in
Cuayaquil. The I'Pu's spoecitic commitment to A.1.D. in this regard is to
Increase the level ot cowmitments Lo the endownont fund (over a five year
period) to $1,000,000 and obtain comnitments for L0 scholarships prior to
obligation. 'The I'Pli will also pledye to continue to carry out fund-raising
efforts in icuador and the U.S. in order to obtain an additional $1.5 million
in pledges during tle tirst 24 months ol project implementation. AID has
sought trom the [P a commitment to broaden its institutional base so that it
wore Lully represents various sectors of the cconomy and the principal
yeographic reglons ol keuaaor. Un Macch 26, 1986 the I'Pls committed itself in
letter to aID "to a balance ol regional interests within (its) membership so
that the Gul will serve as o national project...{and) by the ena of 1987 at
least 40% of the total meniers will be trom arcas obler than the coast".
Amnex X1 contains a fund raising plan Lor the God toyether with a
conprehensive list of possible aduitional sources of financial support for an
endownent tund.

In addition to the lndowment iund, the FPL has pledged to
proviae a permanent physical plant lor the GMl. The cstimated cost of land
and unfinishea buildings is estimatod to be $400,000. Although two parcels of
lana have already been donated to serve as a permanent site for the GMI,
neither is optimally locatea and the FPE will nake additional efforts to
obtain an appropriate site Lfor the campus. Menbers of the PE who are
involved in the construction industry are expected to contribute construction
naterials ang services tor Che poriment campus .

The vl will also actively pursue opportunities for
contracted programs with private enterprise ana public ~ector institutions
which will serve as sources ot income. An imediate pousibility is to provide
training to Central lank cmployoes.  LESAN, LESA, and INCAIL have all had a
nunber ol contracted proyrams.  INCals recently conpleted a specialized
training proyram with the Central Lank of Lcuador.
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3. sources of Student Support.

‘he I'Pts will also be responsible for obtaining
scholarships, company sponsorships, and banking sector comitments for a
student loan program tor the Master's level proyram. [PE members will work
closcely with the GMl's awministrative director ana registrar to structure
these progyrans. ‘'luition scliolarships, which will be made available to
acadenically yualiticu lower income students, will be provided by member
enterprises ot the IPl. 'Ten scholarships will be made available during the
rirst year, and it 1s expected that at least 20 scholarships per year will be
nade availlable in subscequent years.

A nunber of fines have also indicated that they would be
interested in sponsoring their own academically qualified cemployees to attend
the Master's program. Based on current expressions of interest, an average of
25-35 company sponsorships are likely once tle program is operational.

A tinal source of support for the GMI will be student loan
prograns established by lcuaaorcan banks. Because ol the expected returns to
the individuals attending the Qil's Master's level program, loans, rather than
scholarships are the preterred source ol student support. 7o date at least
three banks, Banco del Pacitico, La Previsora, and Banco de la Produccion,
have expressed a willingness to tund student loans.  lach loan program would
be deslyned and administered by the bank. Loans would be at commercial rates
oL interest with a yrace perioa ob up to 24 months during which time interest
would be capitalized. 1n addition, the Instituto Lcuatoriano de Credito
kaucativo can make loans Lor students who will attend the Gl; however,
students recelving these loans are likely to roquire additional sources of
support to attend the GML. A student lecan program sponsored by private banks
15 preferrea to one operated by the GMLI. Administration of a student loan
proyran would represent a significant burden on the GMI. Also, programns
aaministerea by the banking system are expected to have a much better recovery
rate than one administered airectly by the GMI.

4, lurther A.1.D. support.

The project has been designed so that when AJI.D. support
is conpleted atter Live and 1/2 years the GML will be fully operational and
seli-suflicient. wnevertheless, as was pointed out in the PID for this
project, the averaye gestation period for an institution of this type to
become tully seltf-sulticient appears to be between eight and ten years. For
both INCAE and biSaN financial and technical support continued for a peciod of
more than ten years while support to LaFlY terminated after seven years.
Project proyress will be carelully nonitored and, if warranted, additional
iAll.b. Linancial support to consolidate the proyram and phase out A.I.D.'s
role may be considered.
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C. lconomic Analysis Sunmary.

1. Lconomic Returns to Education.

Recent studics have shown that in most devaloping countries
the returns to higher education are greater than returns to many aliernative
investments. a recenc Study Ly psacharopoulos found that returns to higher
education, averaying 14.9 percent, werc higher than returns to irrigation,
hydroelectric, ana highway projects, averaging 12.8 percent, in nine of eleven
countries studied. (sce Annex Ill, Lconomic Analysis.)  ‘here is only one ex
LOSt stuay on the returns to graduate nanagement education of the type
proposed for Lcuador whicl has an auequate mehodological approach. This is a
study oL the Inaian Institute of management at Amhedabad carried out by Hill
et ai. in 1973. That study tound thal net private benefits to the student
Lrom conpleting the yraduate course were about 26 kcrcent.  The social returns
were about 15 percent.

2. Cost-Benefit Analysis of the Proposed Project.

Using the methodology employed by Hill, a benefit cost
analysis has been carried out using a number of alternative assumptions and
estimates ob the variables. The best estimate, based on estimated salary
levels of prospective students ana on the projected salary level for graduates
obtained fLrom interviews in lkcuador with managers and educators, indicates
that the private return to the Master's program student would exceed 50
percent over a thirty year work-span. & sensitivity analysis was performed,
assuming tuition ana other costs including foregone earnings were 20 percent
higher than the best estinate and that projected earnings were 20 percent
lower. Under this scenario the rate of return to the individual would still
be 40 percent.

The social cost-benefit analysis is carried out by
aggreyating the projectea extra carnings ot the students and including the
full costs ot the edaucation provicaed, including those operating and start-up
COsts not covered by tuition and Lees. Using the best estimate assunmptions,
the social rate of return is 2y bercent assuning a thirty year period of
anaiysis. 1f all costs are raiseu Ly ten percent and benefits are decreased
by 10 percent, the rate of return drops to 17.7 percent. While the economic
analysis assumes that eventually YU students per year will graduate from the
haster's program, the rate of return is relatively insensitive to a reduction
in the number of students who graduate. A reduction to 75 students results in
a drop in the best estimate rate of return of one percent. Further
sensitivity analyses are included in Annex III. Under varying sets of
assunpgtions about benetit streams, class size, and initial graduation of
stuacenis internal rates ol return vary Lrom 3.2 percent to 21.2 percent with
most sets of assumptions yielding an IRR of between 17.5 percent and 21.2
rercent.
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L. soministrative Feasibility.

This section describes the nature of the proposed administrative
arrangements in sumnmary form, including the responsibilities of the Fundacion
Privaaa bcuatoriana, The Graduate Management Institute, the University of
touston Consortium and A.l.b., The Mission considers INCAE to be a valuable
resource for establishing an independent Graduate Management School in Ecuador
given its experience s a Latin Mmerican management center. ‘Therefore, AID
will work with the Consortium so that it can draw upon this resource as
approprlate and also with LAl Lo inteyrate it into the project. A detailed
descripgtion of the aaministrative arrangements is contained in Annex IV. It
also discusses the viability of such arrangements and identifies factors which
will have to be monitored durinyg implementation to assure that the Graduate
managament lnstitute is an administratively self-sulficient and fully
operational organization at the completion ol the project.

L. Proposed Administrative Arrangements.

The proposcd administrative structure is geared to the creation
oL an cuadorean managed, indepenaent, privately funded program of high
quality while at the sawe tinme aseucing that the inputs from A.1.D., the FPE,
and the Unilversity oL Houston consortiuw are Lully and etfectively
integrated. A.l.D. expects to sign a cooperative ayreement with the FBL to
establish a direct relationship between A.l.D. ana the FPL and to permit
A.Ll.D. the substantial involvenent it requires to assure the relation of a
viable high gquality graduate management institute. AJILD. will negotiate a
tollow-on contract with the University ot Houston Consortium under the
collalorative assistance mode of contracting. ‘The Consortium will have
responsibility for implementing all project activities.

In order to create an overall yoverance and policy making
miechanisin Lor the Q4l, the Pl will create a Board of Directors for the GMI
comprised largely of bicuadorean members of the FPE but also including
representatives ot the bcuauorean and international academic community. Total
menbership ol this board of Directors will be approximately 30. Because of
the largye size of the Board, practical management oversight will be vested in
a five wenber dunta birectiva appointed by the Board. The Junta will
establish private sector advisory coumittees for agribusiness, marketing, etc.
to advise on program content and to assist in placing students. The Junta
birectiva will: evaluate and approve strateyic decisions made by the
University ot uouston chief-of-party/GML administration; approve the GMI's
annual budyet; be responsible for assuring that fund raising activities are
carvieu out; advise the Gl adiinistration on the needs of the kcuadorean
pbusiness comuunities; assist in selecting the kector; manage the GMI's
Fndoweent Fundy and monitor Lhe progroess ol Lhe projoect.

Ilnitially, the principal administrator of the GMI will be the
Lniversity. ol wouston chlel-ol~party. however his responsibilities will be
shared by the Lcuadorcan rector who will assuie more responisibility according
to a time-phased plan which will be annually reviewed and modified, as needed.
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2. leasibility lssues kelated to the Proposed Administrative
Structure.

The most critical element in the admin’strative arrangements is
the interaction betwcen the Consortium, the Foundation and AID. For
successful managerent. ol the project there nust be a clear understanding of
the contributions ot each entity in the collaborative assistance mode and well
aefined assignuents ol responsibilities among the various actors. 1In addition
there must be a joint understanding ot the manner in which responsibility for
the GuP will shitt mncreasingly to the hands of licuadoreans, as the Consortium
phases out 1its rote 1n the project. ‘'his element of the project has been
aiscussed amony representatives ol the Foundation, the University of Houston
Consortium and AlD. 1n order to assure that there is a successful transition
Lo wcuadorean managenment of the G, the aawinistrative responsibilities of
the varous parties as well as a time-phasea transition plan will be included
in the project description containcd in the Cooperative Agreement to be signed
between all.b. and the VPl and in the University of Houstion consortium
contract. The adequacy ol the aduinistrative arrangements and the time phased
plan will ve asscssca annually as part ol the joint annual project review.

k. Bocial Soundness Analysis Summary.

this section summarizes the social soundess analysis which is
attachea as Annex V.,

1. Project beneticiaries.

The primary beneficiaries of the project will be the students
who complete the saster's level program and businessmen, enterprise managers,
and nid-level employees wlo attend the executive development seminars. For
trese individuals the GML program will provide learning opportunities which
are largely currently unavailable in IKcuador. 'I'he knowledge acquired from
these programs will result in access to better employment opportunities and
higher income levels for the participants. Indirectly, the national economy
will benelit through increaseu economic and employment growth.

2. Soclal reasibility.

There are a nuber ot social feasibility concerns related to
this project. ‘hese incluue the potential access of lower and middle-income
yroups ana women to training provided by the MI; the socio-cultural
acceptibility of the proposeu curriculum and teaching methodology; the
relevance of trained inanagers within a socio-cultural mileu in which firm
managyewent has historically been naintained within a relatively closed,
dgencrally Lamily-Lased, groupy integration ol the GML into the formal
LCuadorean eaucational systam; and, the inpact of regionalism on the
Leasibility of the GMI's Master's program.
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a.  Access by lower and middle income groups and women.

In the uvenand study carried out fLor the project (Sce Annex XII),
a strony interest in additional managenent training was manifested by
potential eligible candidates for training at the lower end of the income
scale.  According to this study, tifteen percent of the taryget group have
mncones of $200 a wenth or less, 40 percent (cunulative) have incomes of less
than $300 a mwonth, and 70 percent (cumulative) have incomes of less than $500
a wonth.  O6 those surveyod, 29 percent stated that they would need full
financial assistance Lo attena the GMI's Masters level program, 57 percent
inulcated that they would neea partial assistonce and only 14 percent stated
that they coulda attord to pay full tuition for the school. While the project
can benetit groups with incomes lower than expacted, an adequate mechanism for
providing scholarships, company sponsorships, and/or student loans must be in
place orior to recruitment ot students since this factor will be critical to
the social and Linancial feasibility of the Gul. 1In addition to tuition and
tees, scholarships and/or loans should nake some provision for a modest living
stipend particularly tor those students whose families do not live in
Guayaquil.

untortunately, the aehand study which was carried out did not
distinguish between male and female interviewces. ‘Thus, it is not possible to
estinate the percentage of the Ql's target who might be women. Nevertheless,
based on eviaence trow proyrams in neighboring Latin American countries, it
should be expected that wowen nay comprise a fairly significant minority of
the students enrolled in the proygram. under current socio-ecomomic
conrxiitions, it is likely that only ummarried women or married women who do not
have chiluren will attend the Lull time master's program. There is likely to
b somk: interest among married women, working women and women who have their
own businesses 1n the executive developnent pruoyraws which lead to
certificates of speclalization in specilic business fields. ‘The INCAE office
in wuito has advised the Mission that women otften request information but
that, at the present, only one Ecuadorean woman is enrolled at INCAE.

In oruer to encourage broad representation from relatively lower
income groups and women, the GMI will establish a clearly articulated policy
ol noun-discrimination and will be expected to assure that adequate programs
are in place to provide maximun access to these groups. At this time, the
L1rst non-project Lunded participant, who 1s expected to join the GMI faculty
at the conclusion of her studies, is a woman.

b. The socio-cultural feasibility of the proposed curriculum
ang teaching methodoloyy.

The traditional teaching methodology used in licuadorean highoer
cducation 1s the lecture system. kesearch skills are rarely developed within
this systewm. Course content is more theoretical than practical. In many
cases there 1s very little consistency between what is taught and what can be
applicd in real worla situations. There is very little experience using
yroups to carry out research. lLcuadorean universities are part time. Both
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within an on-gyoiny program 1s not feasible and creation of a MI as a
canpletely autononous entlity within an existing university would be difficult
to achieve. However, without such a relationship, the I will not be legally
able to grant deyrees under current weuadorean law which effectively
torecloses the possibility of creating new deyree granting institutions.*

The same problew has been taced 1n the past by ESAN and EAFIT
which were unable to grant legally recoynized degrees until several years
alter they began operations and currently by INCAL whose master's degree is
not recoynized in bicuador. In fact, those lcuadoreans who enter public
gervice are not recoynlzed, 1n terms of salary, as possessors of Master's
degyrees.  So that the QML does not suffer [rom such limitation, the FPE will
seek, as carlier as possible, legal recoynition of the GMl as a valid
deyrec-gyranting institution.

. The lmpact obf regionalism on the GMI's feasibility.

The historic reyional differences between Quito (Sierra) and
Guayaquil (Costa) will undoubtedly have an initial negative impact on the
wal's teasibility. Businessmen In ©uito have indicated that they would not be
willing to send their awloyees to Guayaquil for Master's level training (See
annex XLy .

The deygrec to which they would be willing to financially support
an institution in Guayaquil is also uncertain. While these regional
ditterences have been sonewhat mitigated by the growth of enterprises which
have slyniticant operations in both Quito and Guayaquil, the GMI will have to
wmplement a well aeveloped strategy to overcone remaining barriers to access
imposed by reygionallsm.  This strategy should include, at a winimum, a
concerted level of effort in wuito in the arca of executive development
prograws, especlially those alied at top nanayawent. 1In addition, a mutually
advantageous relationship may be established with an existing graduate
manageient proyram in uico, cy. the Politechnic of Quito, which would provide
positive exposure in Quito to the GMl's programs while benefiting the
participating university. also, once the Master's level program is
successtully tunctionirg, the GMI should mount a stronyg promotional effort in
wuito which includes an extra "helping-hand" in such aspects as finding
suitable living quarters and orientation for students and their families to
Lire in Guayayuil.

k. Environnental Analysis.

No major envirormental impact is expected trom this project. A
negatlve envirommental aetermination has been approved and is included as
Aannex Vi,

*rhe feasibility of yranting a degrec from a U.S. university was explored.
while possible, Chis alternative would subsgtantially increase the time and
cost ot a Master's level proyran.
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Vi. 1MPLEMENIATION PLAN.

. General lmplenentation Planning.

Ihe University ol tlouston Consortium has prepared a detailed
time-phased implementation plan for the first eighteen months of the project
which is 1ncluded as wanmnex VIl The inplenentation plan has been developed
using a PENE methodology in which a series of eriticul paths, reduived to
develop and initiate tle l, are identified. These items include statfing,
site preparation, student recruitment, endowment fund development, and
curriculum develojwent. Those itews cre then broken out into a series of
subtasks which must be accouplishy .

3a '_l}chnical nss1stance Plan.

The Lecnnical assistance needs are described in Section IIILC.1l. of
the Project Paper. all teclnical assistance will be provided under a direct
A.l.D. contract with the University of Houston consortium. Because the
Collaborative Assistance Mode has been aaployed, the Chiet-of-Party and the
University of Houston project manager are already fully involved in project
gesign anu pre-implenentation.  he Livst full-time U.S. protessor is
currently being 1dgentilied and selocted.  The selection process for the second
and third professors will beyin as soon as the project implementation contract
1s signed with tik Unlversity of louston consortiumn. Short-term technical
assistance will be obtaineu from members of the University of Houston
consortiuwn, including L. Visiting professors will be recruited from among
menbers ot the consortium, other U.S. universities, and from Latin American
institutions according to the speciiic requirements of the GMI and the
avallabllity ot qualiticu professionals. The Mission Director is authorized
by Redelegation ol Authorities No. 40.11 and Handbook 18, 5B 4c (2) to waive
source, oriyin and nationality requirements from Code 000 to 941 for
lnulvidual transactions the value ol which does not exceed $5,000,000. 1In
order to allcw precurement ob technical assistance services from latin
american educational institutions, nationality waivers from 000 to 941 will be
obtainea rtrom the Mission birector as such transactions are identified during
Froject implementation. The Project Authorization shall contain one such
waiver, to allow tor the procuremenl. of evaluation services in the amount of
approximately Us$150,000 from suppliers whose nationality is included in
A.l.D. Geoyraphic Coue 941 (see LV.Ll. bvaluation Plan, below) .

C. Training Plan.

ALl lony ana short term participant training will be arranged by the
Unlversity ot houston consorvium.  Unuer the pProject, four Feuadoreans will be
selected Lor docloral traaning in busines:s subjoects.  In addition at least six
other lony term participants, Cinanced through other mechanisms, will receive
aoctoral level training. wWith the exception of one par! icipant who will be
conpleting her doctoral studies in organizational development at Yale in 1987,
all participants will be identified and preliminarily selected by the
University of Houston. ULoctoral training will be done primarily at the
University of Houston and the University of Indiana which will make special
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ctforts to work with the lcuadorean students to assure that they complete
their studies in the minimum time possible. "o date more than sixty
kcuadoreans have been interviewed and at least six are qualified for doctoral
level trawning. ‘the majority ot eliyible students (5 of 6) havie Master's
gegrees from U.S. unlversities, prisarily in engineering subjects.

Lcuadoreans will be traineu in Linance, controul, accounting, marketing,
organizational developnent, and cconomics as well as in other areas according
the needs ol the Institute ana aptitudes ot uls participants. Initial
training will focus on those subjects which are found to be the most difficult
(tinance, accounting) and those which are most culture specific
(oryanizational development). At least four students will be sent for
training in the (irst or second sapester ot the 1986-87 calender year. By the
1987-88 calender year seven students will be enrolled in doctoral programs and
one student will have coupleted her Ph.L and be teaching in the Institute.,

In addition to the long term academic training which will be
provided, short verm training in educational administration, financial
control, library manaygement, and the management of computer systems will be
provided to appropriate Laculty and statbt ol the Graduate Management
Institute. This tralning will be specilically tailored to the needs of the
statf ol the GML.  While some ob ting training may be carried out in the U.S.,
much of it will be carried out at INCAE or other Latin American institutions
such as 1siA and bsan.

b. Commodity Procurement Plan.

A relatively smali amount of conmodities will be procured with
project funds. Preliminary equipment lists have been prepared. (See Annex
XV). All grant-rinanced commodity procurement will be carried out by the
lniversity ol houston. Upon arrival of the U. of Il. Chief of Party in
Guayagquil, the procurcnent list will be reviewed with the administrative
airector ol the Gul to determine what items may be procured locally (or be
obtained as uvonations by the PL) . ALL comxdity procureent should be
1nitiated within 90 days ol the arrival of the Chiet-of-Party in Guayaquil.
Local procurement will be the responsibility of the GMI's administrative
director assisted, as necessary, by the U. of llouston Chief-of-Party. U.S.
procurenent will pe done through the University of Houston's procurement
oflice following A.l.l. procurement reyulations. Major items which must be
wported include librarvy materials and computer cquipment. The technical
advice ol INCaly, which is now in the process of building a new library
collection at its san Jose canpus, will be considered in the development of
the Gul's core library. As part of the feasibility analysis For the project,
an 1l 36 (or similar) with up to 24 networked PCs has been identified as the
nost appropriate alternative for the GMI to meet its computational needs. The
basis for selecting g equipnent 1 the accoss Lo adequate, reliable
Li~country repalr and naintenance.



. kvaluation Plan.

In order to assure that the objectives of the project are being
achieved 1n a timely and cost-efleclive way, periodic evaluatiohs will be
carried out. Several evaluative mechanisms will be used. The Consortium and
the Junta birectiva will jointly issue an annual progress report which will be
submitted to A.I.D. at the end on cach year of the project. This report will
provide intformation on the level oL outputs achievea by the GMI in such areas
as enrollment, number of graduates, courses taught, fund raising, etc. Tt
will also discuss aujustments or moditications which may be made in the
project and will serve as the basis for an annual joint review of the project
by the Junta, the consortium and A.l.L. In addition, outside experts will
also evaluate the project. On an annual basis, a team of experts selected,
for example, by the american asscnly of Collegiate Schools of Business
(AMCSB), the accrediting institution for U.S. business schools, or by the
Consejo Latinowier lecano de bscuelas de Aministracion (CLADIA) , will assess the
quality ana elfectiveness ot the Institute's programs, the cfficiency of the
administration, anu the overall financial condition of the Institute. In
addition, there will be two in-depth cvaluations, during the third and sixth
years ot the project. In order to boeyin to establish baseline data for the
evaluations, the MI/FPL will establish a lunctioning alumni organization to
track graduates throughout their carcers. ‘lhis organization will also
facilitate fund raising by allowing the FPE to target graduates of the GMI.
Loth evaluation designs will assess how successtul the Project has been in
aadressing the developuent problem described in this Project Paper. The first
in-aepth evaluation will examine the exent to which the project is achieving
its objectives. It will measure, in addition to the quality of the academic
proyram, aspects such ass:

--the perceived benefits, including better jobs and salary increases,
which have accrued to those individuals who have participated in the Master's
level program and a sample of the individuals who have participants in the
executive aevelopment program;

-~the aeyree ot access to the master's program by eligible middle and
lower income individuals throuyh scholarships and loan programs;

--a detailed evaluation of the status of the IPE's fund-raising effort;

--an assessment of the progress of the participant training activity;

~-adequacy ol the physical facilities and equipment; and,

-—the progress toward an efficient, functional kcuadorean administration.

Based on the tindings ob this evaluation, adjustments will be made in

the implemcentation ob the project. The second evaluaticn will measure the
sane clements as the wid-term evaluation but as they measure the end of
project status. 'This evaluation will be used to determine whether A.I.D.

might appropriately tund additional, follow-on activities that may be
necessary to achieve the project purpose.
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VIL. A.Ll.D. MONLITURING PLAN.

Project Monitoring will be the responsibility of USAID's General
Development OLtice. In order to assure that there is adequate monitoring
capacity, Usalb intends to hire an Ob-funded individual, preferably with an
education backyround, to serve as assistant ClLo. This person will assume
direct monitoriny responsibility for the project but will be supported by
representalives ot the Project bDevelopment Lttice and the Controller's
Office. ‘“The Assistant GDU will be responsible for assuring that adequate
communications with the University obL Houston's Chief of Party and the QMI's
kxecutive Board are maintained and that implenentation problems are identified
and resolved in a timely tashion. He will also: (1) take the lead in assuring
that necessary A.L.L. approvals are obtained in a timely fashion, (2) have
primary responsibility for reviewing the University of Houston's annual
workplan and assuring that it is provided in time to be reviewed as part of
the anmual cvaluation of this project; and (3) review Contractor's quarterly
reports and prepare the semi~annual project status report. USAID
representatives, including the Mission Director, will also take part in annual
project reviews toyether with members of the Mi's the Executive Board and the
Leans ol the University ol lHouston consortiun.

VI1Li. QUNDITIONS AND QUVLNANIS,

‘'he major condition to be fufilled prior to implementation of the
project 1s the requirenent for the commitment of funds by enterprises and
businessnen to the FPE for the lindowment Fund in the amount of $1,000,000.

Because of the naturce ot the project, i.e¢., a cooperative agreement with
the Fundacion Privada licuatoriana under which a direct contract with the
University ot Houston consortium using the Collaborative Assistance
Contracting mode will be exccuted, conditions precedent to the disbursement of
a.l.b. funds are not appropriate because they would jeopardize the on-going
work ol the University ot Houston consortiui. Nevertheless, there are a
nuber of actions to be carried out by the I'Pii which are sufficiently
important enough to include as covenants in the Cooperative Agreement. These
includes a commitment to carry out a itundraising campaiyn to raise an
additional $1.5 million ($300,000 each year for the first five years of the
project); a commitiment to recrult additional menmbers of the foundation from
najor kcuadorean cities other than Guayaquil as pledged in the FPE letter to
ALD of March 26, 19863 o comnitment to provide a building for the GMI on an
appropriate site within Guayaquily a comuitment to create a Board of Trustees
Lor the uml; a commitnent to structure the endowment tund so that it is
dedicated colely to the ML and that its investments may be in dollar
denominated tinancial instruments; a commitiwnt to have an annual audit
pectormed by an outside auditor for the ML; a commitieent to organize a
studentl loan tund in one or nore kcuadorean banks which will be accessible to
students with modest resources; a commitment: that admission to the GMI is
bhased strictly on acadenic qualifications without discrimination on the basis
of origin, sex or income level; and a commitinent to use its best efforts to
obtain for the GMl such legyal capacity as is necessary so that the GMI can
grant recoynized degrees.
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5C(1) - COUNIRY CHECKLIST

Listed below are statutory criteria
applicable generally to FAA funds, and
criteria applicable to individual fund
sources: Development Assistance and
liconomic Support Fund.

A. GENERAL CRITERIA FOR COUNTRY

ELIGIBILITY

l‘

FAA Sec. 481 (h) (l); FY 1986
Continuing Resolution Sec.
527. Has it been determined
or certified to the Congress
by the President that the
Government of the recipient
country has failed to take
adequate measures or steps to
prevent narcotic and
psychotropic drugs or other
controlled substances (as
listed in the schedules in
section 202 of the
Comprehensive Drug Abuse and
Prevention Control Act of
1971) which are cultivated,
produced or processed
illicitly, in whole or in
part, in such country or
transported through such
country, fram being sold
illegally within the
jurisdiction of such country
to United States Government
personne: or their dependents,
or from envering the United
states unlawfully?

FAA Sec. 48l (H) (4). Has the
President determined that the
recipient country has not
taken adequate steps to
prevent (a) the processing, in
whole or in part, in such
country of narcotic and

Annex I, C
Page 1 of 16

It has not been so determined. The
GOE has an active narcotics program
supported by the USG.

‘The President has not made such a
determination.

dv



psychotropic drugs or other
controlled substances, (b) the
transportation through such
country of narcotic and
psychotropic drugs or other
controlled substances, and

(c) the use of such country as
a refuye for illegal drug
traffickers?

FAA Sec. 620(c). It
assistance is to a yovernment,
is the government liable as
debtor or un~~litional
guarantor of any debt to a
U.S. citizen for goods or
services furnished or ordered
where (a) such citizen has
exhausted available legal
remedies and (b) the debt is
not denied or contested by
such government?

I'Ad sec. 620(e) (). If

asslstance 1s to a government,
has it (including government
ayencies or subdivisions)
taken any action which has the
etfect of nationalizing,
expropriating, or otherwise
seizing ownership or control
of property of U.S. citizens
or entities beneficially owned
by them without taking steps
to discharye its obligations
toward such citizens or
entities?

FAA Sec. 620(a), 620(f), 620D;

FY 1986 Continuilng kesolution

Sec.512. Is recipient country

a communist country? If so,

has the President determined
that assitance to the country
is important to the national
intercsts of the United
States? WiL1l assistance be

Annex I, C
Page 2 of 16

No such case is known



provided to Angola, Cambodia,
Cuba, Irag, Syria, Vietnam,
Libya, or South Yemen? Will
assistance be provided to
Afghanistan without a
certification?

FAA Sec. 620(j). BHas the No
country permitted, or failed

to take adequate measures to

prevent, the damnage or

destruction by mob action of

U.S. property?

FAA Sec. 620(1). Has the
country failed to enter into November 1984
an agreement with OPIC?

FAA Sec. 620(0); lishermen's No
Protective Act of 1967, as

amended, Sec. 5. (a) llas the

country seized, or imposed any

penalty or sanction against,

any U.S. fishing activities in
international waters?

(b) If so, has any deduction N/A
required by the Fishermen's
Protective Act been made?

FAA Sec. 620(q); FY 1986 No
Continuing Resolution Sec.

518. (a) Has the government

of the recipient country been

in default for more than six

months on interest or

principal of any AID loan to

the country?

(b) Has the country been in No
default for more than one year

on interest or principal on

any U.S. loan under a program

for which the appropriation

bill (or continuing

resolution) appropriates funds?

Annex I, C
Page 3 of 16

Ecuador signed an OPIC Agr

eement in



lo.

11.

12.

13.

FAA Sec. 620(s). If
contemplated assistance is
development loan or from
Fconomic Support Fund, has the
Administrator taken into
account the amount of foreign
exchange or other resources
which the country has spent on
military equipment?

(Reference may be made to the
annual "Taking into
Consideration” memo: "Yes,
taken into account by the
Aministrator at time of
approval of &yency OYB." 'his
approval by the Administrator
of the Operational Year Budget
can be the basis for an
arfirmative answer during the
fiscal year unless significant
changes in circunstances
oceur. )

FFAA Sec. 620(t). Has the
country severed diplomatic
relations with the United
States? 1f so, have they been
resumed and have new bilateral
assistance agreements been
negotiated and entered into
since such resumption?

FAA Sec. 620(u). What is the
payment status of the
country's U.N. obligations?
If the country is in arrears,
were such arrearages taken
into account by the AID
Administrator in determining
the current AID Operational
Year Budget? (Reference may
be made to the Taking into
Consideration memo.)

FAA Sec. G620A. llas the
government of the recipient
country aided or abetted, by

Annex I, C
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N/A

Payment status is current

N



14.

15.

l6.

17.

granting sanctuary from
prosecution to, any individual
or group which has committed
an act of international

terror ism?

ISLCA of 1985 sec. 522(b). Has
the Secretary of State
determined that the country is
a high terrorist threat
country after the Secretery of
Pransportation has determined,
pursuant to section 1lll5(e)

(2) of the Federal Aviation
Act of 1958, that an airport
in the country does not
maintain and administer
effective security measures?

FAA Sec. 666. Does the
country object, on the basis
of race, religion, national
oriyin or sex, to the presence
of any officer or employee of
the U.S. who is present in
such country to carry out
economic developiment programs
under the FAA?

FAA sec. 669, 670. las the
country, after August 3, 1977,
delivered or received nuclear
enrichment or reprocessing
equipment, materials, or
technology, without specified
arrangements or safeguards?
Has it transferred a nuclear
explosive device to a
nonnuclear weapon state, or if
such a state, either received
or detonated a nuclear
explosive device? (IF'AA Sec.
620l permits a special waiver
of Sec. 669 for Pakistan.)

FAA sec 670. If the country

is a non-nuclear weapon state,

Annex I, C
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No

No (to both questions)

No
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19.

has it, on or atter August 8,
1985, exported illegally (or
attempted to export illegally)
from the United States any
material, equipment, or
technology which would
contribute sigynificantly to
the ability of such country to
manufacture a nuclear
expolosive device?

IsCA of 1498l Sec. 720, Was

the country represented at the

Meeting of Ministers of
I'oreiyn Affairs and Heads of
Delegations of the Non-Aligned
Countries to the 36th General
Assenbly of the U.N. of Sept.
25 and 28, 198l, and failed to
disassociate itself from the
comwnmunique issued? 1If so, has
the President taken it into
account? (Reference may be
made to the 'laking into
Consideration inemo.)

'Y 1986 Continuing Resolution
Sec. 54l. Are any of the
funds to be used for the
pecformance of abortions as a
method of family planning or
to motivate or coerce any
person to practice abortions?
Are any of the funds to be
used to pay for the
performance of involuntary
sterilization as a method of
family planning or to coerce
or provide any financial
incentive to any person to
undergyo sterilizations? Are
any of the funds to be used to
pay for any biomedical
research which relates, in
whole or in part, to methods
of, or the performance of,
abortions or involuntary
sterilization as a means of
tamily planning?

Annex I, C
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Yes (to first question)

Yes taken into account by the
Administrator at the time of approval
of Agency OYB (to second question)

No. Abortion is illegal in Ecuador
(to first question)

No. Involuntary sterilization is
illegal in Ecuador (to second question)

No (to third question)



20.

22

FY 1986 Continuinyg

Resolution. Is the assistance
belng made available to any
organization or program which
as been determincd as
supporting or participating in
the management of a program of
coercive abortion on
involuntary sterilization? If
assistance is from the
population functional account,
are any of the funds to be
made available to family
planning projects which do not
offer, either directly or
through referral to or
information abount access to,
a broad range of family
planning methods and services?

FY 1986 Continuing

Resolution. las the recipient
country been determined by the
President to have engaged in a
consistent pattern of
opposition to the foreign
policy of the United States?

'Y 1986 Continuing Resolution
Sec. 513, Has the duly
elected Head of Government of
the country been deposed by
military coup or decree?

FUNDING SOURCE CRITERIA FOR

QOUNI'RY ELIGIBILITY

1.

Development Assistance Country
Criteria

I'AA Sec. 116. Has the

bepar tment of State determined
that this governmment has
engaged in a consistent
pattern of gross violations of
internationally recognized

Annex I, C
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No (to first question)

No. A full range of family planning
methods and services is available (to
second question)

'he Department of State has not
determined that Ecuador is a violator
of human rights



human rights? If so, can it
be demonstrated that
contemplated assistance will
directly benefit the needy?

Economic Support Fund Country

Criteria

FAA Sec. 502B., Has it been

determined that the country
has engaged in a consistent
pattern of gross violations of
internationally recognized
human rights? If so, can the
country made such significant
improvements in its huwman
rights record that furnishing
such assistance is in the
national interest?

Annex I, C
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No such determination has been made
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5C (2) PRQJECT CHECKLIST

A. GENERAL CRITERIA FOR PRAJECT

L.

'Y 1986 Continuing Resolution
Sec. 524; FAA Scc. 634A.
Describe how cuthorizing and
appropr iations committees of
Senate and llouse have been or
will be notifiect concerning
the project.

FAA Sec. 611(a) (). Prior to
obligation in excess of
$500,000, will there be (a)
engineering, financial or
other plans necessary to carry
out the assistance and (b) a
reasonably firm estimate of
the cost to the U.s. of the
assistance?

FAA Sec. 611(a) (2). I
further legislative action is
required within recipient
country, what is basis for
reasonable expectation that
such action will be completed
in time to permit orderly
accomplishment of purpose of
the assistance?

FAA Sec. 611(b); FY 1986
Continuing Resolution Sec.
501. If for water or
water-related land resource
construction, has project met
the princ.:als, standards, and
procedures established
pursuant to the Water
Resources Planning Act (42
U.S.C. 1962 et seg.)? (See AID
Handbook 3 for new
yuideliness.)

FAA sec. 6ll(e). IL project
is capital assistance (e.g.,
construction), and all U.S.
assistance for it will exceed

Annex I, C
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A Congresional Notification has been
submitted

(a) Detailed financial and
implementation plans are included in
the PP.

(b) Reasonably firm cost estimates
are presented in the PP.

No such action is required

N/A

The Mission Director's Section 611({(e)
certification is included in the
Project Paper and the AA/LAC has taken
into consideratior. Ecuador's



$1 million, has Mission
Director certified and
Regional Assistant
Mministrator taken into
consideration the country's
capability effectively to
maintain and utilize the
project?

FAA Sec. 209. Is project
susceptible to execution as
part of regional or
multilateral project? If so,
why 1is project not so
executed? Information and
conclusion whether assistance
will encourage regional
development programs.

Fan Sec. 601(a). Information
and conclusions whether
project will encourage efforts
ol the country to: (a)
increase the Llow of
international trade; (b)
foster private initiative and
competition; and (c) encourage
developrent and use of
cooperatives, and credit
unions, and savings and loan
associations; (d) discourage
monopolistic practices; (e)
improve technical efficiency
of industry, agriculture and
commerce; and (L) strengthen
free labor unions.

FAA Sec. 601(b). Information
and conclusions on how project
will encourage U.S. private
trade and investment abroad
and encourage private U.S.
participation in foreign
assistance programs (including
use of private trade channels
and the services of U.S.
private enterprise).

Annex I, C
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capability to maintain and utilize the
project.

No, project activities are not
appropriate for a regional project

By establishing a high quality
graduate management school, the
project will encourage the flow of
international trade and foster private
initiatives and cooperation.

'The project will finance technical
services provided by US consultants.

o



lO.

1l.

12.

13.

FAA Sec. 612(b), 636(h); FY
1986 Continuing Resolution
Sec. S07. Describe steps
taken to assure that, to the
maximum extent possible, the
country is contributing local
currencies to meet the cost of
contractual and other
services, and foreign
currencies owned by the U.S.
are utilized in lieu of
dollars.

FAA Sec. 612(d). Does the
U.S. own excess foreign
currency of the country and,
if so, what arrangements have
been made for its release?

FAA Sec. 60l(e). Will the
project utilize competitive
selection procedures for the
awarding of contracts, except
where applicable procurenment
rules allow otherwise?

'Y 1986 Continuing Resolution
Section 522. If assistance 1S
for the production of any
commodity for export, is the
coamodity likely to be in
surplus on world markets at
the time the resulting
productive capacity becomes
operative, and is such
assistance likely to cause
substantial injury to U.S.
producers of the same, similar
or copeting commodity?

FAA 118(c) and (d). Does the
project comply with the
environmental procedures set
forth in AID Regulation 162
boes the project or program
take into consideration the
problem of the destruction of
tropical Lorests?

Annex I, C
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Host country contribution, including

in-kind support are estimated at 30%
of total project costs.

No

Yes

N/A

Ye;, an ;EE has been carried out for
this project and a negative
determination was made.

No

~



Annex I, C
Page 12 of 16

14. FAA 121(d). If a Sahel N/A
project, has a determination
been made that the host
government has an adequate
system for accounting for and
controlling receipt and
expenditure of project funds
(dollars or local currency
generated therefrom)?

15 FY 1986 Continuing Resolution N/A
Sec. 533. Is dishbursement of
the assistance conditiones
solely on the basis of the
policies of any multilateral
instituion?

16. 1SDCA OF 1985 SIC. 310. lor None
developnient assistance
projects, how much of the
funds will be available only
for activities of economically
and socially disadvantaged
enterprises, historically
black collages and
universities, and private and
voluntary organization which
are controlled by individuals
who are black Americans,
Hispanic Americans, or Native
Americans, or who are
economically or socially
disadvantaged (including
women) ?

B. FUNDING CRITERIA OR PRQJECT

1. Development Assistance Project
Criteria

a. FAA Sec. 102(b), 111, 113, The project will help insure wide
281(a). Ixtent to which participation of the poor by
activity will (a) increasing employment opportunities
effectively involve the and by targetirg disadvantaged
poor in development, hy students with scholarships and a
extending access to student loan program




economy at local level,
increasing labor-intensive
production and the use of
appropriate technology,
spreading investment out
from cities to small towns
and rural areas, and
insuring wide
participation of the poor
in the benefits of
development on a sustained
basis, using the
appropriate U.S.
institutions; (b) help
develop cooperatives,
especially by technical
assistance, to assist
rural and urban poor to
help themselves toward
better life, and otherwise
encourage democratic
private and local
governmental institutions;
(c) support the self-help
efforts of developing
countries; (d) promote the
participation of women in
the national economies of
developing countries and
the improvement of women's
status; and (e) utilize
and encourage regional
cooperation by developing
countr ies?

FAA Sec. 103, 103A, 104,

105, 106. Does the
project fit the criteria
for the type of funds
(functional account) being
used?

FAA Sec. 107. 1Is
anphasis on use of
appropriate technology
(relatively smaller,

Annex I, C
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Yes, the project will establish a
graduate management school and will
support executive development seminars
which will improve the quality and
increase the quantity of trained
Iicuadoreans to manage private
enterprises.

N/A



e.

cost-saving, labor-using
technologies that are
generally most appropriate
for the small farms, small
businesses, and small
incomes of the poor)?

FAA Sec. 110(a). Will
the recipient country
provide at least 25% of
the costs of the program,
project, or activity with
respect to which the
assistance is to be
furnished (or is the
latter cost-sharing
requirement being waived
for a "relatively least
developed" country)?

FAA Sec. 122(b). Does
the activity give
reasonable promise of
contributing to the
development of economic
resources, or to the
increase of productive
capar .ties and
self-sustaining economic
growth?

FAA Sec. 128(b). If the

activity attenpts to
increse the institutional
capabilities of private
organizations or the
govermment of the country,
or if it attempts to
stimulate scientific and
technologial research, has
it been desiyned and will
it be monitored to ensure
that the ultimate
beneficiaries are the poor
majority?

Yes

Yes

Yes

annex I, C
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g. FAA Sec. 28l(b). Describe
extent to which program
recognizes the particular
needs, desires, and
capacities of the people
of the country; utilizes
the country's intelectual
resources to encourage
institutional developinent;
and supports civil
education and training in
skills required for
effective participation in
governmental processes
essential to
self-government.

2. Dbevelopment Assistance Project

Criteria (Loans Only)

Q.

FAA Scc. 122(b). Information
and conclusion on capacity of
the country to repay the loan,
at a reasonable rate of
interest.

FAA Sec. 620(d). If
assistance 1s for any
productive enterprise which
will compete with U.S.
enterprises, is there an
agreement by the recipient
country to prevent export to
the U.S. of more than 20% of
the enterprise's annual
production during the life of
the loan?

3. Bconomic Support Fund Project

Criteria

de.

FAA Sec. 531(a). Will this

assistance promote economic or
political stability? To the
maxinun extent feasible, is
this assitance consistent with
the policy direction,
purposes, and programs of part
I of the LAA?

Annex I, C
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Management training is a high priority
of the people of. Ecueador. The program
is designed to estaplish a school

where ecuadorean ianagerial practices
will be incorporated into the
curriculum.

N/A

N/A

N/A



b.

FAA Sec. 531(c). Will
assistance under this chapter
be used for military, or
paramilitary activities?

ISDCA of 1985 Sec. 207 Will

ESF funds be used to filnance
the contruction of, or the
operation or maintenance of,
or the suppliying of fuel for,
a nuclear facility? If so,
has the President certified
that such country is a party
to the 1recty on the
Non~-Proliferation of Nuclear
Weapons of the Treaty for the
Prohibition ot the Nuclear
Weapons in lLatin America (the
"Preaty of 1latelolco"),
cooperates fully with the
1AlA, and pursues
nonproliferation policies
consistent with those of the
United States?

d. FAA Sec. 609. If
comnodities are to be granted
so that sale proceeds will
accrue to the recipient
country, have Spxcial Account
(counterpart) arrangements
been made?

NA

N/A

N/A

Annex I, C
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CERIIFICATION PURSUANT TO SECTION 6ll(e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Gerald Wein, Acting Director of the Agency for International
Development in Ecuador, having taken into consideration among other
factors, the maintenance and utilization of projects in Ecuador
previously financed or assisted by the United States, do hereby
certify that in my judgement Ecuador has the technical capability
and the physical, financial, and human resources to utilize and
maintain effectively the proposed grant of Ten Million United States
dollars (US$10'000,000.00) from the Government of the United States
of America to the Fundacidén Privada kcuatoriana for the Graduate
Management School Program.

Gerald R. Weln
Acting Director, USAID/Lcuador

July 28, 1986


http:US$10'000,000.00
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5.
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Financial Tables

Summary Financial Plan

Schedule of Disbursements

Procurement Plan

Counterpart Contribution

Methods of Implementation and Financing

S



Technical
Assistance

Training

Operating
Costs

Physical
Plant

Bv luation

Endowment
Fund

Contingencies

TOTAL

ANNEX II
page 2 of 6 pages

TABLE 1
Summary Financial Plan
($000s)
A.I.D. Grant Counterpart
6,130 --
408 -
2,111 1,373
600 400
241 -
- 2,500
510 --
10,000 4,273

Total

6,130
408

3,434

1,000
241

2,500

510

14,273
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TABLE 2
Schedule of Disbursements
(UE£$000s)
sources 1986 1987 1988 1989 1990 1991 TOTAL

A.I.D. Grant 1,250 1,800 1,900 2,100 1,750 1,200 10,000

Counterpart 825 544 634 683 752 835 4,273
T'UTAL 2,075 2,344 2,534 2,783 2,502 2,035 14,273
\
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TABLE 3

Procurement Plan
A.I.D. Funds

(US$000s)

items Grant
Library Acquisitions 80,000
Computer System 165,000
Simultaneous Translation
Equipment 25,000
Claéroom Equipment 72,000
Furniture 93,000
Construction Costs ' 100,000
Rental of temporary facility 65,000

TOTAL $600,000



TOTAL

ANNEX II
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TABLE 4
Counterpart Contribution
(US$000s)
ltems Amount
gevenue from GMiI courses 1,373
In-kind contribution 400
Endowment funds 2,500




(3316G)

TABLE 5

Methods of Implementation

and Financing

Method of Implementation

Direct Cooperative Agreement
OP. Expenses

Direct Contract

TA.

Training
Commodities

O.P. EXpenses
Project Evaluations
Contingencies

ANNEX II

page 6 of 6 pages

Method of
Financing

Direct

Direct
Direct
Direct
Direct
Direct
Direct
Direct

Payment

Payment
Payment
Payment
Payment
Payment
Payment
Payment

Approximate

Amount

1,343

6,120
408
600
768
241
510
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Economic Feasibility Study for
the Ecuador Graduate Management Program

Prepared by
the University of Houston, Indiana
University and Flcrida International University

January 27, 1986
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Executive Summary

This study of the economic feasibility of the Ecuadorean
Graduate Management Program concludes that the‘project would
provide substantial return on investment to both the
individual student and Ecuadorean society as a whole.
Building on the work of Dr. William Renforth in the
prefeasibility study completed in 1982 this paper reviews and
updates the literature on education and economic development.
Although this literature is not kcuador specific, and does
not deal with business education per se, it concludes that
investment in education provides returns to development that
are equal to or exceed the returns from alternative projects.
Futhermore, these studies refute the fear that educational
expansion will lead to a problem of unemployed graduates.

This paper also provides a cost benefit analysis of the
proposed project in Ecuador. 'The primary conclusion on costs
and benefits to the student is that the program would vield a
return on investment to the individual student in excess of
fifty percent. Even using extremely conservative
assumptions, the estimated rate of return is nearly twelve
percent. The social cost benefit analysis based on very
cautious assumptions yielded ua return rate of twenty percent,
which considerably exceeds the World Bank standard of twelve

pereent. Furthermore such factor:s as targeting the program
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to those sections of the Ecuadorean economy that have
potentially the highest return should increase the social
returns of the project.

In terms of foreign exchange savings, thi§ analysis
concludes that the savings will probably not be substantial.
This is due to the fact that the declining value of the sucre
has lead to a decrease in the number of Ecuadoreans studying,
reversing a trend that was identified in the 1982
prefeasibility study. The study also concludes that funding
of this project would be preferable to direct assistance to
existing programs and would itself benefit those programs.

It also concludes that the project will pay dividends long

after AID investment in the project comes to an end.
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INTRODUCT ION

The prefeasibility study completed in 1982 examined the
economic justification for investment in graduate level
management training in developing countries. This report
brings that study up to date and, as far as possible, makes
it "Ecuador specific." Following the outline of the earlier
study, this report will consider in order:

I. Macro-economic Relationships Between Education and
Economic Growth

II. The Role of Management Education in Economic Development
ITI. A Cost-benefit Analysis of the Proposed Project

Iv. Foreign Exchange Savings (rom Substitution of Local for
Foreign Purchases of Educational Services.

V. Alternatives to the Proposed Project

\
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I. Macro-economic Relationships Between Education and
Economic Growth

Since Gary Becker's book Human Capital (1964) much
literaturc has appeared examining investment in people. The
Same conceptual tools used to investigate investment in
physical capital have been applied to investment in human
capital. Education has been viewed as a primary mechanism
for increasing the capital embodied in human beings.
Traditionally, economists had focused on savings and
investment in physical capital as the mainspring of economic
development. Harbison and Myeis (1964) found a correlation
between high rates of economic growth and high rates of
expenditure on education. During the past two decades a
number of articles and books have been published reporting
the results of attempts to quantify the costs and benefits of
education in developing countries. Irvin Sobel's 1978
article, "The Human Capital Revolution in Economic
Development, " and George Psacharopoulos's 1980 World Bank

document, Higher Education ig_@gyglgpigg_ggpntrigs: A Cost-

Benefit Analysis, have reviewed much of this literature.
William Renforth used these and many other sources in hisg
1982 prefeasibility study of the Ecuador project. Renforth
concluded that education is a necessary, but not sufficient,

condition for economic development, contributing not only to

o
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the efficiency aspects of development but also facilitating
change in prevailing sociopolitical conditioﬂs.

Since Renforth's prefeasibility study was completed,
three significant new articles have appeared. Psacharopoulos
(1982) 1looks specifically at the value of higher education
in developing countries using, along with World Bank and
other sources the wealth of data collected and analyzed by
Bikas Sanyal and his co-workers at the International
Institute for Educational Planning. That institute has
conducted a number of in-depth studies in developing
countries, but unfortunately, not in Ecuador. Psacharopoulos
concludes that returns to higher education in nine of eleven
developing countries were greater than returns to irrigation,
hydroelectric, and highway projects (the average being 14,9
percent compared with 12.8 percent, respectively). He also
examined the differential returns to specific subjects within
higher education, concluding from the data on twelve
developing countries that (p. 156):

In most cases, the returns to different

subjects are of the same (if not higher) order of

magnitude as the returns to alternative projects.

Second, it is sometimes the case that general

subjects such as humanities and economics are

financially more profitable than technical subjects

like engineering and agriculture. This is because

the higher cost of the latter subjects outweighs
their apparent higher benefits.

Unfortunately, Psacharopoulos's subject categories did

(o1}
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not include business management. His results, however,
demonstrate the importance of considering boéh costs and
benefits in evaluating project proposals.

Psacharopoulos (Fall 1985) has just published another
article entitled "Returns to Education: A Further
International Update and Implications". In this latest piece
Psacharopoulos used data and research findings from over
sixty countries, but not from Ecuador. He says: "The new
cross-country evidence confirms and reinforces earlier
patterns, namely the returns are highest in primary
education, the gencral curricula, the education of women and
in the lowest per capita income countries."

His latest results indicate underinvestment in all
levels of education in developing countries. 1In both the
1960s and the 1970s returns to human capital exceeded returns
to physical capital in developing countries whereas the
reverse was true in advanced countries. (Psacharopoulos,
1985, p. 14). He finds that primary schooling remains the
"number one priority for investment," but on the secondary
and university levels he again finds that the extra costs of
vocational and technical education reduce its attractiveness
relative to the general curricula. His data on returns to
investment in selected university faculties did not include
business management, but he finds the highest average rate of

return in economics.

Y
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Psacharopoulos draws other conclusions of some relevance
to this project. He finds relative stability over time,
which he explains by the fact that the demand for educated
manpower has kept pace with the supply. He says t@e fears
that further educational expansion will lead to unemployed
graduates are unfounded. This latest paper draws two
important methodological conclusions. One is that earlier
studies using incremental earnings to measure social benefits
of education have severely underestimated the true social
profitability of education because civil service payscales
have a flattening effect on incremental earnings. He
considers the private sector earnings data to be a better
measure. The limited information available on Ecuador bears
out this finding. Public service payscales in Ecuador allow
much less differential for education beyond a first
university degree than that indicated by interviews with
managers with MBAs working in the private sector.

Psacharopoulos concludes his most recent paper with a
reference to a 1984 article by Haveman and Wolfe, which deals
with externalities not captured by market data. He concluded
that considering such externalities would strengthen his own
conclusions. Haveman and Wolfe (1984) criticize the
traditional approach of estimating the benefits of agditional
schooling with estimates of earnings differences resulting

trom additional education. They say (p. 379) that the
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standard rate of return estimates yield biased results and
that: "A full accounting must consider all of schooling's
effects, positive and negative, and not simply those recorded
in a single market." After surveying the literature that
provides some information on some twenty types of effects of
education other than on earnings, they estimated dollar
values. Their estimate (p. 401) "suggests that the annual
value of incremental schooling reported in standard human
capital estimates may capture only about one-half of the
total value of an additional year of schooling." Haveman and
Wolfe were dealing with education generally, considering
specifically neither developing countries nor management
programs. Their contribution to research methods in this
field may be extremely significant by focusing attention on a

broader range of benefits and costs of educational projects.
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I1I. The Role of Management Education in Development

As the preteasibility study pointed out, a number of

writers and organizations have stressed the significance of
management in economic development. The General Conference
of UNESCO (1978) saw a need to integrate management education
into all development efforts in order to train individuals to
manage technology, capital, services, and administration in
every sector of the economy. The World Bank's 1930 Education

Sector Policy Paper stressed the role of management education

in facilitating change in prevailing sociopolitical
conditions by providing the leadership to make both private
and public organizations more adaptive to environmental
pressures and more responsive to social needs. H. Myint
(1967) and R. L. Tandon (1968) stressed the necessity of
managerial capacity to avoid bottlenecks to economic growth.
Stifel, Black and Coleman (1977), in a Rockefeller Foundation
survey found a "management crisis" in less developed
countries and concluded that more conventionally educated
personnel would not solve the problem. What is needed is

innovations in the education of managers.
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III. A Cost-Benefit Analysis of the Proposed Project

The prefeasibility study carefully reviéwed the cost-
benefit literature on economics and business management
programs. That review will not be repeated here. Instead an
analysis is presented of the costs and benefits of the
proposed project in Ecuador. The only cost-benefit analysis
of a specific graduate management program reported in the
literature is the 1973 study by Hill, Haynes, and Baumgartel
of the Indian Institute of Management at Ahmedabad. The
methods used therein will be the model ftor the following
analysis, with some modifications made necessary by
limitations in the data available. The Ahmedabad project was
begun in 1962/63 and began to graduate students in the
1965/66 academic year. Thus much actual data was available
in 1972 on costs and earnings of graduates. In spite of that
fact much of the data needed for a Cost-benefit analysis had
to be estimated by the authors. They presented their results
as illustrati?e of their method ratth than as a definitive
evaluation of that Ford Foundation-Harvard University
assisted project.

With a proposed project such as the one in Ecuador all
of the data must be estimated on the basis of very
fragmentary past daté on related variables and forecasts of
future events. Following the pattern of Hill, the results of

calculations made with alternative estimates and assumptions

10
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about the numbers are presented. This analysis considers two

crucial areacs:

1. Private Costs and Benefits to the Student

2. Social Cost Benefit Analysis

1. Private Costs and Benefits to the Student

Each

student makes an investment in his graduate

management education from which he expects an adequate

return.

Return on investment can be calculated with the

standard formula:

where V

ns=s
w:.'

With

W
v= 0 (R-C)
n=1 (1l+i)n

present value

extra earnings attributable to the program

the student's costs attributable to the program
rate of return or discount rate

the time period in which returns and costs occur
number of time periods in a working life

this model we must estimate R and C fcr each time

period from the student's entrance into the program until he

ceases to

of future

work at retirement. Having estimated that stream

net benefits (R-C) we car either select an

appropriate discount rate (i) and calculate the discounted

present value (V) of the activity, or we can set V equal to

zero and calculate the rate of return (i). We will do both,

11
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using a number of alternative assumptions and estimates of
the variables.

From interviews in Ecuador with a number of managers and
educators it is possible to estimate the earnings after a
first degree of the sort of person most likely to be
attracted to and accepted by the proposed graduate management
program. We can also estimate on the basis of those

intesviews the beginning and future earnings of such a person

after graduating from the program. The difference between

the two salary levels is treated as R, the return
attributable to the program. Our estimate of the student's
earnings without the program enters into the calculation also
a5 a measure of the cost of not working during the fifteen
month period in which he is a full-time student. In
addition, we must estimate the amount of tuition and fees.

We igriore living costs on the assumption that they are likely
to be the same whether or not the person is a student.

In all of these calculations, we have assumed that
inflation and exchange rate fluctuations affect costs and
benefits equally and can be neglected. The numbers are based
on estimates made in October, 1985. We will present first
the results of calculations based on our best estimates, and
then show the effects of modifying the various assumptions.
The reader should keep in mind that no hard data are

available on what will happen in the future. Therefore, we
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are presenting a sensitivity analysis that gives insight into
the consequences of errors of various sorts in the estimates.
Our best estimate of the earnings of a prospective student
who already has a first degree and two or three years
experience is 50,000 sucres per month. Since earnings accrue
at the end of the month, we have foregone earnings of two
months in the first quarter or 100000 sucres, foregone
earnings of 150000 sucres in quarters 2z 3, 4, & 5, and also
50000 sucres in quarter number 6 during which he is working
for one month before being paid. Assuming 350000 sucres
tuition and fees paid at the beginning of quarter number one,
the cost stream in thousands of sucres is as follows:
Quarter 1 2 3 4 5 6 7 8 .... 125
Costs -450 -150 =150 =~-150 -150 =50 0 0 0

Our best estimate of the earnings of the student after
completion of the program is 80000 sucres per month, moving
up within two years to 130000 sucres per month. Multiplying
monthly earnings by 3 and subtracting what could have been
earned without the program we get R equal to 90060 in quarter
6, growing to 240000 in quarter 14. The monetary value of
the program to the student as measured by these extra
earnings begins in the sixth quarter and continues for an

assumed 30 year working lifespan. The stream of costs,

13
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benefits, and net benefits (R - C) appears as follows:

Quarter 1 2 3 4 5 6 7 8
Extra Earnings 0 0 0 0 0 90 110 130
Costs -450 -150 -150 =150 -150 .40 0 0
Net Benefits =450 -150 ~-150 =150 -150 40 110 130
Quarter 9 10 11 12 13 14 15..125
Extra Earnings 150 170 190 210 225 240 240 240
Costs 0 0 0 “0 0 0 0 0
Net Benefits 150 170 190 210 225 240 240 240

Setting this stream of net benefits equal to zero and
solving for i, the internal rate of return, we get an annual
rate of 54.67 percent.

Now let us consider some alternative assumptions.
Suppose that w, the working lifespan is not 30 years but only
10 years (that 1is 40 quarters beyond graduation). The rate
of return is 53.97 percent. Benefits far in the future have
very little effect on the calculation. If the graduate is
able to earn the estimated extra earnings for only five years
(that is, through quarter 25), his rate of return on his
investment is 47.03 percent. At quarter 17, just three years
after completion of the program his earnings would have

amounted to a 30.7 percent rate of return.

14
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If we assume a value for i, we can solve for the
discounted present value of the net benefit gtream. An
approp.iate value for this discount rate is the cost of
borrowing the money needed to pay the costs ingurred before
the returns come in. Or, alternatively, we could use the
opportunity cost foregone by not investing in some other
project such as an MBA from abroad. In October, 1985, the
Banco del Pacifico was actually lending money at a rate below
the inflation rate, so that the real rate of interest was
negative. Credit was being rationed, however, and a
particular student might not be able to borrow as much as he
needs to cover foregone earnings and tuition for the 15-month
period. If he did so, however, at a 10 percent real rate,
the value of the program to him would be 6,674,000 sucres,
At 5 percent, the present value would be 12,479,000 sucres,
and at 20 percent it would be 2,609,000 sucres, assuming the -
returns continue for thirty years. If we assuming a working
lifespan of only 10 years, then the present value is
3,838,000 sucres at 10 percent, 5,441,000 sucres at 5
percent, and 1,965,000 sucres at a 20 percent discount rate.
In order to show the sensitivity of the rate of return

to errors in these estimates of costs and extra earnings we
have recalculated using both tuition and foregone earnings
costs that are 20 percent higher along with extra earnings

atter graduation that are 20 percent lower. With these new

16
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assumptions and a 30-year working lifespan, the rate of
return drops to 40.25 percent from 54.67 perccu.. With 10
years of extra earning, the rate of return is 38.82 instead
of 53.97 percent. With only five years of extra earnings the
rate is 29.73 instead of 47.03 percent, and with only three
years, the rate is 11.96 instead of 30.7 percent.

To test the sensitivity of the student's rate of return
to the cost of tuition and fees, we have used the original
earnings assumptions but doubled tuition and fees from 350000
sucres to 700000 sucres. The result shows a rate of return
of 43.32 percent for a 30-year working lifespan compared with
54.67 percent. For a 10-year span the return drops from
53.97 to 42.12 percent. For a five-year span it drops from
47.03 to 33.78 percent, and for three yearsf’from 30.7 to
16.90 percent.

This private cost-benefit analysis indicates that
entering and completing the proposed management training
program would be a very good investment for the individual
student. To avoid overstating the case, however, we have
also done the calculation using the most pessimistic
estimates of returns. Based on estimates from Quito on the
earnings of potential students without the MBA and their
extra earnings with graduate management training we get
considerably lower, but still quite high rates of return.

Rolf Stern, Coordinator of the Instituto de Postgrado

17
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Programa de Gerencia Empresarial of the Escuela Politecnica
Nacional estimated that a person with a firsf degree and some
experience earns about 32500 sucres per month (compared with
the Guayaquil-based best estimate of 50000). He estimated
that a newly graduated MBA earns no more than an experienced
one-degree person, but that with experience the MBA would
earn about 52000 sucres per month (compared with the 130000
estimate used above). Using these much more pessimestic
estimates of earnings, and earnings differentials, we still
get a rate of return of 17.32 percent over a 30~year working
lifespan and 11.95 percent for a l0-year span.

It seems clear that the proposed program would be a very
good investment for the student even under most pessimestic
assumptions about the extra earnings resﬁlting from it. One
should keep in mind, of course, that the prospective student
runs some risk in making a decision to leave his job and
become a full-time student for 15 months. If he fails to
complete the program, he may be worse off than if he had not
entered. It is therefore important to screen applicants
adequately in order to avoid taking in students who are
unlikely to be able to graduate.

We should also recognize that such calculations of the
monetary value of the program may underestimate the benefits
to the student. Management education, like all education, is

a consumer good in and of itself as well as an investment in
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human capital. The program cai. be expected to enhance the
life of the graduate in his role as a family‘member and
citizen as well as his role as an employee. No attempt is
made to quantify these intangible benefits.

The benefits a student receives could be obtained by
going abroad for an MBA degree. In order to do so, however,
he must incur considerably greater=scosts. The fact that some
Ecuadoreans do incur such costs is itself an indication that
they consider the return on such investment to be adequate.
We have made a calculation of the rate of return on an
American MBA using the same best estimate benefit stream used
above but substituting the costs of going to Indiana
University for the degree. Costs vary considerably from
school to school, with such private schools as Harvard,
Wharton, and Stanford costing much more and some other state
universities perhaps costing less. The program at Indiana
requires two academic years. My calculation assumes that the
student arrives just in time for the Fall semester and leaves
just after the end of the Spring semester the following year.
The cost stream is thus spread over seven quarters and
includes tuition, fees and supplies, room and board, and
personal expenses as estimated in the Indiana University MBA
program brochure although we have used only three-fourths of
the living expenses on the assumption that something but not

as much, would be spent whether or not the program were
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undertaken. For a single student the rate of return is only
17.96 percent. The return to a student atteﬁding INCAE,
ESAN, or ISEA, would be somewhere in between that from the
U.S. and Ecuador, because the costs are likely to fall
between those extremes. The proposed program is thus a much
better investment for the student, even with double the
tuition proposed, than going abroad, assuming that the U.S.
program and the proposed Ecuadorean program yield the same
differential earnings stream. A successful Ecuadorean
program, by being more Ecuador specific, might yield higher
returns, or it might fail to come up to U.S. standards. The
proposed program curriculum will be targeted to agroindustry,
nontraditional exports, and small business, and, therefore,
may turn out graduates more highly valued than those of U.S.
programs. On the other hand, until the graduates of the new
program demonstrate their value to employers, the U.S.A. MBA
may command a "prestige" premium.

2. Social Cost-Benefit Analysis
The value of the proposed management program to

Ecuadorean society can be examined with the same theoretical
model used above. We must include, however, the full costs
of the program which will not be fully covered by student
tuition. The extra earnings each student earns because of
the programs can be aggregated as one indicator of the

benefits to society. 1In a perfectly competitive ideal market

20
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economy with perfect information and no uncertainty, economic
theory teaches that each worker is paid the value to the
employer of the marginal worker. The employer reaps the
consumer's surplus that results from the downward sloping
demand curve for managers as Hill, Haynes and Baumgartel
point out (pp. 146-149). Even without imperfections in the
market systems that Haveman and Wolfe rely on, we can expect
the social returns to be grezater than the sum of the private
returns of all the graduates. The social costs are likewise
greater but these can be captured much better in a cost-
benefit analysis.

We have used the cost estimates of the financial plan,
the sum of the private returns to the graduates, plus an
estimate of the value to society of executive programs to
calculate a lower limit for the social rate of return of the
proposed project. If the assumptions hold, we can have |
confidence that these estimates underestimate the benefits to
society.

Several alternative assumptions are made about the
number of students graduating, the private return per
student, the start up time between the incurring of initial
costs and the graduation of the first class, and the value of
executive programs. Table 1 shows the social rate of return
for several sets of assumptions, all of which are calculated

to include costs and benefits from the initial expenditure



ANNEX TIII
Page 24 of 43
- through thirty years. A few years either way in this time
horizon have a negligible effect on the rate oé return.
‘Assumption Set number one yields a 20.20 percent rate of
return. This set is the best estimate. It is bgsed on the
individual student extra earnings stream used above as the
best estimate. We are also assuming that the first class
completes the program in the eighth quarter after costs are
first incurred and begins to earn in the ninth quarter. The
first graduating class contains 35 students and the number
rises the second Year to forty, then to 30, 60, 70, 80, 85,
and 90, where it levels off indefinitely. The financial plan
shows costs rising in real terms by five percent per year
from 1991 through 1996. We assume that costs continue to
rise, but at a two percent real rate to the end of the thirty
Year period. The value of executive programs to society is
very difficult to measure. The quantity of such programs and
the revenues expected are estimated in the financial plan,
but to be conservative, the social Cost-benefit analysis
assumes the social value of these programs to be only 75
percent of the numbers assumed in the financial plan with no
growth after 1996. With these rather cautious assumptions we
still get a social rate of return of 20.2 percent for the

proposed program.
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This 20.2 percent interval rate of return compares
favorably with the 19.5 percent rate for the Quimiag-Penipe
IRD project and 23.1 percent for the Salcedo IRD project.
(Table III.4, page 5, Annex 1A, A.I.D. Project Analysis).
This 20.2 percent rate of return is sufficiently larger than
the World Bank's 12 percent rule of thumb that w; can
conclude that any small differences between Ecuador and other
developing countries with respect to the appropriate social
discount rate can be safely neglected.

Our sensitivity analysis is summarized in Table 1.
Assumption Set 2 shows the effect of raising all costs by 10
percent for the whole thirty-year period while simultaneously
reducing all benefits by 10 percent. The rate of return
drops from 20.20 to 17.72 percent. 1In Set 3 we lower the
estimated value of executive programs an additional amount by
changing the base from 75 to 50 percent of the financial plan
estimate and get a rate of return of 17.50 instead of 17.72
percent. The sensitivity of the rate of return to the change
in assumption about the value of the executive programs is so
small that all other calculations were made with this more
conservative assumption.

A primary element in this analysis is the estimate of
earnings ditferentials for individual graduates. Assumption
Set 4 keeps the very conservative 50 percent assumption about

executive programs and substitutes for our best estimate of

24
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- earnings the estimates obtained from Rolf Sterr in Quito that
we also used above in the private cost-benefit analysis.

With these very conservative earnings assumptions the rate of
return remains positive, but drops from 17.50 to 4.35
percent. To get the "worst case" we go further in Set 5 and
assume that the number of graduates levels off at 75 instead
of 90, giving a rate of creturn of only 3.64 percent. The
effect of leveling off the graduating class at 75 is also
shown by comparing Set 6 with Set 7. Using the original best
estimate of earnings but the 50 percent assumption about
executive programs we get a rate of return of 19.94 percent
with the graduating class size leveling off at 90, and 19.14
percent with it leveling off at 75. This small difference
can be attributed to the fact that the increased class size
affects the aggregate earnings strean far in the future.
Increased initial class size would undoubtedly have a greater
effect.

We have assumed throughout that the likelihood of
"reverse brain drain" is slight -- that is, that all
graduates remain in Ecuador. Assumption set 7 can also be
interpreted as a test of the effect of the loss to other
countries of some graduates, leaving the number remaining in

Ecuador leveling out at 75 even though 90 are graduated.
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That much brain drain would be negligible so’ long as it
occurs 1in the later years. If a large portion of the early
graduates (during the first six years) were to leave Ecuador
then the return could be significantly less tﬁan the 19.14
percent, but that seems very unlikely. The demand for MBA's
in Ecuador right now exceeds supply and the early graduates
won't need to go abroad to find employment. If a "brain
drain" should occur in later years, the effect can be seen to
be very small by comparing Assumption set 7 with set 6.

Assumption Sets 8, 9, & 10 vary the start-up time for
the program. Again comparing with Set 6, we can see that
graduating the first ~lass two quarters sooner (Set 8) would
raise the rate of return from 19.94 to 21.20 percent--a
sigﬁif}cant improvement. On the other hand a delay of one
year (Set 9) drops it from 19.94 to 17.81 percent and a two
yvear delay drops the rate of return to 16.03 percent.
Therefore, once program costs begin to occur it is very
important to proceed as quickly as possible to graduate the
first class.

After the foregoing calculations were made, the
financial plan was revised downward. Assumption Set eleven
was calculated to test the effect of a ten percent reduction
in all of the costs of the program. Except for the cost
reductions, the assumptions are the same as Assumption Set

six. Instead of 19.94 percent, the rate of return for a
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thirty year time horizon is 21.22 percent. ,[Figure 2 above
shows the sensitivity of this rate of return to shortening of
the time span over which the program is assumed to yield
benefits. Table 2 shows the raw data used in ‘'this particular
calculation. The cost data are from the original (October
1985) financial plan reduced by ten percent and converted
into sucres. To make the cost and benefit data comparable,
the dollar cost estimates were converted at 10C sucres to the
dollar, which was the approximate exchange rate at the time
for which the earnings estimates were made. Costs for the
first five years are budget estimates. They are assumed to
rise by five percent a year in years six through ten and two
percent a year thereafter in real terms. The whole analysis
implicity assumes that inflation affects costs and benefits
equally. |

The sensitivity analysis is more significant than the
abcolute value of the rates of return. The Haveman and Wolfe
conclusion that differential earnings from extra education
greatly underestimate the true social value is probably even
more true for a graduate management program in Ecuador. If

the program is established and succeeds as planned, we can
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expect a number of additional economic benefits to Ecuador
not captured in the monetary values used in the calculations.
Returns were limited to the value of executive programs and
the differential in earnings attributable to the MBA program.
Clearly the contribution of each student in the fifteen month
program to society can be expected to be greater than the
benefits to him personally. Likewise the short programs for
executives are very likely to benefit both their firms and
the overall economy by mnre than the fees charged for them.
For both prcgrams part of the uncaptured benefits accrue as
consumer's surplus to employers and show up in the value of
economic output of the firms. Additionally, however, we can
expect an effect on the rate of economic development
generally. The fact that the proposed program will be
targeted to those sectors of the Ecuadorean economy that have
potentially the highest returns, such as agroindustry,
nontraditional exports, and small business, should increase
the social returns from the project.

Alvaro Guerrero, of the Banco del Pacifico, has pointed
out that banks cannot open new branches as fast as they would
like in the smaller cities and towns because of the critical
shortage of branch managers. Juan Carlos Salame, who heads a
large retail and wholesale trading company is unable to
delegate as much as he would like to qualified middle

managers and thus cannot undertake new lines of activity.
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Ricardo Davila has pointed out a need for new enterprises to
process agricultural products so that more value added can be
contained in Ecuadcrean exports. Eighty percent of the
coffee and cocca is exported unprocessed, for‘example, but
Ecuador lacks entrepreneurial skills to find and penetrate
world markets for agriculturally based manufactured goods.

We can expect a "multiplier effect" from the graduates
of the program. Much can be taught by on the job training of
the many managers who will graduate from the program. They
will influence the performance of others not only by the
example they set, but also by the work standards they will
expect of subordinates.

The Institute itself will affect the economy in several
ways. It can become an intellectual center for managerial
leadership through informal relations between its faculty and
the business community. Indeed it can stimulate fruitful
intelléctual interchange among managers. The research
activities of a full-time faculty will both profit from and
contribute to such intellectual interchange with substantial
unquantifiable economic benefits to Ecuador. The library of
the program can become an important reference source for the
business community. It will afford on an economical scale
the collection of current periodicals and reference works
that the whole business community can make use cof and

contribute to. The function of the library should not be
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limited to serving the needs of the students’and faculty, but
should with time becoﬁe, like the’libraries of U.S. business
schools, a public resource.

In comparing the benefits of the proposed program with
assistance to the existing business management programs, we
should not treat these as alternatives. Indeed, one of the
best ways to assist the existing programs may be to support
this proposed program because its graduates will include
potential faculty for other programs in Ecuador. At present
most of the faculty of both undergraduate and post-graduate
management programs are part-time teachers working full-time
as managers. By increasing the pool of well educated
managers in Ecuador, the quantity and quality of such part-
time business teachers will be significantly increased. Both
Rolf Stern's Politechnic Institute program in Quito and the
ESPOL post-graduate management program in Guayaquil are
attempting to find Ecuadoreans to send to the U.S. for
doctoral study in business in order to build full-time
faculties. The proposed program should produce several
potential doctoral candidates each year. A steady supply is
necessary because many qualified potential candidates will be
attracted to management positions and many of those who do
get a doctorate will change careers as opportunities in
business and public service will be present for good business

professors.
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The alternative of sending Ecuadoreans to the United
States for MBA degrees is considered below in the section on
foreign exchange savings of the program. We turn now to
consideration of ways in which our calculations of expected
social rates of return may be in error in the other
direction.

The primary quantifiable benefit to society is the sum
of the benefits in increased earnings of the graduates. We
assumed a beginning graduating class of 35, grcwing to 75 or
90 per year. Even if we are right about the value of the
program to the individual, we cannot be sure that enough
qualified individualc will choose to enter the program. The
demand study discussed elsewhere indicates that many persons
perceive the value of such a program, but financial aid may
_prove crucial to the achievement of a large enough class to
realize the social benefits estimated above. If class size
were to be achieved by lowering academic standards of
admission and graduation, then the differential earnings for
graduates may be much less than the estimates used above. It
is essential, therefore, that the program be designed to
produce graduates who are truly equivalent to graduates from
foreign graduate management programs. Even such a program
newly created in Ecuador will have to compete for students
with foreign programs with established reputations. Price is

obviously one determinant of effective demand. But non-price
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competition is also important. On this point the role of
English in the proposed program becomes crucially important
to its economic feasibilgity. Onéﬂgf the advantages to the
student, his employer, and societv of sending beople to the
United States for MBA degrees is that they become bilingual
managers. This program needs to produce bilingual managers
as well. Many of the students who have the private means to
forego work as an investment in education will choose to go
to the United States because of uncertainty about the new
program. One obstacle to going to the United States is the
necessity of passing the TOEFL exam. Potential otherwise
qualified students who cannot pass the English exam
constitute a big market for the local program. By requiring
a lesser standard of English, the new program can ohtain an
immediate competitive advantage over MBA programs in the
United States, thus improving the chances of actually
graduating the numbers of students assumed in the
calculations of rates of return to society. 1Ideally,
therefore, the proposed program must teach English so that
students can be attracted who don't yet have enough English
to get into a U.S. MBA program but upon graduation are
adequately bilirgual. This policy will enhance the economic

feasibility of the proposal.
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IV. Foreign Exchange Savings

Study abroad requires foreign currency and thus
constitutes an import from the standpoint of the home
country. Thus, the proposed management.prégram can be viewed
as an import substitution development project. 1In the 1982
prefeasibility study, Renforth reported a rising trend in the
number of Ecuadoreans studying abroad and in those studying
business abroad. That upward trend seems to have come to a
halt as a result of the rapid decline in the value of the
sucre relative to the dollar during the past three years.
Complete data was unavailable then or now, but we have some
useful indicators.

Renforth reported 12 Ecuadorean at INCAE in 1980-81.
That number appears to have reached 13 in 1982-83 and to have
‘dropped to 6 in 1983-84 and 7 in 1984-85. 1In October, 1985,
however, there were 4 in the second year and 10 in the first
year in Costa Rica and an additional 6 Ecuadoreans in Managua
in a new one-year program in functional administration. The
Quito office of INCAE reports that typically 40 Ecuadoreans
request admission, 20 are accepted and 10 show up in Costa
Rica. The other ten are unable to attend because of family
or job problems or because of inability to finance the
program.

Renforth reported a total of 1210 Ecuadoreans studying

in United $tates colleges and universities in 1980-381, a
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figure that had been steadily rising from only 710 in 1976-
77. He estimated, but had no actual statistics on the number
studying business. For 1983-84 the Institute of
International Education reports a drop from that 1210 level
to 1130 with a further drop to 1120 in 1984-85. A breakdown
is available for 1983-84 showing 116 undergraduate and 18
graduate business students in U.S. colleges and universities.
Fifteen of the graduate students were masters candidates.

Two students at American University and one at New York
University were not specified and may have been doctoral
candidétes. Given this decline in the number of Ecuadoreans
studying abroad, the proposed program, rather that reducing
the "imports" of educational services and thus saving foreign
exchange is likely to enable more students to study in a high
quality business program in spite of the devaluation of the

sucre.
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V. Alternatives to the Proposed Project

In addition to evaluating the project's potential
returns to Ecuadorean society and individuals, as well as
possible foreign exchange savings, it is important to
consider its value relative to alternative means of improving
management education. The alternatives to funding the
proposed project include an infinite set of options about
which we have very little basis for evaluation. Two specific
alternatives would be to assist the ESPOL progrém in
Guayaquil or the program of Rolf Stern at the Politecnica in
Quito, or both. It is not possible to do a cost-benefit
analysis on these alternatives without specific cost
.estimates. Benefits of these alternatives are also
impossible to estimate without specific assumptions about the
details of the hypothetical accomplishments. We can,
however, discuss several factors that bear on this issue.

Foremost is the great difficulty of overcoming the
deeply rooted cultural characteristics of the Ecuadorean
higherleducational system: the law requiring election of the
rector, the political role of students, the demands for
equity in faculty salaries across schools and disciplines,
the part-time pattern of both students and faculty, the lack
of strict class attendence and frequent examinations, for

example. Much of the value of an American MBA program is in
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the change it produces in the attitudes and work habits of
students, rather than in the specific knowleége imparted.

An independent program can stand as a demonstration
project. The change in student attitudes and work habits can
be accomplished in isolation from the existing institutions.
If this task were attempted within the university system, the
whole system would have to be changed--a task we view as
impossible to accomplish quickly, if at all, and certainly
not without expenditure of much more A.I.D. funds than in the
proposed free-standing project.

Secondly, the cooperation and assistance of the
Guayaquil business community can reinforce attitudinal
changes and is essential to success of the program in order
to (1) raise funds, (2) place students, (3) recruit students
of the right calibre, (4) provide research opportunities for
faculty, and (5) provide case material that is Ecuador
specific. Such cooperation would most likely not be
forthcoming for a project of assistance to existing
programs.

Thirdly, funding the proposed program is probably the
best way to assist the existing programs. They will benefit
(1) by the example set, (2) by an increased pool of MBAs to
teach for them part-time, (3) by an increased pool of
candidates for Ph.Ds abroad for full-time faculty, and (4) by

research activities of faculty.
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Investment by A.I.D. in the proposed program will
continue to pay dividends long after the period of U.S. aid
ends. The alternative of sending more Ecuadoreans to study
in the U.S. would have to be continued indefiritely to yield
the same benefits. The proposed program would not save a
great deal of foreign exchange simply because so few
Ecuadoreans are able to overcome the financial obstacles to
going abrcad in spite of the fact that the individual's
return on that kind of investment is high. Yet the project
remains the optimum means for improving management education
in Ecuador not only through its own graduates, but also
pecause of the beneficial effects it will have on existing

programs in that country.
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ADMINISTRATIVE ANALYSIS

This Annex analyzes and discusses the following aspects of
project implementation: (1) the basic responsibilities of the
partners in the Collaborative Assistance Mode; (2)
organizational structure for project administration; (3)
organizational structure of the GMI during project
implementation; (4) the transition plan to assure that the
Graduate Management Institute will be a fully autonomous and
self-supporting institution at the end the project; and (5) the
post-project institutional structure of the GMI.

1.

Basic Responsibilities of the partners in the

Collaboratlve Assistance Mode:

University of Houston Consortium:

Secure Chief of Party, Project Manager, Faculty and
other U.S. personnel required for the GMP

Assist in obtaining wid setting up temporary site,
library, computer system and translation facilities.
Administer funds provided to Consortium by AID as well

as any funds generated for the operating expenses of the
GMP

Administer the Academic Program of the GMI

train a sufficient number of Lcuadorean Ph.D. candidates
to staff the GMI in its independent phase

Prepare project evaluations in conjunction with the
GMI's Junta Ejecutiva and AID/Quito

Fundacidén Privada Ecuatoriana/Board of Trustees/Junta

Ejecutiva:

Establish a separate endowment for the long term support
of the GMI

Carry out fund raising activities to achieve the goals
for the endowment specified in the financial plan
Provide a site for the permanent facility of the GMP
Assist in identifying and recruiting faculty for the GMI
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USAID/Quito:

- Fund the project during the implementation phase in
accordance with the specifications of the Financial Plan

- Participate in the annual reviews of the project

-~ Monitor project activities.

- Evaluate the progress of the project

- Provide technical guidance to the GMI, the FPE and the
University of Houston Consortium

2. Organizational Structure for Project Administration

This subsection describes the organization of the
administration of the project and the specific responsibilities
of the various administrative elements and their interaction.
The Project Administration Organizational Chart (Chart 1)
graphically depicts the relation between the FPE, the Board of
Trustees, A.1.D., and the University of Houston consortium.

Chart 1
Project Administration

Consortiunm - AID - Board of Trustees - Foundatibn

Junta Ejecutiva

P.1. Chief of Party - - - = =~ Rector
Acadenic Administrative
Director Director
Registrar Faculty Physical Finances & Library
Plant Accounting
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A.I.D. will serve not only as the principal financial
supporter of the project during implementation but will also
review, monitor and evaluate the performance of the Consortium
and the Fundacion Privada Ecuatoriana in such critical areas as
the GMI's administration, the quality of the Masters program
and executive programs, financial integrity, fund raising
etficiency and the impact of the Graduate Management Program on
Ecuador's economic and social development.

The pivotal Ecuadorean institution in the development of
the GMI is the Fundacidén Privada Ecuatoriana (FPE). Founded in
1983 the Fundacién represents the Ecuadorean private sector and
has played the leading role in promoting the project's
development and in initial fund raising for the GMI.

buring the project's implementation phase the FPE will be
responsible for the creation of the GMI's Board of Trustees and
the selection of its members. The FPE is also responsible for
legally restructuring the current endowment fund to ensure the
availability of monies to the future support of the GMI.
During the implementation phase the 'L will continue fund
raising for the new instituction's endowment and will be
responsible for assuring that the GMI has an adequate physical
plant.

The Board of Trustees will serve as the governing body of
the GMI. Its members will include current members of the FPE,
as well as representatives of the private sector, the public
sector, and the national and international academic
communities. It is expected that the the Board of Trustees
under these guidelines will come to number at least thirty.
While this expanded group will be more representative of
national interests and enhance the fund raising capabilities of
the new school, it is also a number that is far too cumbersome
tor effective oversight of the institution's operations.
Therefore, many of the functions traditionally vested in a
Board of Trustees will be assigned to a Junta Ejecutiva,
designated by the Board of Trustees. The other function of the
Board under this plan then is to review and approve the major
policy decisions of the Junta Ejecutiva on an annual basis.

The Junta Ejecutiva will consist of five members to be
selected by the Board of Trustees. Those members should
include four representatives of the lkcuadorean private and
public sectors, and a representative of the international
academic community. The members of the Junta will each assume
specllic areas of responsibility for the school's development
including: fund raising, liason with the private sector,
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institutional administration, academic programs and government
relations. The Junta will establish private sector advisory
committees for agribusiness marketing, etc. to advise on
program content and to assist in placing students.

The specific responsibilities of the Junta are described
below. It should be noted that in terms of the GMI's head
administrator, the terms Chief of Party and Rector are used
in tandem. This is because the Rector will be recruited and
appointed during the implementation phase of the project, as
soon as a suitable candidate is indentified. The Rector will
learn the functions of his positions during implementation and
gradually assume increasing responsibilities until by the end
of the project he has assumed full responsibility for the
administration of the GMI. This process is described in
greater detail in the sections addressing the responsibilities
ot the Chief of party and Rector.

The tunctions of the Junta Ejecutiva are as follows:

- Bvaluates and approves strategic decisions by
the Chiet of Party/Rector

- Studies and approves the project's annual budget

- Is responsible ftor fund raising

- Advises the Chief of Party/Rector on the needs
of the business and academic communities as well as
the public sector which can be met by the new
institution

- Assists in proposing and selecting the Rector

- Manages the institution's endowment

- Monitors the proygress of the project

3. Organizational Strncture of the GMI during Project
Implementation

Initially the principal administrator of the GMI will be
the Chief-of-Party with an kcuadorean Rector preogressively
assuming the responsibilities of this position. The
responsibilities of the Chief of Party at the beginning of
implementation are:

- Manages all AID contributed funds and any revenues
generated by GMI

- Approves all major financial transactions including loans
or fund transfers made by the GMI

- Reviews and submits the annual budget Ffor approval by
the Junta Ejecutiva

- Makes decisions on hiring and firing of faculty
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- Directs development of the academic and executive
programs

- Approves major changes in the academic program including
curriculum, student admission and performance standards

- Formulates strategy and policies for the GMI,

The selection of the Rector is of vital importance to the
long term success of the GMI. Certain criteria are essential
to that selection process. Given the distinctive nature of the
GMI, those criteria do not necesarily correspond to the
academic credentials (such as a Ph.D. degree) of a Dean of a
U.S. College of Business Administration. However, a set of
criteria can be established which arc appropriate for the
individual who will fill this position. Candidates should
possess a Masters Degree, although not necessarily in
business. Preferentially, they should have at least twenty
years management experience in business and know the Ecuadorean
business environment. They must command the respect of their
peers in the private sector. They should also have five years
or more of at least part-time teaching experience in a
university. In addition, they should be completely bilingual
in Spanish and knglish.

Once an appropriate candidate has been selected, he will
begyin working with the Chief of Party in the development of the
GMI. Based on the strengths of the new Rector including his
extensive experience in the Ecuadorean business community, his
first responsibility will involve relations with the private
sector. This will include informing the community of the
institution's development, encouraging companies to send their
employees to the GMI, identifying specific needs of the
business community in terms of executive programs and research,
and of course, fund raising. At the same time, the Rector will
begin familiarizing himself with the academic policies and
procedures of the new institution. Subsequently, he will
exercise supervise the activities of the Administrative
birector for the operation of the GMI. 1In the latter stages of
this process he will assume full managerial responsibility for
the Administrative Director, the Academic Director, and finally
full tinancial responsibility for the institution.

The middle management level of the institution will
consist of two positions: the Academic Director and the
Administrative Director. The role of Academic Director, whose
responsibilities include the faculty, curriculum, and students
will be filled by the Chief of Party until a suitable
licuadorean candidate is prepared to assume those functions.

N
\\ *
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The Administrative Director, who will be an Ecuadorean, will
be responsible for managing the physical plant, the staff, as
well as the accounting and financial operations. This post is
particularly critical in the early years of the GMI when a
number of tasks will be undertaken for the first time, such as
importing of equipment, hiring a full staff, site preparation,
development and control of a budget, ete. Recruitment will
take place as soon as possible after implementation begins.
The position requires a manager with a proven record of success
and complete familiarity with business practices, personnel
procedures ana financial operations in Ecuador. The long term
responsibilities of the Adwinistrative Director include hiring
and management. of the staff, administration of the physical
plant, the library, reproduction services and the computer
system, as well as financial management.

The faculty, in addition to its responsibilities for
teaching, course development, advising students, and for the
executive development programs, has an important role to play
in the administration of the school. These responsibilities
will be carried out in faculty meetings chaired by the Chief of
Party/Rector. They include:

- curriculum design;

- student admissions and dismissals;
- grading systems

- standards for teaching

~ 1ssues relating to academic freedom

Tne faculty represents the most important means of
establishing and maintaining levels of academic excellence
which will carry on into the later period when the institution
becomes an independent entity. Standards of excellence in
teaching, academic objectivity and academic freedom must be put
in practice by faculty members and conveyed to their Ecuadorean
successors in tne implementation phase.

The GMI's Registrar, will report directly to the Chief of
Party/Rector and is responsible for processing student
applications, acdmission standards, maintaining student records,
verifying student elegibility for graduation and, in
conjunction with a faculty member, developing and carrying out
a marketing plan for selling the Masters program in Ecuador.

In addition, the Registrar will be responsible for placement
activities to assist those Master's level program graduates who
Jdo not have job commitments to find employment.
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4. Transition Plan

Much of the structure discussed in subsection 2 above is
dictated by the conclusions of the Technical Analysis, which
concludes that a free standing institution is the optimum goal
for the GMI. Creation of a Board of Trustees, a Rector,
Academic and Administrative Directors and the tasks assigned to
them closely parallel the organizational design of such
institutions as INCAE and are similar to academic
administrative structures in the United States. However,
because the GMI, during the implementation phase, is being
created with the technical assistance of the Consortium and the
financial support of AlD/Quito, alternative administrative
structures for carryinyg out the project were considered. The
first such optinn placed complete control of the institution in
the hands of the (nicf ot Party, reporting directly to the
Consortium, with the Board of Trustees serving in an advisory
capacity to the Chief of Party. This plan was rejected on the
grounds that it did not place sufficient control in the hands
ol BEcuadoreans and would not satisfactorially contribute to the
institutional development of the GMI. It is essential that
from the outset the GMP be an Ecuadorean projec: not only in
appearance, but in Lact. Tne implementation phase must not
only pe utilized to create a high quality Masters level
program, it must also provide the opportunity for Ecuadoreans
to exercise increasiny control over the program so that the
transition to a free standing institution will be as smooth as
possible.

The second alternative considered was the selection of an
kcuadorean Rector who would report directly to the Junta
Ejecutiva/Board of Trustees and be advised by the Chief of
Party. Although this alternative resolved the issue of
Lcuadorean participation, it assumed the availability of an
llcuadorean prepared to assume full responsibilities as a
top-level academic administrator and a Junta Ejecutiva, whose
members are fully versed in the management of an academic
institution of the type envisioned in the GMP. Neither of
these assumptions are valid in the current Ecuadorean context.
A further problem arose from concerns over the control of
tinanclial resources for which the consortium will have a
contractual responsibility to USAID/Quito. What was clear from
this version of the administrative plan was that Lcuadorean
authority must be established but not in such a manner as to
cause aaministrative chaos at the critical management level of
the Chief of Party/Rector.
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Based on these findings, the project review committed opted for
the administrative structure described in subsection 2. This
plan places complete control of the finances of the GMI as well
as initial Academic and Administrative control in the hands of
the Chief of Party who reports to the Junta Ejecutiya.
Meanwhile, the Rector is responsible for external relations of
the institution. Over the five year implementation phase, the
Rector will progressively assume increased control of the
institution. This process will occur in a series of phases.
The sequencing of those phases is predicated upon the
assumption that the Rector's strongest experience will be in
business management. That progressive sequence would occur as
follows:

Year 1 - lLixternal relations for the GMP

Year 2 - Oversight of Administrative Director's
responsibilities for physical plant and staff

Year 3 - Responsibility for the academic program

Year 4 - I'ull financial responsibility for the institution

Year 5 - Supervise Management of the institution

End of

Year 5 - Management of the endowment fund

Thus by the fifth year of implementation, the Rector will have
assumed full control of the Institution with the Chief of
Party's role reduced to that of an advisor with joint sign off
responsibilities on only those funds still being expended by
the Consortium. By the end of the fifth year, the Rector will
have assumed the tull responsibilities for administration of
the GMI.

Another arca of concern in terms of transition, is the
period of overlap between U.S. faculty, and the new Ecuadorean
faculty. The major problem is that most of the Ph.D.
candidates will not begin their program uni.*l September 1986,
and therefore would not return to Ecuador until the last
quarter of 1990. For this reason the Chief of Party's term has
been extended to five and one half years, and the beginning of
the ftourth professor's term has been delayed until 1989 to
insure that at least two U.S. faculty members will have a full
year to work with the new laculty. This process, which

constitutes an important part of the transition, is detailed in
Table 1.

While this phased transition should achieve the desired
results of effective management during implementation and
creation of a high quality free standing Lcuadcrean academic

N
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institution at tne end of five years, consideration must also
be given to an ongoing relationship between the GMI and the
Consortium's member institutions in later years.

At the end of five years, the GMI will be serving as a
center of excellence for ygraduate business training and
research in Ecuador, but it must continue to strengthen its
programs in succeediny years. Although it will be interacting
with other business programs in Ecuador, such as ESPOL and the
Politecnica in Quito, its role can be expected to be more of a
contributor than a beneficiary in those interfaces. 1In the
United states, colleges of business administration enhance
their own programs through cooperative efforts with sister
institutions both in the U.S. and other countries.

Table 1
GMI Staffing Chart
(in person years)

1986 1987 1988 1989 1990 1991

Chief of Party .5 1 1 1 1 1
Professor 1 .5 1 1 1 )
2 1 1 1 1
3 .5
4 .5 1 1 1
Rector ) 1 1 1 1 1
Admin. Director .5 1 1 1 1 1
Academic Director 1
Lcuadorean Faculty 1 1 1 1 1
2 1
3 1
4 1
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Therefore, continued links with sister institutions in the
United States would be of significant benefit to the GMI. As
the technical advisors for creation of the new institution with
a vested interest in its long term success, the members of the
Consortium are logical choices for such a relationship. This
does not exclude, of course, links with other institutions both
in the United States and Latin America. The plan for such a
relationship can be fully developed during the implementation
phase. However, certain elements that should be included as a
part of the plan are:

- An annual visit by the Deans of the Colleges of Business
Administration of the Consortium to evaluate the
program's development and suggest strategies for
strengthening the proyram

- Continuation of agreements to train Ph.D's for the GMI

- Joint researcn projects

- Representation by the U.S. institutions on the Board of
Trustees

These items and any additional cooperative ventures should
be detailed in a formal agreement to be signed by the U.S.
institutions and the GMI prior to the conclusion of the
impleimentation phase.

5. Post-Project Organizational Structure of the GMI.

This section of the study describes the organizational
structure of the GMI once it has become a free standing
institution (see Organizational Chart 2). It bears a strong
similarity to the organizational structure described in
subsection 2 of this study, since the Project Administration
structure is intentionally designed to evolve into the
independent institution described here.

The purpose of the Fundacion Privada Ecuatoriana is
broadly defined in its charter i.e. it does not exclude
projects other than the school from its range of interests.
Therefore, while it can continue to play a role in fund raising
for the school and serving as a liaison with the business
community those activities, especially fund raising, must be
clearly defined as being conducted on behalf of the school.
Furthermore, the principal responsibilities for fund raising
and business community liaison will rest with the Board of
Trustees, the Junta Ejecutiva and the Rector.
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The Board of Trustees will continue to serve as the
governing body of the GMI. 1Its membership should continue to
include representatives of the national private and public
sectors as well as the national and international academic
communities. This latter characteristic can be achieved by
appointing academics from sister institutions in the U.S. to
the board. Again, as under implementation, the conventional
responsibilities of a Board of Trustees, i.e. approval of
budgets and strategic decisions of the Rector, and liaison with
the business community will rest with the Junta Ejecutiva, with
the Board providing an annual review of the Junta's performance.

The Junta Ejecutiva will represent the national private
and public sectors as well as the national and international
academic communities. To assure this broad representation, the
Junta will be expanded to seven members with the following
breakout: 4 Ecuadorean private sector

I Ecuadorean public sector
1 LEcuadorean academic
l U.s. academic

The Junta members will again be assigned individual
responsibilities such as fund raising, liaison with the public
and private sectors, institutional administration, review of
academic programs, and relations with international
organizations.

The Junta's functions are as follows:

- Evaluates and approves strategic decisions by
the Rector

- Studies and approves the annual budget - Assists in
fund raising

- Advises the Rector on the needs of the business
and academic communities as well as the public
sector which can be met by the school

- Selects the Rector with the advice of the school's
faculty and administrators.

The responsibilities of the Rector are as follows:

- Manages fund raising and the endowment with the
assistance of the Administrative Director

~ Reviews and submits the annual budget for
approval by the Junta Ejecutiva

- Makes final decisions on the hiring and firing
of faculty

- Approves major changes in academic areas i.e.
curriculum, student admission and performance
standards etc.

- Formulates main strategies and policies of the
school.
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The responsibilities of the academic and the
administrative directors as well as those c¢rf the faculty and
the registrar would remain the same as those described in
subsection 2 of this Annex.

’

\b

LD



Annex V
page 1 of 7 pages

SOCIAL SOUNDNESS ANALYSIS

I. Introduction

The goal of this project is to upgrade the quality and increase the
quantity of managers for Ecuadorean private sector enterprises. 'The purpose
of the project is to establish a high quality graduate management school in
Ecuador. The social feasibility of this project will mainly rely on the
compatibility of the school's educational system and objectives to the
Ecuadorean society, and on the schools ability to address issues related to
Fcuadorean socio-economic reality some of which are the subject of this
analysis. .

The number of universities and students has increascd dramatically over
the past four years in Ecuador.(l) At the same time, funds available to those
universities from the national budget have not increased in relation to the
increases in the number of students. This has resulted in a severe impact on
the quality of higher education in Bcuador. Public universities are forced to
pay low salaries and are thus unable to attract high quality teachers. Most
teachers do not have a Masters or Doctoral degree and only devote part of
their time to their academic responsibilities. 'The elimination of admission
exams has not only contributed to the poor quality of the universities'
students overall, but it has also brought about a population of students which
the universities cannot absorb. There exists an enorinous gap between the
characteristics of present courses of study and the country's needs. ‘This
contributes to the poor performance of the productive sectors. The poor
quality of university studies contributes to great frustrations for a large
nurber of recently graduated students as to employment opportunities, better
salaries, future promotions, etc.

In the case of private universities, the situation while severe is not
as critical, since they rely less on the government budget. Iducational
levels are higher, teaching staffs are more satisfactory, student admissons
are stricter, etc. Unfortunately, these universities concentrate on
undergraduate programs, and most still do not have the capacity to introduce
high quality graduate programs. There are two institutions which have
graduate programs in areas related to administration, the Escuela Politécnica
Nacional of Quito and the ESFOL (Escuela Politécnica del Litoral). However,
their capacity to absorb students is extremely limited, their supply of

(1) In 982 there were only 9 universities and 0.830 students. 1In 985,
there were 20 universities and 300,000 students. (Hoy, lconomic Analysis, 23
de junio de 1986, p. 24a)
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professionals is still far below the private sector demand (2} and they do not
produce graduates with the required skills which the Ecuadorean private sector
expects.

II. Project Beneficiaries

The principal beneficiaries of this project will be, the students who
complete the Master's level program of the Graduate Management Institute (GMI)
and the businessmen, enterprise managers, and mid-level managers who attend
its executive development programs. Ior these individuals the QMI program
will provide learning opportunities which are largely currently unavailable in
Ecuador. As a result, the beneficiaries will have improved access to better
employment opportunities, more responsible job positions within the private
sector, and consequently higher salaries which will have a direct and positive
impact on their income levels and well-being. Private sector enterprises
which employ GMI trained managers will also directly benefit from this
project. Indirectly, the national economy will benefit through increased
economic and employment growth,

Two social issues directly related to the beneficiary group are how the
student admission syutem will function and how the cducational methodology of
the school will fit with Fcuadorean culture and society. There are vast
social, economic and cultural differences in expectations, opportunities,
needs, econoric possibilities and educational levels within the possible
student population. Therefore, the GMI must establish adnission criteria
based on individual capacity and performance. In addition, in order to avoid
a bias towards certain socio-economic groups, consideraticn will have to be
taken into consideration as means of targeting disadvantaged groups and as
means of designing appropriate educational methodologies. The school's
admission system should provide equal opportunities to different Ecuadorean
socio-economic groups. However, the academic background of most students will
probably be uneven at best. ‘'herefore, the program should create a one month
leveling course prior to beginnning the foundation courses. Because of the
differences in quality of students who have graduated from both state
universities and private ones a course is required which will assure that all
students will possess certain minimum skills. Professionals who have been
away from school for quite a while may need such a course to refresh their
academic skills and allow them to better compete with recently graduated

(2) It has been estimated that more than 400 managers with post-graduate
training in marketing, industrial realtions and finance is needed annually by
the private sector and almost 200 by the public one. Nevertheless, less than
50 ecuadorean graduate managers enter the market annually,



page 3 of 7 pages

students. ‘This leveling course, will provide instruction in basic skills
which will be required to complete the program and will equalize differences
among students by bringing disadvantaged groups up to an adequate level.

III. Social Feasibility of Project

The social feasibilty of this project will basically depend on how the
project handles the following issues:

a) access to the graduate management schoolj

b) compatibility of the school's educational system with the
Iicuadorean socio economic reality; and

c) integration of school into the Icuadorean educational
system,

Due to the diversity of socio-economic and cultural conditions found
within Dcuador the possibilities of access to this school will vary greatly
from student to student. 1The principal socio-cconomic variables used to
analyze this issue have been: income level, marital status, number of
children or dependents, housing, and educational level (3).

A survey of the demand for graduate training in management done in
Quito, Guayaguil and Cuenca shows that there is a large percentage of people
of low income levels who are interested in participating in the program.
'herefore, income level will be an important issue as to possibilities of
access of certain social groups to this type of school,
Of the survey group, approximately 30% stated that they could not afford the
program, 55% said they could only pay part, and only 15% said they could
afford to pay the school. Hence, approximately 80% of the potential student
population would need financial assistance of some kind in order to be able to
take part in this program. Married status also appears to affect
participation. In the case of married people, over half stated that they
would not be able to attend this school. Individuals with two or more
children also felt restricted in their ability to participate in this project.

Clearly, attending a 15 month full time program means not only
finding a way of paying for the school but also a means of supporting the
family household during that period of time. As a result married students
with family would not be able to attend the GMI unless the family household
could rely on other sources of income. This would imply that participation
and access to this program would be restricted to only high income level
groups unless the project could provide financial assistance in some form.

(3) 1he SERAGUAY survey data has been used for this purpose.

Y
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The graduate management school program will only cohtribute to the
social development of Ecuador if low-income student groups have access to the
programs. This is possible, if appropriate mechanisms are established.
Definitely, financial assistance is a key element. In the case of private
sector enterprises, approximately 40% of the interviewed during the SERAGUAY
survey said that they could finance part of the cost of sending-employees to
the MI.

Hence, there will be a great need for scholarships and educational
loans. In order for this program to be socially feasible, scholarships should
not only cover the school fee, but alsc books and tuition, (especially for
those who do not come from Guayaquil). In the case of those who are residents
in Guayaquil, provision should be given in the case of low income student
groups (especially those married and with children), for a living allowance .
In this way the student would still be contributing financially to the
household.

A student loan program will be able to reach more people than a
scholarship program and if properly monitored should be able to maintain its
value if it includes adequate repayment conditions. 'lhe economic analysis
found that employment benefits were such that the graduate should be able to
repay loans.

Another issue of importance deals with housing for the students who
will eventually be coming [rom Quito, Cuenca and other cities. Since the
school does not provide housing it may be difficult for students to find an
adequate place to live or impossibile to pay for decent housing. The school
should aid students by providing and making available information on housing
availability and prices.

Another aspect having to do with school participation is the
cultural and geographic issue of regionalism. 7his has to do with the
participation of highland students (especially from Quito). Regional biases
have conditioned attitudes and beliefs and in this case could affect school
the willingness of highland students to study in Guayaquil. It appears that
traditional highland entrepreneurs may prefer students who have graduated from
foreign schools rather than from an Ecuadorean institution and that potential
students would not want to live in Guayaquil to attend a university which does
not grant a recognized degree. Therefore, it is very possible that
participation from Quito or other highland cities will be limited unless the
school can specifically recruit from these areas or encourage students to
participate in executive development courses held locally. Participation may
become greater once the school becomes well known. One way the GMI can
improve access for highland students and publicizing the school is by
targeting the region with short term executive development programs.
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kcuador 's educational system is characterized as having little
active participation by the students and therefore impeding the development of
their analytical and creative capacity. 1he principal methodology used is
that of lectures. Resecarch skills are hardly or poorly developed. Teaching
is theoretical more than practical. In many cases there is very little
problem solving. Fruadorean universities are part time, which has permitted
the student to assume simultaneously two different roles that of a "student”
and that of an economically active individual. Teachers must also be "part
time" in order to look for other income sources to compensate their low
salaries.

In order for the graduate manajement schocl's system to be
considered compatible to the actual Lcuadorean social reality, certain
particularities of this system should be examined as possible social issues.
One is the case of full time attendance. Full time attendance means changing
habits and adapting new ones, it mcan reorganizing an individual's way of
lite. Mull-time schooling is a serilous constraint for students who are
anployed because it means getting an employer's permission to miss work. In
the SERAGUAY survey 80% of entrepreneurs said that they would not give
permission and only 20% said that they would give leave with pay.

A preference for part-time studying strongly prevails in Ecuador.
Therefore, at the beginning of the project there may be resistance to full
time attendance unless the beneficiaries understand its advantages and see how
they will benefit. 7The school should consider alternatives such as part time
programs or specialized night courses if this remains a constraint.

The other wost important aspects upon which compatibility will rely
are the use of a socially feasible teaching methodology and a curriculum which
is consistent w.th the Ecuadorean private sector needs. In the first case,
the survey showed that as a general average, 50% preferred as a teaching
method, the active participation of both teachers and students. 'The other
half meaiioned case studies and situation simulations. No one chose the
lecture method which is characteristic of the present educational system.

This means that there are favorable conditions for adopting new teaching
methods.

Teaching in English may also become a serious social constraint.
Most potential students are not able to work in English. The school's staff
should not only be capable of teaching in Spanish but it should have a good
knowledge not only of the Ecuadorean economic situation, but also of the
socio-economic and cultural characteristics of the beneficiary groups with
which they are dealing.
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The use of simultaneous translation is not recommendable except for
shorter executive development programs because it could lead to content
distortion and misunderstandings. In the case of occasional seminars dictated
by foreign visitors this type ot material could be feasible duc to their short
duration. So far as texts, the usc of Inglish textbooks would represent a
serious constraint due to their high cost. It would be recommendable to use
Spanish language textbooks and when necessary Inglish excerpts.

Prograiis and curriculum of the school should be carefully designed
to respond to the Ecuadorean needs in management, otherwise coursework will
not be compatible with the FEcuadorean socio-cconomic reality and the project
objectives. 1he private sector in licuador as in many other Latin American
countries is characterized by its enterprise diversity. 1In the case of
Ecuador, there exists a large number of small scale enterprises and few large
ones. The project should take this into account ard adapt curriculum and
program contents. Management training should use cuses and training materials
designed to address the specific neads of Fcuadorean private enterprises.
Design and selection ol the training materia’ should be accomplished with the
help of a representative of the private sectc-.

Another social issue whicih could affect the project's social
feasibility has to do with the traditional family owned Lcuadorean
businesses. ‘Iraditionally, extended family enterprises predominated both in
the highlands and Guayaquil. Lately, with the expansion and economic growth
of the lLcuadorean enterprise scctor {(especially in Guayaquil) and the need for
more specialized skills, other forus of enterprise now exist. Nevertheless,
the traditional forms of business still exist (especially in the highlands)
and could represent a social barrier to management improvement and change.
However even these firms have began to employ high quality managers. The
issue remains and will have to be addressed by the project.

The analysis described Annex XIII studied the feasibility of
integrating the proposed graduate lanagement school into the present
Ecuadorean educational system and determined that at present, it is not a
feasible course of action. However, the analysis identified some possible
feasible alternatives for the school in the future once it become
established. One alternative mentioned was to obtain official government
recognition, another would be affiliating the school with a local institution
via a special "convenio". Another possibility which was studied but found to
be not feasible or desirable, was to integrate the school into the American
education system. As implementation progresses alternatives will have to be
carefully studied. Much like INCAE, and initially ESAN, the graduate
management school will not be recognized by either the Icuadorean or the
American educational systems.
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This could mean that students will have difficulty in pursuing doctoral
programs either here or abroad should they choose to do so. However, it
should be noted that to this date INCAE's program remains unrecognized
although it is a highly respected institution whose graduates are employed
throughout Latin America, including Ecuador.

In spite of the lack of information concerning the potential and
effective demand of women related to the post-graduate program in management,
it can be assumed that there will exist interest in participating in this type
of program. Over the last several years there has been an interesting
increase of women's participation in business. Women are also increasingly
studying administration, accounting and economics.

Nevertheless, effective participation of women in the graduate
management schools program might be restricted. Most women in Ecuador are
submitted to great socio-economic pressures due to their simultaneous social
roles and obligations as housewife, wife, mother, provider, etc. This will
limit their access not only to other productive type of activities but to
higher education as well. Many women owned and operated businesses are not

always managed by women professionals but rather by women whose skills are the
result of daily empirical knowledge.

It is likely that the ouiy women beneficiaries of the full-time
program would be mostly single, non parent professional women with an
undergraduate degree. In spite of these limitations, the school should seek
to reach all business women through seminars or part time courses in order to
provide equal opportunities to women in upgrading and improving teir
management skills.

An important issue for the project has to do with the lack of women
in high level job positions. Women professionals have been discriminated as
far as job positions and salaries compared to men. The school should be able
through graduating a reasonable number of highly qualified women managers to
contribute in time to changing certain attitudes concerning the professional
business women.

(3313G)
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Detailed Time Phased Implementation Plan

Implementation Schedule

This section of the study outlines the timing and
interconnection of a seriec of critical path items required to
develop and 1nitiate the lLcuadorean Graduate Management Program
during the first eighteen months of the implementation phase of
the project. By that time initial start-up will have been
completed, the on-going academic cycle in operatioan and the
transition to bBcuadorean responsibility for the Graduate
Management Institute begun. Mayor activities which must be
accomplished regularly are: on-goiny curriculum development,
yearly financial planning, assessment, modification and
implementation of the public relations/fund raising programs,
yearly administratie planning, student recruitment and
admission for the Masters and Lxecutive Development Programs,
and the monitoring of Ph.D. participants progress and eventual
on-the-job training at the GMI. In addition, to the
implementation activities discussed in this section are the
evaluation and reporting requirements described in the
following Section. These will include: annual progress
reporting, quarterly contractor reports, annual outside
evaluations of the program, and Lwo in-depth evaluations. The
critical path items identified for accomplishment in the first
eighteen months include staffing, site preparation, student
recruitment, endowment fund development, and curriculum
development. Those items are then broken out into a series of
subtasks which must be accomplished.

Several of these items deserve particular attention.
First, it is essential that the Chief of Party be in place in
Guayaquil in June 1986 to insure the prompt execution of the
numerous activities (site development, student recruitment,
public relations program, Ecuadorean staff hirings, etc.) which
are essential to the successful initiation of the GMP. Second,
since it is estimated that one year will be required before the
first class begins, the public relations program, particularly
the seminars conducted as a part of it, is critical to
maintaining the image of the school before the public. This is
particularly important for fund raising and student
recruitment. Endowment fund goals are not detiailed here,
however, achievement of those goals in the first and succeeding
years are critical to the long term success of the GMP, and
must be closely monitored.
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The timing and interfacing of the implementation phase
tasks are illustrated in a series of GANTT and PERT charts
under the following headings:

General Project Development

Ten REI Tasks

U.S. & Ecuadorean Staff and Faculty
Site Preparation

Public Relations Program

Student Recruitment and Admission

Curriculum Development

\)'-






9.
10.
11.
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The 10 REI Tasks - Pert

Description

U.S. AID Approval of addition to design contract.
Curriculum design

Selection/Translation of teaching material

Detailed design of administrative structure

Refine investment plan

Formulate specifications for educational infrastructure
Develop student selection criteria

Develop policies for faculty and staff development
Refine operating budget

Develop endowment program and student loan program

Develop placement program for graduates

-
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2. THE 10-REl TASKS PERT.
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12.
13.
14.

ls‘

Faculty and Staff - Pert

Description

Develop curriculum

Job definition for faculty and staff
Identify faculty and staff required
Prepare contracts for hiring
Interview U.S. faculty

Chief of Party to Ecuador

Select Administrative Director

Begin search for Rector

Hire Ecuadorean staff

Hire U.S. faculty

Predeparture training

Departure of U.S. faculty to Ecuador
Post-departure assistance to U.S. faculty
Select and translate class materials

Classes begin
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Faculty and Staff - Pert Analysis

A final decision on the curriculum design will be
reached before March '86

By April 15 '86 faculty requirements should be defined

Based on the requirements, by the end of May, a group
of potential candidates should be listed

A contract will be prepared and interviewing started
by May 30 '86

The Chief of Party will move to Guayaquil in June '86

Aan Administrative birector should be selected and
hired by July 15 '86

The search for a Dean (Rector) will be initiated by
July '86

The required Ecuadorean staff will be in place by Nov.
'86

The U.S. faculty for the first year will be finally
selected and hired by March, 1987. A predeparture
program-including Spanish classes-will be given
immediately after hiring

By May 30 '87 all U.S. faculty will be in place

There will be a post-departure assistance program for
the U.S. faculty in Ecuador

By May 30 '87 all teaching material to be used will be
translated and reproduced-ready for classes
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Site Preparation -~ Pert

No. Description

l. Select site

2. Select computer equipment

3. Select simultaneous translation equipment
4. Select fturniture and other equipment
5. Hire architect

6. Independent bidding

7. Define layout

8. Order equipment/shipping

9. Start construction

10. Install equipment

ll. Test facilities

12. Classes begin
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Site Preparation -~ Pert Analysis

Description

Site selection should be finished by April 30, '86

The computer and simultaneous translation equipment
should be selected, put out for bids, and purchased
before Oct. '86

Furniture and other related equipment will be selected
before July '86

A local architect will be selected and hired by May
'86. He would in turn identify and select builder

All equipment purchased in the U.S. will be in Ecuador
by Nov. '86 in order to be in place by April 30 '86

Remodeling and construction should be finished by
March 30, '86

All equipment will be tested two months before classes
start

g

-
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Public Relations Program - Pert

No. Description

l. Prepare employment contracts for Ecuadoreans

2. Selection and hiring of P.R. person

3. Design and plan work schedule for lst year

4. ©Start TV and radio coverage

5. Schedule seminars

6. Assist in endowment fund activities

7. Assist in developing proper government relations
8. Participate in the promotion of seminars

9. Participate in the student recruiting program

10. Classes begin

o

L

-
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Public Relations Program - Pert Analysis

¢

Description

With assistance from U of H and Ecuador, an employment
contract complying with all legal requirements will be
drawn up )

By March '86 the selection and hiring of a Public
Relations Representative will be concluded. This person
should have good relations with the Ecuadorean government
and the Guayaquil business community. From the moment
this person joins the organization, he should monitor and
assist on matters relating to government relations (7)

Two months after hiring, the P.R. Representative will have
prepared a work schedule for his office for the first year
of operation

By the end of April, the P.R. office will start a TV and
radio campaign that would go on throughout the year

The P.R. office will assist in the scheduling and
promotion of two seminars; with the following tentative
dates: Nov'86 and March '87

The P.R. office will have a leading role in the
development of the endowment fund program. By May '86
this plan should be operative

The P.R. office will start assisting in the recruiting of
students in Oct. '86

—

el



o

5a.

Public Relations Program

PERT

gc Jo [T 88eq

TTA XUNNV



ANNEX VII
Page 18 of 28

Student Recruiting and Admission - Pert

Description

Selection and hiring of person responsible for the
admissions office ’

Definition of a market strategy in order to obtain the
desired number of students

Define student selection criteria
Prepare brochures

Prepare admissions exam

Direct advertising/promotion of program
Process applications

Selection of students

Collect fees from students

Classes begin

Student affairs office starts operations

AN

sp
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Student Recruiting and Admission - Pert Analysis

4—6O

7/8.

9/10.

11.

Description

A person will be selected and hired to head
the admissions office by July 30, ’86

This person's first responsibility will be to
develop, in conjunction with the school's top
management, a comprehensive market strategy
that would permit recruitment of the required
number of students. This task should be
concluded by Oct'86

A set of selection and admission criteria for
students should be defined by the end of Nov'8§

By Nov'86 the Admissions personnel should also
be finishing the preparation of brochures
describing the MBA to be offered. These
brochures and oral presentations will be the
main factors in the promotion campaign to sell
the school

By Dec '86 a system for processing student
applications should be in place. This process
would lead to the selection and admission of
the first group

Student fee payment system in place when
classes begin

The admissions office will handle student
affairs, at least for the first months of
operations
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Curriculum Development - Pert

Description

Complete the 10 REI tasks.

Define length of program.

Establish number and sequence of
courses.

Identify faculty required.
Complete course design,
Select teaching material.

Translate into Spanish selected
material.

Reproduce translated material.

Develop tentative schedule for first
term,

Integration meeting in order to
balance and integrate curriculum.

Classes begin.
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Curriculum Development - Pert Analysis

2/3.

5/6.

8/10.

Description

After completion of the "10 REI task''
design phase, a decision will be made
regarding the length of the program to
be offered

This will be decided concurrently with
the number of courses required as well
as the proper sequence in order to

achieve a strong and balanced program

Once the courses are defined, the
proper faculty will be identified

Each professor would then procede to
design his/her own course and select
all teaching material for that
course. Whatever material not found
in Spanish, will be translated (7).,

In order to integrate and balance the
student's load, a meeting is scheduled
before classes start. - A final
schedule of the first term should also
come out of that meeting

The translated material will be
reproduced and arranged in the proper
format to be handed out to the
students.
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Evaluation Schedule

To insure that the programatic quality planned for is achieved
and that necessary adjustments are made in the program, it is
essential to conduct periodic evaluations of the project as
well as two indepth evaluations, one widway through, the project
and the other in the last yeer of the project. These
evaluations will include joint repocts by the Consortium and
the Junta Ejecutiva, contractor reports by the Consortium, and
evaluations conducted by outside experts. These reports
include:

1. Annual Progress Report by the Consortium and Junta
kLjecutiva - This report will be submitted each year to AID at
the end of each project year and by a date to be specified by
the Agency. The purpose of this report is to measure the level
of outputs achieved by the GMP in such areas as number of
students, courses taught etc., as well as the Junta's success
in meeting fund raising targets necessary to establish the
endowment outlincy in the Iinancial Plan, It will also discuss
adjustments or changes in the project which would necessitate
higher levels of expenditure or modifications in the contract.
This report will provide the basis for annual funding renewal
by AID.

2. Quarterly Contractor Report - This report, to be
brepared by the Consortium, will focus on its inputs to the
project. This will include personnel and equipment for the
project in Ecuador, support mechanisms in the U.S., interfaces
with the Junta Ejecutiva and an evaluation of contractor
performance with recommendations for any modifications deemed
necessary. The report will be provided to both AID and the
Junta Ejecutiva.

3. Outside Expert Report - On an annual basis the
Consortium and the Junta Ejecutiva will secure the services of
outside experts with extensive experience in graduate
management programs in Latin America to review and evaluate the
progress of the institution. That report will focus on the
quality of the masters programs, the efficiency of the
administration and the overall financial condition of the
institution. Copies of the report will be submitted for review
and comment to the Consortium, the Junta Ejecutiva and AID.
This report will provide additional inputs on possible
modifications to be made in the project, and serve as an
objective standard by which to judge the quality of the Annual
Progress Report prepared by the Consortium and the Junta

kjecutiva.
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4. Final Report - Prior to the conclusion of:the
Implementation Phase, the Consortium and the Junta Ejecutiva
will prepare and submit to AID a report on the implementation
of the project. That report will trace the evolution of the
GMP, adherence to the original plan, modifications made in
design and implementation, the level of inputs provided by both
the Consortium and the Junta, the impact of the GMP in terms of
courses taught, faculty trained, students graduated, and
placed, executive programs conducted, and the overall impact of
the program.

To the extent possible the information gathered for
these reports should be quantifiable. Such data would include
the records of the Principal Investigator and Chief of Party,
the financial records of the institution, and the endowment
fund, contract records of Consortium members, and student
academic records. In addition, interviews with faculty,
administrators and students of the school as well as
representatives of the Consortium, the Board of Trustees and
AID officials can be included.

5. In-depth Lvaluation Reports - There will be two
in-depth evaluations during the third and sixth years of the
project. Tne first in-depth evaluation will examine the exent
to which the project is achieving its objectives. It will
measure and report, in addition to the quality of the academic
program, on aspects such as:

--the perceived benefits, including better jobs and salary
increases, which have accrued to those individuals who have
participated in the Master's level program and and a sample of
the individuals who have participants in the executive
development program;

-~-the degree of access to the 'Master's program by
eligible middle and lower income individuals through
scholarships and loan programs;

--a detailed evaluation of the status of the FPE's
fund-raising effort;

--an assessment of the progress of the participant
training activity;

--adequacy of the physical facilities and equipment; and

--the progress toward an efficient, functional Ecuadorean
administration.
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Based on the findings of this evaluation; adjustments
will be made in the implementation of the project and as
appropriate its design. The second evaluation will measure the
same elements as the mid-term evaluation but as they measure
the end of project status. This evaluation will be used to
assess "lessons learned" and to determine whether A.I.D. might
appropriately fund additional, follow-on activities that may be
necessary to achieve the project purpose.
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Description of Courses of Study

Foundation Courses ,

Macroeconomics: Managers need to know something about how
economic forces affect the operation of any economy, especially
one structured on capitalistic enterprises. Macroeconomic
concepts are important in a wide range of managerial activities,
such as evaluating impacts of tax or other governmental policies
on markets, forecasting business trends and determining the
effects of international economic events on domestic markets.

This course will focus on the Ecuadorean economy and its
operation. Although the course can be quite technical every
effort will be made to develop the course to be pertinent of the
needs of prospective Ecuadorean managers. If this is done, there
is no reason that a challenging and useful course cannot be
designed without resort to the sophisticated modeling common in
some schools in the United States.

Introduction to Computers: The purpose of this course is
to introduce students, again as prospective managers, to the
flexibility and utility of microcomputers in operating even small
businesses. Included in this introduction would be a hands-on
description of accounting and financial software of use to
managers in both small and medium-sized businesses. As a
secondary goal of the course, some familiarity with the basics of
computer programming and its application in information systems
would be given.

Managerial Economics: Many graduate business programs in
the United States have adopted a variation of the usually taught
microeconomics course in an effort to make the subject more
applicable to managerially-oriented students. The course uses
economic principles as a vehicle to teach prospective executives
certain decision-making techniques, among them product pricing,
demand analysis, cost estimation and investment evaluation. The
course can be quite technical, but it is one where the important
elements relevant to managers can be accomplished in a relatively
straightforward manner. From this perspective, managerial
economics is intended more to guide rational thinking processes
than to transmit a set of sophisticated analytical techniques.
It is also a course in which specific Ecuadorean examples can
easily be utilized as the illustrations.
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Principles of Accounting: The purpose of this course is to
offer thorough grounding in accounting. In Ecuador likelihood is
that relatively few students would be familiar with the subject.
The purpose of this course would therefore, be to familiarize
students with accounting concepts quite early in their academic
program. This two-quarter course will provide an appropriate
foundation for later couises in various functional areas.

Principles of Management: This course discusses concepts
of management, including orqganizational design, planning,
theories of general management, leadership and motivational
methods and performance management. ‘The course also introduces
theories of decision making as well as Ecuadorean public policy
measures relevanlt to gencral management practices.

Organizational Structure and Behavior: This course deals
with broad concepts having Lo do with designing an organizational
structure for either a private business or a public enterprise.
In an Lcuadorecan context, the course will be planned for smaller
enterprises, with more attention being given to how and why
organizations change as they grow larger. 1In addition, the
course will, using lcuadorean cxamples where possible, focus on
provlems of human behavior within orgyanizations, and how the
organizational structure affects such human responses as
motivation for work, creativity, leadership and the like,

Financial Principles: The major emphasis in this course is
on the institutional framework of finance, especially as it
pertains to Lcuador. Included, however, would be discussion of
capital markets in other parts of the world and how they are
linked into the international financial markets utilized by
larger corporations. This course provides a fundation for later
study of financial management within businesses in a course which
follows in the next quarter. Special care would need to be taken
in this course, particularly during the early years, that it not
become dominated by study of U.S. capital markets, where
considerable academic work of interest to U.S. scholars has been
accomplished. Basically, the course needs to provide
familiarization for students of the financial environment
relevant to them , namely, the Ecuadorean and, to a lesser
degree, international capital markets.
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Marketing and Distribution Principles: This course covers
institutional characteristics of Ecuadorean and regional
markets. A reasonable amount of attention also should be given
to a description of the U.S. marketing system, both'because it
provides an example of how marketing and distribution systems
evolve with industrialization and because the U.S. market remains
a primary destination of Ecuadorean exports. The course serves
as a backdrop for an immediate follow-on course in marketing
management, to be given in the next academic quarter.

Data Analysis: Many MBA programs in the United States and
elsewhere 1ncorporate a course in probability and statistics. 1In
this course, students learn about such matters as formal
hypothesis testing, sampling and, possibly, elements of Bayesian
statistics used in decision theory. Clearly, these courses are
intended to prepare U.S.-based prospective executives to at least
monitor the types of research activities that take place in
larger corporations.

In Ecuador, it would seem that such a course would be
unnecessary for the foreseapnle future. Instead, students there
should concentrate on the collection, analysis and presentation
of business data. The focus would be less on sophisticated
techniques of data analysis and more on identifying the types of
information needed for specific business purposes, how such data
can be used (and misused), and methods of preparing information
for presentation to the various audience who might have use for
the data. Thus, Data Analysis would not fundamentally be a
statistics course, although some statistical concepts might be
taught.

Functional and Managerial Courses

Financial Management: As a functional follow-on to the
Financial Principles course, this course focuses on financial
decision-making in a private company. The subject would deal
with an introduction to investment decisions, with evaluating and
selecting sources of capital, with cash management and with
project evaluation. This course will have to "fit" the
Ecuadorean environment, especially as this might imply smaller
companies and wore constrained financing opportunities. As with
other managerial courses, this course might heavily utilize
regional cases as a vehicle for teaching decision-making
principles.
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Marketing Management: Here, attention is given to
managerial problems associated with product development,
distribution channel selection, advertising and sales promotion,
sales force mangement, and pricing. As in Financial Management,
the pedagogical technique for this course would probably involve
cases, as much as possible developed in the local environment,
The whole idea for this course is to introduce students to the
wide variety of decisions which neced to be made in any operating
company, large or small, or in any operating environment,
developed or developing. Marketing Management, again similar to
Financial Management, needs to follow closely the antecedent
course stressing the institutional framework.

Managerial Accounting: Little needs to be said to justify
this course, since in many ways it is similar to the two
managerial courscs covered above. Managerial Accounting
discusses accounting in a managerial context, meaning that it
stresses the matter ol using accounting data for managerial
decisions. Furthermore, the course would be designed to assist
those having accounting responsibilities to undertand managerial
needs elsewhere in the company and to design accounting reports
to meet those needs. Again, real-world cases would be used where
possible, with stress being given to Ecuadorean problems.

Project Evaluation: This course addresses essentially two
types of questions. Tirst, how should investment projects be
gauged by private bcuadorean entrepreneurs and how should
decisions be made on whether or not to proceed? Second, in
situations where governmental approval must be given before a
project can proceed, what is the appropriate evaluative procedure
for officials? 'fhus, the course deals with the analysis of
projects, first, from the viewpoint of a company and, second,
from the perspective of the yovernment. IFor a developing country
such as licuador, this course is a highly important one, because
in many cases investment projects, especially ones involving
foreign direct investment, do require governmental review. It is
useful both to future managers in the private sector and to
prospective governmental officials to understand the differences
in analytical techniques involved in project evaluation when
viewed from a private and public point of view.

Management of Public knterprises: The efficacy of htis
course being required of all students hinges upon the likely
importance of potential governmental employment for students
following graduation. If slignificant numbers of graduates can be
expected to become public officials, then this course clearly
should be part of the curriculum. If, however, this is not the

NI
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case, then it is a course which could easily become an elective
in a future iteration of the program. Basically, the course
deals with how the management function changes between public and
private Ecuadorean enterprises. ’

Environmental Analysis: In Latin America, companies
operate 1n an environment where the state plays a preponderant
role in the economy. Problems of high inflation and drastic
shifts in growth cycles are common, and a variety of social
institutions, such as unions, have a dramatic impact on corporate
operations. It is important for managers to understand the
dynamics of these forces, especially in the Ecuadorean context,
how they interact and the ways in which they may affect business
operations. This course provides an understanding of the variety
of ways in which private businesses are influenced by the
surrounding society, in ways not necessarily conuidered in
companies' decision-making. In any society, developing or
industrial, such externalities can become quite important, and it
is critical for future public and private managers to comprehend
their existence and effects.

Productionr and Operations Management: This course is
designed to provide the student with an understanding of the
environmental and types of problems Ffound in production
operations. The main objective of the course is to train
students in making sound, cost-effective decisions that improve
the productivity of both manufacturing and service organizations.

Course coverage includes: defining production and
operations management in terms of company and economy needsj the
basic tools and analytical approaches to production problems;
product design, manufacturing requrirement planning, facility
loacation and layout; aggregate production planning, scheduling
and inventory policies; and quality control and productivity
relations. This course attempts to address the specific needs of
the present economic situation in the area.

Entrepreneurship: This course has been inserted into the
curriculum specifically to meet the needs of the Ecuadorean
business community. Most businesses are comparatively small, and
this course is directed to the unique problems which confrent
such businesses. Managers in smaller businesses need more
flexiblity and adaptability than would be the case in larger
enterprises. This course, too, would take advantage of local
cases, to the extent that such cases could be made avaialble from
case writers attached to the institution or from cases written at
INCAE or ESAN.

i
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Agribusiness: ‘The reason for this course is, of course,
obvious. Ecuador's major business at the moment and for the
near-term future is agriculture. This course simply analyzes the
special problems which arise in agricultural enterprises and in
businesses associated with agricultural outputs.

Export Marketing: Another needed course in Ecuador is one
dealing with identifying markets abroad for Ecuadorean products,
or potential products, and analizing methods for penetrating
these markets. Included in this course would be a review of
international market data sources, discussion of various methods
for selling goods abroad and case examples of successful (and
unsuccessful) attempts to export products from developing
countries.

Business Policy: Business Policy is a capstone course
which integrates all of the functional areas in the Master's
program. It is placed at the end of the program after all
courses in the managcwent, tinance, accounting, marketing, and
economics areas have been completed. The course is best taught
by the case method, with reasonably complex cases which provide
an experience in identifying problem areas and devising possible
solutions.

The emphasis in the course is on how the functional areas
impact upon each other, e.g., how the solution to a finance
problem requires consideration of its impacts upon the marketing,
production and management areas and vice versa. Teams of
students, each taking the role of a different manager of a
functional area, discuss the cases and present possible
solutions, along with the ramifications and impacts on all
functional areas. These solutions are then critiqued by other
student teams. A by-product of this course is an experience in
human relations, teamwork, and taking criticism.

English and Other Skills: Interviews conducted with
leading Ecuadorean businessmen by the Academic Program team
clearly established the fact that facility in English is
considered an important tool in conducting business. 1In
developing export markets, dealing with suppliers of imported
technology and services, negotiating joint venture contracts and
in a host of other activities, the English language provides
important advantages to Ecuadorean managers. From a purely
academic perspective, facility in the language greatly broadens
the range of source materials available to students. Although
great strides have been made in the translation of business

-
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textbooks, journal articles and cases, the fact remains that the
vast majority of such materials are available only in English.
Thus, English language ability is an important asset both in
terms of career performance and the enhancement of learning
opportunities in the academic program. For these reasons, the
curriculum will include training in English as a second language,
with regularly scheduled sessions each week.

The primary thrust of the program is, of course, training
in the basic business administration disciplines. Furthermore,
the rigors of an intense 15 month graduate program limit the time
available for training and study in a second language. Levels of
fluency will also be constrained by the fact that language
comprehension can be achieved more effectively in intense
immersion-type classes than in those scheduled throughout a
standard academic program. Despite these limitations, students
who are not already fluent in English will be required to take
classes in English, with the goal of achieving a basic competency
in English conve-sation and reading.

In addition to English, there are other skills which, while
not a core part of the curriculum, need to be included. For
example, entering students will probably require a brief (two
week) sequence of refresher sessions on basic math and analytical
skills to be scheduled at the beginning of the school year.
Opportunities also need to be provided for such exercises as
written analysis of cases. Training in English a week as written
case analysis will be carried out in a series of modules
interspersed between regular class sessions during the school
week. These modules, combined with out of class assignments
which must be carried out on campus will ensure that the students
are engaged in a truly full-time program. this type of intense
student involvement coupled with the lockstep curriculum will
ensure development of project work habits and attitudes.

In the next stage of the project the study team will
provide an outiine of the major topics to be covered and the
principal outcome expected for each of the courses dicussed in
this report. This next phase of curriculum development will also
provide guidelines for teaching methodology and the balance of
approaches for each course.

\Z



Annex VIII

Page 8 of 8
Table 2
Fifteen-Month Academic Program
Faculty 0l Q2 Q3 Q4 Q5
Management Data Principles Organiza-
Analysis of tional Be-
Management havior
Marketing Marketing Marketing Business
Principles Management Policy
Finance Principles Financial Project
of Finance Management Evaluation
Accounting  Introduction Principles Management
to Computer of Account. Accounting
Chie. of Macro- Invironmental
Economices Analysis
Specialist Managerial
1 Economics
Specialist Agri-
2 business
Specialist Public
3 Mdminis-
tration
Specialist Entrepre-
4 neurship
Specialist Production
5 & Operations
Management
Specialist Export
6 Marketing
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