
AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON. D.C. 20523 

FEB 10 1987 

ACTION MEMORANDUM FOR THE ACTING ASSISTANT ADMINISTRATOR (LAC)
 

From: LAC/DR,~'n-.J 

Subject: Approval and Authorization of Ecuador Economic 
Stabilization and Recovery Program FY 1987 ESF PAAD 
Amendment, 518-0058 

Action Required: To approve $12.315 million FY 1987 funding

level and to authorize $6,065 million for the subject program.
 

Background: The purpose of the assistance is to help reduce
 
Ecuador's balance of payments gap while the Government of
 
Ecuador (GOE) undertakes an Economic Stablization and Recovery

Program. To date $24,216,000 has been provided under the
 
subject program. It is proposed that an additional $12.315
 
million be provided during FY 1987 of which $6.065 million,
 

would be authorized immediately. The remaining
 
amount would be authorized at such time as the certification
 
requirements set forth in the Anti-Drug Abuse Act of 1986 
are
 
met.
 

Since the original PAAD was approved in September 1985, the
 
administration of President Leon Febres Cordero has continued
 
to implement a progressive economic stablization program.
 
During the past fifteen months it has unified the exchange
 
rate, increasingly relied on market determined interest rates
 
for lending and expanded savings operations, continued to
 
demonstrate prudent monetary management, and further
 
liberalized trade policies. In addition the GOE has negotiated
 
multi-year reschedulings of its external debt with commercial
 
banks and the Paris Club, and continued to implement a standby

economic adjustment agreement with the IMF.
 

Although the GOE's economic stablization program had
 
considerable initial success, the drastic fall in the price of
 
petroleum, Ecuador's leading export, in early 1986 has had a
 
severe dampening affect on Ecuador's recovery efforts. Despite
 
the measures taken to date, Ecuador's economy will contract
 
over the next several years unless: (1) petroleum prices
 
recover or (2) net capital inflows are increased, primarily
 
through increased external assistance. The balance of payments

financing gap, at a zero growth rate for GDP, is projected to
 
increase from $75 million in 1986 to $169 million in 1987 and
 
$511 million in 1990.
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The PAAD proposes that disbursement of up to $15 million be
 
based on GOE performance in implementing its economic
 
adjustment program, particularly the exchange and interest rate
 
adjustments which took place in August, 1986. In the Program
 
Agreement Amendment which obligates these funds, the GOE would
 
covenant to make further progress in reducing tariff barriers.
 

Although the PAAD proposes that up to $15 million be made
 
available based on GOE economic performance, only $12.315
 
million is currently available for Ecuador in the OYB.
 
Therefore, we are requesting that you approve only the amount
 
available at this time but recommend that, should additional
 
ESF funding become available later in the year for Ecuador,
 
further increments up to a total FY 1987 level be also approved
 
on this basis.
 

The draft PAAD also discusses the possibility of an additional
 
funding tranche of $10 million (above the aforementioned $15
 
million) to be associated with GOE progresq on narcotics
 
matters. Because additional funds of this magnitude are
 
unlikely to become available during this fiscal year, this
 
proposal has been deferred and your approval of this funding is
 
not requested. If additional funds do become available, the
 
issue of providing ESF balance of payments assistance
 
conditioned upon narcotics performance will have to be
 
considered.
 

The dollars will be disbursed as a cash transfer into a special
 
separate account of the Central Bank of Ecuador in the US.-," as
 
a consequence of legislative provisions contained in the
 
FY 1987 Continuing Resolution. A.I.D. and the GOE will agree
 
on eligible uses for these funds as a condition to disbursement
 
of funds. USAID will consult with LAC on the specific uses of
 
the dollars prior to final agreement with the GOE on these
 
uses. Eligible uses will conform with A.I.D. guidance that
 
will be issued shortly. Monitoring mechanisms will be
 
developed with the GOE and these will be agreed to in jointly
 
signed implementation letters.
 

Because the GOE has made excellent progress implementing its
 
economic stabilization program and making required, major
 
economic policy adjustments, no specific economic
 
conditionality will be included in the Program Agreement.
 
However, the Program Agreement will include a general covenant
 
that the GOE will maintain its economic program as set forth in
 
its letter of application. AID and the GOE will establish
 
specific time-phased performance targets, which will be used to
 
.monitor GOE performance. These targets will be established by
 
the GOE in writing prior to the initial disbursement of funds
 
under the amended Program Agreement.
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As part of the Program Agreement the GOE will agree to deposit
 
local currency (sucres) into a Special Account in an amount
 
equivalent to the dollars disbursed. This will be used to
 
finance activities consistent with Sections 103-106 of the
 
Foreign Assistance Act. Ten percent of the local currency
 
equivalent of each disbursement will be transferred to the
 
A.I.D. operating expense trust fund. Local currency uses will
 
focus on providing GOE counterpart for on-going investment
 
projects financed by A.I.D. and other international donors.
 
Funding levels for private sector activities and for public
 
sector activities not related to international donor projects
 
will remain unchanged or will be slightly reduced; however at
 
least 33 percent of the local currency deposited as part of
 
this agreement will be programmed for private sector activities.
 

The additional ESF funds will be provided as a grant. Because
 
Ecuador does not meet the requirements for grant financing
 
under A.I.D. policy established in the Guidelines on the Terms
 
of Aid, an Action Memorandum was forwarded to the Administrator
 
requesting that he approve grant financing. The rationale for
 
approval was based on the severe reduction in the amount of ESF
 
funding available for Ecuador this year despite the country's
 
worsened economic situation and the desire of the USG to
 
demonstrate support for this fragile Latin democracy. On
 
January 28, 1987 the Administrator approved grant financing.
 

Recommendation: That you: (1) authorize $6.065 million for
 
the subject program by signing the attached PAAD facesheet; and
 
(2) approve a total FY 1987 program level of $12.315 million
 

Approve :II 

Disapprove:
 

/I2Date: -- -11 

Attachment
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