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USAID/Ecuador

FYs 88 / 89 ACTION PLAN

PART I. STRATEGY AND POLiICY

Setting

The Ecuador Mission's strategy must be viewed in the context of
Ecuador's complex economi¢ and social situation. Per capita income,
estimated at $1,192* in 1985, masks broad disparities in income
levels between the modern urban sector and the rest of the country.
For the vast majority of the population, low levels of income,
health and education are the norm. A recent AID survey indicated
that 50 percent of children under two years of age suffer from some
form of malnutrition, and that rate is over 70 percent in some
regions. Disquised unemployment is widespread.

Like many small developing countries, Ecuador is highly dependent on
a limited number of exports which are subject to factors outside its
control. The high price of Ecuador's principal export, oil, led to
rapid growth in the 1970's. The oil boom, supplemented by foreign
borrowing, also permitted Ecuador to introduce numercus subsidies,
overvalue its currency, maintain interest rates below inflation,
reduce its tax effort and expand government employment.

During the past four years the economy has suffered three major
blows: the "E] Nino" disaster, the drying-up of foreign commercial
credit and the collapse of oil prices. Per capita income has
remained stagnant or declined over this period.

What sets Ecuador apart from most other developing countries has
been the unusual resolve of its government top make the needed
structural adjustments to cope with this changed envircnment.
Starting in 1983 and accelerating after the Febres Cordero
Government took office in August 1984, the GOE has taken a broad
range of measures to rationalize economic policy, shifting a
considerable amount of economic decision-making from government to
free markets and to the private sector. These structural
adjustments, coupled with a modest stabilization program (e.g. tight
monetary policy) and favorable external market conditions, resulted
in growth and a stabilized economy in 1985, with apparently bright
prospects for 1986.

The precipitous fall in oil prices during 1986, which caused Ecuador
to lose about $920 million in oil export earnings and $500 million
in domestic revenues, dramatically changed the near-term prospects.
The international donor community, impressed with the self-help
reform measures being introduced, responded with a large increase in
fast-disbursing assistance. The GDE's performance in taking

.S, Embassy estimate, February 14, 1987
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internal adjustment measures was mixed: very tight monetary policy
and substantial increases in tax revenue, but little success in
controlling fiscal expenditures. Much to its credit, the GOE pushed
forward aggressively and courageously with its structural reform
program, including the floating of the exchange rate and the
freeing-up of most interest rates. As a result, the GOE has been
able to ameliorate what could have been an economic disaster. The
stability of the exchange rate, which has remained in the sucre 145
per dollar range since mid-October, is one evidence of the success
of the external stabilization program, although the fiscal deficit
grew to over four percent of GDP.

Unfortunately, in spite of the Government's dramatic efforts and
significant achievements, Ecuador's continuing dependence on oil
export revenues will result in continuing domestic and external
difficulties for the foreseeable future.

On the more optimistic side, i1f o0il prices remain at $16/barrel or
more in 1987, Ecuador may be able to achieve some modest growth.
Growth over the medium term will also require increased private
savings and investment, which assumes that there will be continued
political stability and that the principal economic reforms already
in place will not be dismantled after August 1988 by a new
government.

The political resolve of Ecuador's current and future leaders to
deal pragmatically with the country's economic and social problems
remains a guestion mark in an environment of highly charged
political emotions. We are optimistic, however, that the leadership
that will guide this country atter August 1988 will follow the
footsteps of its left-of-cunter (Koldus/Hurtado) and right-of-center
{Febres Cordero) predecessors and look for practical solutions to
the country's development needs and continue the democratic, Western
orientation of the Ecuadorean people.
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A, Strategy Summary

Program goals and strategy

This Action Plan for FYs 88-89 reflects a continuity of strategy.
The Mission will, however, place special emphasis on 1) assisting
the Febres Cordero government to complete its agenda for
liberalizing the Ecuadorean economy and 2) preparing for the
democratic transition to a new GOE in August 1988.

The Mission's program has three major goals: economic
stabilization, achievement of basic structural reforms leading to
rvapid—and sustained economic growth, and a wider sharing of the
benefits of growth. The following paragraphs expound on these goals
and the Mission's strategy for achieving them. It should be noted
that the Institution Building Goal included in the FYs 87-88 Action
Plan has been incorporated within most of the new LAC objectives
applicable to the Ecuador program.

GOAL l: _Economic Stabilization

The most critical obstacle to Ecuador's sustained economic growth is
the country's vulnerability to short-run economic instability due to
its dependency on petroleum export earnings. In 1985, crude oil
provided 63 percent of all merchandize exports, over 60 percent of
central government revenue and 14.2 percent of GDP. The
Government's efforts to restructure and diversify the economy have
brought about significant results, and they merit our. continuing
support. AID's support for economic reform and diversification is
no less important now that o0il prices are rising, even though the
public perception of the need for these changes may not seem as
urgent as it appeared six months ago. Although electoral reverses
and congressional opposition have so tar not made the Government
deviate from its commitment to stabilizing the economy and .
increasing its private sector orientation, political imperatives
will gain in importance as the 1988 Presidential election gets
closer. The pressure on government leaders to promote growth over
stabilization, to halt or even reverse painful restructuring
policies and perhaps to default on its international debt will

ertainly intensify.

ID can help the GOE to_with&ggd_these_pP€S§ﬁ?gg and to continue
own the sensible path it has been following. The Mission believes
that the provision of temporary ESF and other fast-disbursing
financial assistance is entirely appropriate to help reduce the need
for more drastic stabilization measures and further declines in real
per capita income and to permit time for restructuring policies to
take effect. Continuing AlD encouragement and support through
policy dialogue, the ESF program and food assistance will help
ensure that the economic measures adopted over the last two years
are not reversed.



GOAL 2: Achievement of Basic Structural Reforms Leading to Rapid
and Sustained Economic Growth

AID's strategy is to help Ecuador set the appropriate policy
environment while developing and implementing programs to stimulate
investment and greater productivity, particularly in the
agricultural sector. Certainly 1986 provided dramatic evidence of
the danger in Ecuador's over-dependence on the petroleum sector for
foreign exchange and government revenue. Ecuador has moved rapidly
to introduce the reforms needed to increase domestic savings, to
better allocate those savings into productive investments, to
encourage diversified exports and to reduce subsidies. To achieve
self-sustaining growth, the maintenance and deepening of these
structural changes are necessary. Financial policies and structures
need to become more agile, those artificial prices still maintained
by government need to be eliminated and commodity markets need to be
made more efficient.

The Mission has already initiated a strategy to increase production
and productivity in the agricultural sector. The lion's share of
the responsibility for increasing productivity rests directly with
the private sector. The strategy includes reducing government
interventions which have been detrimental to farmers. Through the
national public and private sector research, extension, and
education systems (REE), the Mission will work with a variety of
producer groups and cooperatives.* A new DA project in FY 87 will
improve the REE pregram.

The agricultural strategy also includes limited involvement in
natural resgurces management, principally to ensure that the
country's future productivity is not undermined by poorly planned
exploitation of Ecuador's natural resources. The Mission will also
support initiatives in coastal resources management and protection
of fragile lands. A new project-level activity dealing with
problems associated with highland agricultural development is
planned for FY 89. At the same time, efforts will continue to
increase non-traditional exports which directly generate income,
employment and foreign exchange.

Small-scale enterprises offer the best potential, particularly in
the urban areas, for employment generation with relatively modest
investment of capital and training. The Mission has initiated a
program to provide credit, technical assistance and training to
small enterprises and will continue to explore ways to be responsive
to this sector.

*This represents a modification to the FYs 87-88 Action Plan. A
revised Agricultural Sector Strateqy is included as Annex 2.
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C. Progress Toward Established Goals

GOALS 1 and 2: Stabilization and Economic Growth

Progress to Date. The Ecuadorean authorities took both immediate

and long-term steps to confront the crisis created by the drastic
fall of oil prices in 1986. A significant effort was made to
increase public revenues from non-petroleum sources while stopping
proposed “budget-busting” salary proposals coming from the political
opposition. A 25 percent import surcharge was used briefly, the
sales tax was Increased from six to 10 percent, and rates on public
utitities were increased substantially. On the expenditure side,
the rate of spending increases was slowed by tightening approval of
new outlays, postponing a number of projects, delaying the
administrative handling of spending authorizations and limiting wage
increases.

In spite of these efforts, preliminary 1986 figures show that
central government revenues decifned from 17.9 percent of GOP in
1985 to 16.8 percent in 1986, while outlays rose from 17.3 percent
of GDP in 1985 to 17.7 percent in 1986. Preliminary figures show
that the overall public sector balance, in turn, moved from a fiscal
surplus of nearly 1.5 percent of GDP in 1985 to a deficit of 4-5
percent of GOP in 1986.

In the external sector, the Government's initial actions were to
seek debt relief, increase disbursements under intermational donor
projects, request higher assistance levels and encourage foreign
investment. The most significant factor in balancing the external
account in 1986 was an increase of about $700 million in net foreign
borrowing. The donor community, particularly the World Bank and the
IDB, provided significant new funding, and the commercial banks
agreed to advance funds-against oil shipments. Earnings from
several traditional exports (especially shrimp and coffee) rose
significantiy, as did non-traditional exports. The value of
non-petroleum exports increased 24 percent, and their share of total
exports rose from 34 to 55 percent. These factors largely offset
the $920 milliion drop in oil exports and prevented the need for an
extraordinary cut in imports (and GDP) or a default on debt payments.
In addition, on August 1}, 1986, the GOE turned foreign exchange
trading over to private banks and floated the sucre -- the boldest
move to date to prevent an overvalued exchange rate and thus to
ensure a balance in its external account. At the same time, the GOE
removed controls on most interest rates. These moves, of course,
are at least as signiftcant in improving the structure of the
economy as in stabilizing the external sector in the short run.

2. Qutlook. Ecuador's economic prospects continue to be

determined by the world market price of petroleum. If the world
price of oil remains relatively low ($ 12 - 15 per barrel), Ecuador
will continue to be plagued with balance of payments problems,
fiscal deficits and debt service difficulties.



Our current outloock anticipates a very modest real GDP growth in
1987 (assuming $16.50 per barrel of o0il)}). Agriculture output should
rise but coffee export revenues will decline (world coffee prices
are expected to drop 25 percent in 1987). At the same time, the
industrial and services sectors will not fully respond to the recent
economic measures until 1988. Tight monetary policy, depressed
domestic demand, and price controls on some basic food items will
keep inflation at around 25 percent in 1987. As importers draw down
on their inventories and import demand revives, the value of the
sucre should fall accordingly -- perhaps 20-25 percent depending on
the dollar's relationship with other world currencies. Higher oil
export prices will lead to a lower current account deficit than in
1986 and to an increase in the trade surplus. Almost all of
Ecuador's foreign exchange earnings will continue to be derived from
six commodities: oil, coffee, bananas, shrimp, cacao and fish.

With the country's debt burden rising and external ligquidity
dependent on commedity export earnings, Ecuador will remain
extremely vulnerable to export price and interest rate variations.

GOAL 3: Wider sharing of the Benefits of Growth

Progress to Date. 1In the past 18 years, life expectancy has
increased from 53 to 63 years and the crude birth rate has been
reduced by 18 percent. Significant improvement continues to be made
in the areas of public health, child survival and population. 1In
the past year, the incidence of malaria has been reduced sharply,
the immunization coverage of children under five has gone from 37%
to over 75% and the knowledge about the use of ORT to treat
diarrheal diseases has increased dramatically.

In housing, there have been continuing efforts to increase the
actual number of units affordable by low income families. The
Government has taken steps to clarify what type of dwelling unit it
wants to build, the target audience, and the financial mechanisms
necessary to achieve its goal of 30,000 new housing units per year.
Most significant in the past year have been the acceptance of the
home improvement loan program as a major component of the
government's shelter program and the increased role of the private
sector to develop and finance low income housing projects.

2. Outlook. During 1987-89, Ecuador should continue to
demonstrate progress in reducing infant and child mortality and
morbidity; increasing the availability of affordable housing for
lower income groupsy expanding family planning services; and
increasing training opportunities, particularly at the technical
levels. The significant expansion of educational opportunities in
the 70's and the widespread attention given in recent years to
meeting the health and shelter needs of the poorer half of the
population makes it likely that achieving further progress in
meeting the basic needs of the poor will be a key priority of any
democratically-elected government in 1988,
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B. SPECIAL ANALYSES

1. New Project Descriptions

FY 88 Prolect

Country: Ecuador

Objective: 3. Stabilize Financial Structures
Project: .518—0065. Development Planning and Iﬁplementation Support
Appropriation: Development Assistance

Functional Account: Section 106

LOP Funding: $ Financing LC Financing in U.S.$
Loan $0 U.5.$4 million
Grant $5 Mitllon 1.5.%2 million

" Total 5 Mitlion U.5.%2 million

Descriptors: Purpose: 819/840
Priority Area: Aa

PID: Field Review Date: 02/88

Approval Date: 03/88

Description: The purpose of this project is to enhance the
capability of a newly-elected Ecuadorean government to identify
priority economic development problems and to design and implement
strategies for addressing those problems. A review of economic
policies enacted by the present GOE will be done, and assistance
wil)] be provided with the objective of consolidating basic
structura) reforms. Assistance will be provided to analyze
policies, design strategies, and initiate programs in the areas of
public investment policles, municipal revenue generation, employment
generation, and foreign investment.

Potenttal Policy Issues: No AID policy issues have been identified.

Major Components: The 1988 election will usher in a new democratic
administration in Ecuador. It is expected that much will have heen
accompiished by that time to set the policy environment for a
private sector led growth strategy. To consolidate and
fnstitutionalize that environment, the proposed project will assist
the new GOE in the following 11Tustrative areas:

V. Economic Policy. The project will provide technical assistance
in this important area. As the new administration takes office,
technical advisers will help evaluate past policies, make
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modifications, and move forward with reforms not completed under the
previous administration. The Mission anticipates that emphasis will
be placed on exchange rate policies, fiscal management, trade,
interest rate structures, subsidies, and other important structural
policies.

2. Employment Generation. Under this activity, assistance will be
provided to the GOE and private sector entities to develop an
employment generation strategy. The Mission believes that this
assistance will address what will very likely be the priority
problem faced by the new administration. Mission strategy will
therefore be cross-sectoral in nature, with a focus on policies.

3. Public Investment Policies. The contraction of the GOE budget
due to revenue shortfalls will necessitate a careful analyses prior
to determining public investment priorities. The present GOE
structure for identifying priorities is ineffective when funds are
insufficient for all proposals. The relationship between
establishing investment priorities and allocating funding is
non-existent. Under this activity, these problems will be'assessed
and a strategic plan for addressing procedural problems developed
and implemented. The activity also contemplates training in
investment and project analysis for select GOE career employees.

4. Municipal Revenue Generation. An inheritance of the oil-boom of
the 1970's is the almost total financial dependence of
municipalities on the Central Government for their budgetary
resources. The contraction of the economy in the 1980's has made it
impossible for the GOE i» continue financial transfers at the level
required by municipalitiez. At the same time, sporadic attempts by
municipalities to raise revenues have either met with opposition or
failure. The administration to be elected in 1988 will have to
address this problem gquickly. In 1986, AID provided assistance to
the GOE to examine several revenue sharing alternatives. Several
recommendations for further study were made. Under this activity,
follow-up technical advisory assistance will be provided.

5. Promotion of Foreign Investment. The current administration has
made significant, but spotty efforts at mobilizing foreign
investment in Ecuador. Greater investment from abroad is clearly a
critical component of Ecuador's strategy to increase foreign
exchange inflows. Under this activity, assistance will be provided
to the new administration to address policy and public sector level
constraints to increased investment. This will include development
of a strategic plan of appropriate actions which need to be
implemented by the public sector to promote investment, necessary
short-term training that may be required for effective promotional
programs, and analytical assistance required to enable the GOE to
evaluate the feasibility of alternative approaches to promoting
foreign investment. This activity will be complementary to the FY
89 Private Sector Investment Promotion Project (518-0073).

L7

L3
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Relationship to AID Policies and Strategies: The project implements
AID policies in the areas of private enterprise development,
institutional development, and policy dialogue to achieve
significant impact on the policy environment and public sector
planning, areas where public sector actions are required. It should
be noted that an implicit objective of each of the project
activities is to focus the GOE on implementing a narrowly-defined
strategy consisting only of required public-sector activities. 1In
no way will the project support the development or implementation of
broad sector strategies that attempt to direct private sector
initiatives or resources.

ProEect OQutputs: Outputs will consist of strategies developed and
impiemente n the areas of employment generation, municipal revenue

sharing, public investment approval and financing, and investment
promotion. Study and analysis of specific economic policies will
result in implementation of policy reforms. Finally, the
capabilities of career employees in the development finance and
investment areas will be upgraded.

Relationship to the Objective. Under this project, activities are
f ocused on improving the policy environment required to stabilize
financial structures. Each activity serves as the vehicle through
which expert technical advisory assistance may be provided as a
complement to Mission policy dialogue efforts, economic support
resources, and other project efforts.

Proposed Funding: The proposed level of funding for this project is
$5 million of grant funds, justified on the basis of the inputs
being financedy i.e, international technical assistance and training.

Project Documentation Schedule: The PID will be developed after the
first elections in January 1988. It will be reviewed in the Mission
in February 1988 and authorized and submitted in March 1988.

Project design will be finalized during the transition period with
authorization to take place in August 1988. Given that the timing
of this effort is contingent upon a new GOE administration taking
office on August 10, 1988, the Mission requests AID/W concurrence
for a September 1988 obligation of initial funding.

PID Review in Missions 2/88
PID Authorization in Mission: 4/88
PP Review in Mission: 8/88

PP Authorization in Mission: 9/88

b e e el i
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FY-88 Project

Country: Ecuador
Objective: 10. Reduce Infant and Child Mortality
Project: Child Survival

Functional Account: Child Survival and Health Account

LOP Funding: $ Financing LC Financing in U.S.$
Loan 0 0
Grant $8 Million U.5.%$2.8 million

Total : $8 Million .U.S5.%$2.8 million

Descriptors: Purpose: 3500
Priority Area: Cc

Brief Description: The purpose of the project is to 1) increase the
use of a 1imited number of Child Survival (C.S.) interventions -
Oral Rehydration Therapy (ORT), vaccination, growth monitoring and
nutrition education, breastfeeding, improved delivery of other child
and maternal services, and treatment of acute respiratory infections
(ARI), and 2) institutionalize the delivery of these services
through public and private systems. The major project components
fnclude: (1) strengthening, institutionalizing and improving the
Ministry of Health (MOH) C.S. delivery system; (2) establishing
private sector social marketing of oral rehydration salts (ORS) and,
where possible, other C.S. interventions; (3) expanding mass media
demand creation programs; and (4) improving the delivery of other
maternal/chiid health (MCH) services.

Potential Policy Issues: Tho Guidelines on the Terms of Aid provide
for certain exceptions to the presumption in favor of loan financing
for government-to-government programs. Two of the four components
of this project (private sector distribution and production of ORS
and the mass media program) are highly innovative and provide
assistance to non-governmental entities. The Mission will regquire
grant-financing for these activities. The other two activities,
however, seek to institutionalize the delivery of C.S. and MCH
services through the Ministry of Health. MHWhile the Mission is
proposing that these activities be grant-financed at this time, we
wish to assure AID/W that the Guidelines on the Terms of Aid will be
followed as specific inputs are identified for AID financing during
PID development. This may result in a modification of the proposed
Toan/grant split for this project.
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A second AID policy issue to be addressed during project
identification is that of recurring costs. The Mission's on-going
public and private sector Child Survival efforts have involved AID
financing of recurring costs. To the maximum extent possible, the
Mission will avoid financing recurrent costs with AID DA loan or
grant funds for public sector activities. If financing of some
cecurring costs for new private sector programs is justified, this
will be on a short-term basis with a clear strategy for substituting
AID financing for host country financing at an early date.

Major Components: The project is a follow-on to efforts initiated
in 1985 under an amendment to the Integrated Rural Health Services
Project. While the initial project addressed deficiencies in child
survival services, it has not been able to establish a sustained
capacity to deliver these services. Furthermore, that project did
not include several other key C.S. services. To strengthen efforts
segun under the initial project and to address issues which surfaced
during implementation, the project will have four major components:

1. Institutionalization of the Ministry of Health's C.S. delivery
sxstem. “Technical assistance, cold chain equlpment, " ORS, infant
scales, and local currency to support training, improve supervision,
logistics, and management information systems (MIS) will be provided
-0 further strengthen and institutionalize the Ministry's C.S.
delivery system. Assistance will also be provided for inclusion of
other key C.S. interventions not currently in the projects: e.g.,
treatment of acute respiratory infections (ARI). In addition,
.ong-term training in public health administration, management and
epidemioleogy will be provided to increase the competency of MOH
staff and its capacity to administer the C.S. system.

2. Distribution and Production of ORS: This component will assess
the feaslbility of establishing alternative service delivery systems
for ORS, particularly in the private sector, It will provide
assistance to develop an ORS private sector distribution and
production network within the existing private marketing and
distribution system.

3. Mass Media Program: In view of the initial success of the
program, assistance will be continued under this component to
support media promotion efforts using radio, print, television, and
cother nontraditional methods to educate the public and create demand
for the key C.S. interventions. The National Institute of the Child
and Family, with support from the Ministries of Education and
Health, will be the implementing institution.
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4. Improved delivery of MCH services: Technical assistance,
training, logistical and promotional support will be provided to the
MOH under this component to improve the availability and quantity of
MCH services such as birth spacing, supervised delivery and pre- and
post-natal care.

Relationship to AID Policies and Strategies: The Agency's highest
priority in health policy as mandated by the U.S. Congress is the
worldwide Child Survival Initiative. Ecuador has been designated as
an "emphasis country" for the implementation of this initiative.

The key elements of the Agency's C.S. strateqy are addressed
inasmuch as project focus is on the institutionalization of delivery
of a limited, but manageable mix of proven technologies, such as
ORT, vaccinations, child spacing and improved nutrition practices,
Furthermore, the project will make a significant contribution to
meeting overall AID objectives: namely, 80 percent immunization
coverage by 1990 and universal access to oral rehydration therapy
for all children by 1990.

Project Outputs: (per component)

1. Institutionalization of MOH C.S. delivery system:
a. Functioning logistical system for child survival supplies.
b. Established and functioning system of supervision.
¢. Trained nurses and midwives.
d. Functioning PREMI MIS.
e. Functioning cold chain.
f . MOH/PREMI staff a% national and regional level trained in
health management and administration, public health and
epidemiology.

2. Distribution and production of ORS:
a. Establishment of a commercial distribution and logistics
system for ORS.
b. On-going private sector ORS marketing campaign.

3. Mass media program: continuing multi-media program to promote
regular child survival programs established in INNFA, MOH, and
MOE.

4, Improved delivery of MCH services:
a. More pre- and post-natal visits to MOH facilities,
b. More supervised deliveries,
c. Greater availability of family planning services.
d. More tests for cancer detection.

-
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Relationship to the Objective: Infant and young child mortality as
well as maternal mortality in Ecuador continue to be quite high.
While the national infant mortality rate (IMR) is estimated to be
around 70 deaths per thousand births, there is tremendous variation
within the country with remote rural areas and poor urban barrios
aaving an IMR in excess of 100.

The majority of the deaths are preventable with simple and curative
technologies. The project will provide support to substantially
reduce infant and young child mortality by supporting the delivery
of these simple interventions to prevent the main causes cf death,
i.e., diarrhea, respiratory diseases, immuno-preventable diseases,
malnutrition, premature births, complications of delivery and
incorrectly spaced children. Specifically, the project can increase
the effective use of vaccinations, ORT, nutrition education, feeding
and weaning practices, breastfeeding and antibiotics for ARI. To
reduce maternal mortality, the project will support improved pre-
and post-natal care, contraception for birth spacing, improved
delivery conditions and cancer detection.

Proposed Funding: Proposed funding at this time is $8 million of
¢rant funds from the Health znd Child Survival accounts, although
this will be examined in detail at the PID stage. At least $4
million of the project (50 percent of LOP funding) should be

financed with CS funds since the main focus of the project is infant
and child mortality reduction.

Project Documentation Schedule:

PID Review in Mission: 11/87
FID Authorized in Missions 12/87
FP Review in Mission: 5/88

FP Authorized in Missions 6/88



FY 88 Project

Country: Ecuador
Objectives 2. Strengthen the Private Sector

Project : 518-0066 Binational Foundation for Cooperation and
Development

Appropriation Account:; Da - EHR

Functional Account: Sec. 105

LOP Fuﬁding: $ Financing LC Financing in U.S5.8
Loan $ 0 US$ 2.2 Million
Grant $ 2 Million uss 0
Total $ 2 Million Us$ 2.2 Million

Descriptors: Purposer 600

Priority Area: DA

Concept Paper: Field Review Dates 11/87
Approval Date: 12/87

Descriptions The purpose of the project is to establish a
Binational Foundation for Cooperation and Development capable of
contributing to the economic and social development of Ecuador
through technical, educational, cultural, scientific, economic and
overall development coop2ration between Ecuadorean and American
institutions.

The Foundation is based on the premise that AID will eventually
phase ocut its Mission, and the developmental objectives now served
by the AID Mission can be met by the Foundation. 1In this context,
the Foundation will become a long-term institutional vehicle that
continues to demonstrate U.S. concern and cooperation in Ecuador's
development. Until such time, the Binational Foundation will
effectively support and compliment Mission efforts in participant
training and in social and economic development assistance to strong
private, non-profit organizations.

In order to prepare itself to fulfill its future role, the
Foundation will begin by undertaking a series of activities to
develop and/or strengthen viable and durable professional linkages
between Ecuadorean and American development-oriented institutions,
both public and private.

L

-
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Potential Policy Issues: Availability of ESF local currency for
counterpart funding.

Major Components: The major components of this project are DA and
ESF local currency-funded institutional support and technical
assistance to develop and strengthen the Binational Foundation as a
viable organization capable of making a significant contribution to
Ecuador's social and economic development.

Some of the key activities to be carried out by the Foundation are:

-- assist selected PVOs and low income communities throughout the
country in the financing of discrete social and economic
develoment projects;

-~ assist selected private and public sector organizations in the
financing of short and long term training programs in the U.S.;

-- set up professional seminars in Ecuador using U.S. experts to
provide a modest opportunity for continuing education to
Ecuadoreans who have studied in the U.S.p

~-= provide short-term scholarships so that selected Ecuadoreans who
have studied in the U.S. can return to update their skills;

-- establish inter-institutional exchange programs between a
variety of Ecuadorean and U.S. public and private sector
institutions;

-- 1increase the availability of U.S. professional and technical
journals to Ecuadoreans who have studied in-the U.S$.; and

-- facilitate the membership in U.S. professional societies of
Ecuadoreans who have studied in the U.S.

Relationship to AID Policies and Strategies: The Binational
Foundation will become an Ecuadorean private, non-government

entity. As such, it will become an integral part of the Ecuadorean
PVO movement to which AID assigns high priority in its overall
country strategy. As a PVO, the Foundation will assist the USAID to
design, fund, implement and/or monitor the implementation of
selected social and economic development activities that are in line
with AID's development assistance strategy for Ecuador,.

Project Qutputs: It is expected that the Binational Foundation will

produce the following outputs during the life of the project:

== 450 Individuals trained in-country and in the U.S.;
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-- one AID Trainee Association formed and operating;

-- at least five development projects funded through local private
voluntary organizations.

Relationship to the Objective: The Binational Foundation will have
a clear private sector orientation. It will work with private
non-profit organizations and with private community groups and
individuals, principally those that focus on the lower income strata
of the population, in the design and implementation of training
activities and social and economic development projects.

Proposed Fundings Given the nature of the activity, i.e. an
instltutional development grant to establish a viable Binational
Foundation that can become a long-term institutional vehicle to
demonstrate U.S. concern and cooperation with Ecuador's development
process, the proposed grant funding is justified. 1In addition, in
order to relieve future pressures on AID to finance recurrent costs
of the Foundation, an ESF local currency endowment fund is proposed.

Project Documentation Schedule.

PID Review in Mission: 11/87
PID Authorized in Mission: 12/87
PP Review in Mission: 5/88

PP Authorized in Missions 6/88
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FY 88 Project

Country s Ecuador
Qbjectiver 2. Improve Housing

Project : 518~-0074 Shelter Sector Technical Assistance

Appropriations DA

Functional Accounty Section 106 - SDA

LOP Funding: § Financing

Loan $ 0
Grant $ 1 Million
Total $ 1 Million

Degscriptors: Purpose: 800
Priority Areas Cc/Aa

PID: N/A Project Amendment

Description: There are currently three HG projects (authorizations
totaling $75 million) being implemented in Ecuador. The promising
$30 million HG-007 private sector project is just getting ’
underway . Additional HG authorizations are being scheduled for FY¥s
#7-88 in light of the favorable environment in Ecuador at this time
for both low-income housing and private sector initiatives.

To assure that the current and scheduled housing programs achieve
their intended objectives, it is imperative that the projects be
closely and adequately monitored and that they receive appropriate
and timely technical assistance.

I Housing Sector Support Grant is considered the most suitable means

for providing needed assistance, considering the scale and scope of
the Mission's and the GOE's low-income shelter programs and plans.

Fotential Policy Issues: There are no AID policy issues associated
with this grant project.

Major Components: Long and short-term technical assistance and
institutional support, studies, evaluations and training will be
financed. The technical assistance is especially necessary given
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the high level of policy dialogue associated with Mission housing
programs. This focusses on: eliminating subsidies in the sector,
encouraging private sector delivery mechanisms and municipal
self-financing of housing-related services, among others.

Relationship to AID Policies and Strategies: The project is
designed to 1) assist in and promote the participation of private
sector builders and lending institutions in the area of low-income
housing, 2) introduce management and financial systems appropriate
for low-income housing, 3) assure the continuation of an active
policy dialogue, and 4) strengthen both public and private sector

housing institutions to more-effectively address low-income shelter

needs.

Project Qutputs: Effective and timely implementation of housing
finance initiatives; project monitoring; active participation of
municipalities and cooperatives in low-income shelter programs;
comprehensive evaluation of on-going AID programs in the shelter
sector, with in-depth assessment of effectiveness and ,
recommendations for new program directions; and, identification of
potential AID involvement in municipal activities compliementary to
shelter programs.

Relationship to the Objective: The on-going and future HG programs
are specifically directed at "improving housing" for the poor. This
grant is intended to provide the support required to assure that
current HGs achieve this underlying objective and that future AID
activities are effectively oriented toward this same end.
Furthermore, the policy changes achieved, shelter delivery
mechanisms created and concepts and technologies introduced during
the implementation of the HG Programs will have a long-term positive
impact within the lTow-income shelter sector.

Proposed Funding: The Mission's FY 84 National Shelter Delivery
System Project Paper contained justification for a complementary
DA-financed grant. This was never authorized due to funding
constraints at the time. Complementary grant-financed activities
are now required.

Project Documentation Schedule:
PP Amendment Review in Mission: 12/87
PP Amendment Authorized in Mission: 2/88
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FY 88/89 Project

Country: Ecuador
Objectives 3. Stabilize Financial Markets
Project: 518-0058, Economic Stabilization and Recovery

Appropriation: ESF

Functional Account: N/A

LOP Fundings _$ Financing

Loan 0
Grant $51.5 million
Total B51.5 million

Descriptorss:s Purpose:s 930
Priority Area: Aa

ESF Concept Paper (PAAD): AID/W Review Dates 09/87 (11/87)

Description: This program contributes to the overall goal of
assisting the GOE stabilize the current economic situation and
continue structural reforms that will lead to economic recovery in
:the medium term. The specific purpose is to provide balance of
payments and budgetary support to Ecuador, thereby ensuring that
adequate funding is provided for the continuation of investments in
important public-sector development.

Potential Policy Issues: Given the limited amount of ESF generally
avallable for Ecuador, the Mission has successfully argued for the
past two fiscal years for an exception to the Agency's guidelines on
the terms of aid . Our justification has been that grant assistance
is required to achieve maximum economic and political impact with
limited funding. Unless ESF levels for Ecuador are significantly
.ncreased during the Action Plan period, the Mission would expect to
continue grant financing for the program. No other significant
policy issues have been identified.

Major Components: The program consists of dollar financing provided
cn a cash transfer basis and a local currency program. Dollar
financing is disbursed to a separate program account of the Central
Bank of Ecuador in the U.S. The Program Agreement allows the
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dollars to be used for external debt payments to any multilateral
financial institution, nation, or financing institution of nations
listed in AID Geographic Code 935. - On a special case basis, the
Mission may authorize the use of dollars from the Separate Account
for GOE imports from the U.S.

Local currency financing is provided for a series of public and
private sector development initiatives. Over 30 percent of the
funding will be reserved for private sector activities. Much of the
public sector funding will be disbursed as local counterpart for
on-going development investments of the GOE, alsoc financed by
multilateral and bilateral donors {including AID}). Local currency
generated pursuant to FY 88 funding will finance activities that
directly support Mission program objectives. Ten percent of all
'local currency generated is programmed for AID operating expenses.

Relationship to AID Policies and Strategies: This program is the
foundation upon which the Mission bases activities aimed at economic
policy reform. The strategy employed under the program is
consistent with AID policy as presented in the "Approaches to the
Policy Dialogue” policy paper; that is, funds are provided to
finance immediate economic stabilization efforts (debt payments) and
are linked to the adoption of policy reforms aimed at further
economic stabilization. Policy reform targets include reduction in
tariff barriers, liberalization of interest rates, and reduction in
domestic gasoline subsidies. Further reduction in trade barriers is
being sought for FY 87. During the Action Plan period, further
reforms in the policy environment surrounding GOE privatization and
promotion of foreign investment will be sought. It should be noted
that the amount of direc* U.S. ESF assistance is marginal. To
overcome this constraint, the Mission has consistently sought to
combine ESF, DA, and HG financing to achieve c¢ritical changes in
targeted policies.

Project Qutputss Outputs under this program are of two types:
balance of payments and GOE budget-related outputs consistent with
the program purpose, and policy reform outputs that support the
program purpose more indirectly.

In the strictest sense, the major program outputs are debt payments
financed with USG dollars that provide limited balance of payments
relief, and local currency support provided directly to, and
indirectly in lieu of, GOE budget line items.

In a broader sense, the Mission expects that its policy dialogue,
combined with other factors, will result in substantive changes in
economic policies targeted under the ESF program. Policy reforms,
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then, are another type of program output, although they cannot and
should not be attributed solely to our ESF. GOE policies related to
privatization of government assets and foreign investment promotion
will be linked to ESF provided during the Action Plan period. 1In
the first instance, the Mission will be looking for the
establishment of a GOE policy or a strategy which would include
development and legalization of financial mechanisms which would
facilitate privatization efforts (e.g., debt-equity swaps). In the
second instance, the Mission will assist the GOE to examine and
modify where appropriate, policies that constrain foreign investment.

Relationship to the Objective: All of the activities undertaken
relate directly or indirectly to stabilization of the balance of
payments or GOE budget. Financing debt payments has a direct effect
on the balance of payments situation. Easing restrictions on
Z“oreign investment should result in increased inflows of foreign
capital, an indirect effect on the balance of payments.

Local currency used to finance existing GOE budget line items
reduces the budget deficit and directly impacts on budgetary
stabilization. Counterpart provided outside of the GOE budget
reduces the overall size of th: development budget and indirectly
impacts on budget stabilization.

Proposed Funding: The proposed funding for the FY 88 ESF program is
§15 million. This will bring total life-of-program funding to
$51.531 million.

Program Documentation Schedule: The Mission requests AID/W approval
to eliminate the requirement for an ESF Concept Paper for a FY 88
program totalling $15 million or less. If approved, the Mission
would present a PAAD Amendment in 11/87 for AID/W approval.

Concept Paper Review (if required):. 9/87
Concept Paper Approval: TBD

PAAD Reviews 11/87

PAAD Approvals:s TBD
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FY 89 Project

Country: Ecuador
Objective: 6. Preserve and Manage Natural Resources
Project: 518-0069 Natural Resources Management on Small Farms

Appropriation Account: DA - ARDN

Functional Account: Section 103 - ARDN

LOP Funding:' $ Financing LC Financing in U.S.$%
Loan $1 Million 4.5.%0
Grant $3 Million U.S.%) million
Total %4 Million U.S.$1 million

Descriptors: Purpose: 000
Priority Area: Aa

PID: - Field Review Date: 11/88
Approval Date: 12/88

Description: This project addresses the major development problem
of the sustainability of agricultural productivity and incomes for
small farms that are endangered by deterioration of their natural
resource base. :

The purpose of the project is to improve the management,
productivity and conservation of the natural resource base
principally tn the Andean highlands of Ecuador. The primary area of
project. focus will be the Sierra region where assistance is required
urgently to reverse the damacing effects of soil erosion and to
enhance the productive capacity of the land base. Project
activities will seek to improve the utilization and preservation of
the natural resources of smaller Sierra farmers through conservation
practices, irrigation, and improved farming techniques.

If deemed appropriate during project conceptualization and
identification, the Mission may seek to incorporate some Timited
activities in the Oriente Region, with the purpose of continuing and
expanding the agroforestry practices under the Mission's Forestry
Development project.

Potential Policy Issues: No AID poticy issues have been identified.

Major Components: The project will consist of soil conservation,
irrigation and production technique activities principally in the
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Sierra. Specific activities will be designed and implemented by
teams of agronomists and engineers who are chosen, and work at the
community level. The teams will organize and encourage farmers to
participate in specific projects encompassing soil conservation,
irrigation and farming technique improvements. The project will be
implemented through PVO's and other private sector organizations
which will be responsible for initial identification of potential
communities and organization of the local teams. These teams may be
assisted by technicians from the Ministry of Agriculture, as
required. 1In addition to the PVO's, community and farmer
organizations, and the Peace Corps, will be utilized to the fullest
extent possible in project implementation. The same implementing
arrangements would be utilized for Oriente activities, although the
focus would be on agroforestry activities.

Relationship to AID Policies and Strategies: The project fully
supports AID policies and strategies concerned with conservation and
management of natural resources, enhanced income opportunities for
small farmers, and improved prospects and opportunities for Andean
agriculture. The project also contributes to AID's private sector
goals since it will be implemented by private agencies and farmer
and community organizations.

Project Qutputs: The project is expected to reach 50-60 Sierra
communitles and result in improved irrigation soil management and
conservation practices on 5,000 hectares. If an Oriente activity is
deemed appropriate, it could reach some 200 Oriente farms and result
in improved agroforestry practices on some 6,000 hectares.

Relationship to the Objective: The project will contribute directly
©0 the objective of preserving and managing the country's fragile
natural resources in the Sierra region through direct technical and

related assistance to affected producers.

Proposed Funding: The project will use a combination of loan and
grant funding, with loan funds earmarked for equipment, vehicles and
training. Grant funds will be used primarily to finance the long -
and short-term technical assistance required to implement and carry
out the project. The proposed funding level includes financing for
a very limited amount of activity in the Oriente.
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Project Documentation Schedule:

PID Review in Mission:

11/88
PID Authorized in Missiones 12/88
PP Review in Mission: 5/89

PP Authorized in Missions 6/89
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FY B89 Project

Country: Ecuador
Objective: 2. Strengthen the private sector
Project: 818-0073 Private Sector Investment Promotion

Appropriation Account: DA

Functional account: Section 106-SDA

LOP Funding: $ Financing i.C Financing in U.S5.%$
Loan $3.00 Million 0
Grant $2.25 Million US$10 million
Total $5.25 Million US$10 million

Descriptors: Purhose: 8OO
Priority area: Aa

PID: Field Review Date: 10/88

Approval Date: 12/88

Description: The purpose of this :roject is to increase foreign and
domestic investment in the manufacturing, service and other sectors,
as appropriate. Particular emphasis will be placed on encouraging
U.S. investment, especially high foreign exchange earning
investments; privatization-linked investments; and investments which
include provisions for the public offering of shares.

The Mission has been marginally involved in investment promotion
efforts largely in the agricultural sector on a crop specific

basis. It has worked closely with commerce and the GOE to organize
a series of U.S. investment related missions and seminars (OPIC and
tourism missions and investment seminars in the U.S.). This project
will build upon lessons learned and seek to address constraints
identified to date.

Potential policy issues: Although the project does not propose to \
utiiize DA funds for credit, it does contemplate the use of GOE =
owned local currency (ESF) for a special, experimental credit !ine. ’\
In designing this line, the Mission will consider AID policies on 'J
interest rates and financial market development in effect at the .
time of project design. A manageable but sensitive task will be to};
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ensure that AID-supported activities are designed and implemented to
avoid criticism in the U.S. that they promote out-investment and the
loss of U.S jobs directly through foreign investment or indivectly
through resulting competition from foreign imports. Specifically,
AID-funded activities will not promote investment in "Lautenberg
commodities" either directly or indirectly. In keeping with the
strictest interpretation of the Guidelines on the Terms of Aid, the
Mission is proposing to loan-fund most of the project activities,
even though many of the inputs are traditionally grant-financed
items (e.g. technical assistance). If the Ecuadorean economy were
to suffer another sharp turnaround or if analyses indicate as
undesirable Toan funding of some inputs, the loan/grant split might
be revised. )

Major components: Major project components will be 1) policy
actions to maintain a positive climate for private enterprise,
2)technical services to upgrade the investment promotion activities
of public and private organizations, 3) loans for technical
assistance to individual firms to promote competition and technology
transfer; and 4) activities to increase collaboration between
Ecuadorean firms and USG and private U.S. firms.

Under the first component, the project wiil provide timely
information on contributions to employment creation and fncome
generation and on policy actions required to foment and maintain a
positive business climate. The information will be used in policy
dialogue with key leaders and the general public. Leadership in
conducting these assessments and policy dialogue will come from the
National Association of Entrepreneurs and other private
institutions. Activities financed under this component will be
designed so as to follow-on with the foreign investment policy
efforts initiated in 1988 under the Development Planning and Support
Project.

Technical assistance will be provided under the second component to
setected public and private sector organizations to upgrade and
streamline their investment promotion activities. Of primary
importance will be improvements in the accessibility and
appropriateness of documentation available to potential investors
and in the systems and procedures for responding to investment
inquiries and authorizing reguests. The project will consider
strengthening the services of the principal GOE investment agency
(CENDES), sector specific GOE institutions, as appropriate, and
three major private chambers which assist in investment promotion.
Under the third component, a local currency-financed credit line
will be established to provide small (less than $50,000}, short-term



{

‘\n

L3

- 89 -

credits to enable firms to access specialized U.S.technology needed
to resolve immediate problems in management and production. This
credit line will te managed directly by private commercial and
development banks. Project-financed TA will assist with
pre-investment preparations.

Under the fourth component, activities will promote more intensive
use of the facilities of other USG (e.q., OPIC, Ex-Im Bank, TDP),
private U.S. (e.g., IESC and the U.S. Chamber of Commerce) and
third-party (e.g., IFC and the new investment window of the IDB)
programs which can, inter alia, increase participation of U.S.
business in Ecuador's development.

Relationship to AID policies and strategies: The project is fully
consistent with AID policy on Private Enterprise Development. In
accordance with AID Policy, assistance provided to private
enterprises will be based on ¢riteria which include “"unusual
innovations or development risk assumed", the potential to achieve
"improvement of competition”, or the transfer of technology. The
project will also seek to further institutionalize the capacity to
carry out policy analysis in support of continued reforms. The
project supports AID Trade and Development policy by focusing on
“improving a policy environment that is conducive to private
enterprise”, by encouraging "the transfer of technology, skills and
information" in specific investsient promotion activities and in
promoting interagency (e.g., OPIC, TDP, Ex-Im Bank) cooperation.

Project outputs: The project will stimulate investments directly
attributable to project activities totalling $50 million and,
additional investments indirectly attributable to the project
(through improved investment promotion and through coordination and
advisory services) totalling $75 million. Approximately half of
these investments will include significant participation by U.S
investors and several will include the privatization or divestiture
of pubtic sector enterprises.

Relationship to the objective: The project strengthens the private
sector through direct increases in private domestic and foreign
investment, through improvement in the investment climate and
strengthening of key private sector organizations, and by increasing
the contribution of the private sector to development. Increased
U.S. private investment in Ecuador will improve access to technoiogy
and overseas markets.




Proposed funding:

Direct technical assistance will be provided to private firms (local
currency financed) and GOE entities (DA financed) on a loan basis.
Grant financing will support activities for improvement in sector
wide investment promotion services and for advisory and coordination
services. :

Project documentation schedule:

PID Review in Mission: 10/88
PID Authorized at Missions 12/88
PP Review in Mission: 5/88

PP Authorized at Missions ' 7/88
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2. FOOD ASSISTANCE

a. PL-480 Title I/Section 416

Although there are no PL-480 Title I programs planned beyond the FY
86 program, under which §5 million of wheat have been received,
expenditures of local currencies generated in F¥s 85-86 will extend
iasto FYs 87-88. Under Section 416 and Title II programs approved

'for FYs 86-87, wheat and NFDM will be monetized and the resulting

local currencies earmarked for uses related to agricultural policy
reform. Additional Section 416 products are being requested for FY¥s
88~-89 under the Food for Progress Program. Approximately §8 million
are being requested for each year.

{l1.) Relationship to Mission Strategy and Plan: The local
currencies (L/C) program is an integral part of the Mission's
development strategy. Although the L/C program contributes to other
areas, it has been especially critical to activities supporting the
objectives of increased agricultural output and preservation and
management of natural resources., At a time of reduced AID budgets
and fiscal constraints on the GOE due to low oil prices and high debt
payments, these funds have become essential for an effective AID
program in Ecuador.

(2.} Country Food Situations Ecuador is a net exporter of
agricultural and food products. The vast majority of its exports,
such as bananas, cacao, coffee, and shrimp, do not compete with U.S,.
agriculture. Ecuador is a deficit producer of a few major products,’
¢f which wheat is the most important in terms of volume and value.
The country produces only about 5 percent of its wheat needs and
imports the remainder from the U.S. A few other products, such as
barley, NFDM and soybean products, have been imported fairly
regularly, although the country is becoming self sufficient in some
cf these products, including milk and vegetable oils. Other products
@&re exported some years and/or imported in others depending on
factors such as the weather. Ecuador has generally depended on
commercial imports, With the current economic crisis, however, a
complete dependence exclusively on commercial food imports would
obviously limit further the availability of foreign exchange for
cther essential imports. The PL-480 and Section 416 programs were
t.herefore developed, and additional Section 416 assistance is being
proposed to help alleviate the continuing unfavorable economic
climate. Monetization of food is essential. Both the GOE and AID
believe that it would be counterproductive to start new subsidized
feeding programs which Ecuador will be unable to continue in future
years. Further, the funds generated from these programs are needed
for priority investments in the agricultural sector.

wheat is the main product being proposed for Section 416 programs.
The wheat is milled into flour for production of bread, noodles, and
similar products. The wheat is sold directly to the millers who
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handle all in-country transportation, sterage, and processing. NFDM
is used for reconstitution into fluid milk and for use in food
manufacturing processes. The portion for reconstitution is sold to
dairy processing plants and distributed.through Government programs
designed to provide relatively low-cost basic foods in low-income
areas. The NFDM portion used in manufacturing food products is sold
directly to the manufacturers who then transport, store and process
the product.

{(3.) Level and Justification. A level of $8 million is proposed for
FY 88. The proposed program is under the Food for Progress Act which
uses food aid as a reward and incentive for countries that have
undertaken significant policy reforms to enhance market operations
and the role of the private sector. Ecuador clearly qualifies under
the criteria of the Act. It is anticipated that a similar amount
will be proposed for FY 89 but is not included at present due to the
elections that will take place in 1988 and the belief that the
program would be renegotiated after the new government takes office.
An important justification for a food aid program for Ecuador is the
very serious economic situation that exists with respect to its
foreign exchange earnings. The food aid would help alleviate the
pressure on foreign exchange. The other important justification is
the need for funds to continue the reform process that is enhancing
agricultural production. The local currency generated is essential
to the completion of the GOE agricultural reform efforts, especially
in view of the cuts in other types of development assistance
available to the country. Although very substantially larger
quantities of local currency could be used very effectively for
agricultural and other development efforts it would be difficult to
absorb the food product. given the UMR for wheat and the harm that
would result to domestic production from importation of large amocunts
of other surplus U.S. products.

{4.) Food Policies and Reformss The GOE has carried out a number of
significant reforms in both agricultural and nonagricultural sectors
of the economy. These reforms have been designed to enhance theée role
of the market system in economic decisions and activities. Controls
on consumer prices have been relaxed, making the prices for farm
products more responsive to market forces. Price supports for
important farm products were maintained at 84-85 levels as a
transition to a market oriented policy. 1Import restrictions were
relaxed to permit the importation of farm inputs and capital items
such as seeds, chemicals, fertilizers, and farm equipment. The BNF
credit system has been expanded and improved. The marketing system
for agricultural products is being modernized to allow the private
sector a greater role while simultaneously moving to increase
efficiency. An agricultural commodities exchange was established in
April 1986 to allow market forces to operate openly in the
establishment of agricultural prices. At the same time, a market
news system is being developed to provide private sector sellers and
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buyers with information. Finally, the agricultural research,
education and extension systems are being strengthened to help assure
an adequate supply of human and technological services for farmers
ang other agriculturalists.

Many of the GOE's major macroeconomic changes are also having or will
have an impact on the agricultural sector. Eliminating the
overvalued exchange rate will encourage agriculture exports and
reduce the incentive to substitute imported capital inputs for

labor. The decontrol of interest rates should allow small farmers to
compete with large farmers and industrialists for credit.

The movement toward lower, more uniform tariff rates will remove
distortions which are believed to have often favored the industrial
sector over the agricultural sector.

(5.) Other Self-Help Measures: See (4) above

(6.) Local Currency Uses: Part of the proposed Food for Progress
funds will be used for GOE counterpart funds for AID projects.
However, most of these funds will contribute to the policy dialogue
and reform activities discussed in (4)., The private Ecuadorean
Agricultural Research Foundation (FEDIA) will receive a large share
of these funds to support its efforts to strenghten the agricultural
research, extension and education system. Smaller amounts will be
used for credit activities, support of agricultural producer
organizations, and other activities related to agricultural policy,
marketing and production in both the public and private sector.

(7.) Storage and Distribution Facilities: Ecuador has generally
adequate storage and distribution systems. Storage and unloading
facilities for wheat are limited at the Port of Guayaquil but can
accommodate the proposed program levels with the proper coordination
of food ald and commercial shipments.

(8.) Disincentives: Food aid shipments do not create a significant
disincentive to local production. Ecuador's wheat production meets
only about five percent of domestic consumption, and that production
fs protected by a sertfes of Government administrative actions.

Milk shipments could cause disincentives to dairy production if they
are distributed in such a way as to compete directly with .
domestically produced mitk. However, the planned quantitites and
proposed uses of these shipments will minimize such effects .

b. PL-480 Titie II Monetized Program

Under an FY 86 PL-480 Title II program, the eguivalent of $800,000 in
local currency will be received in FYs 87-88 from monetization of
2,500 MTs of standard grade NFDM for development of an internally
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produced, high quality calf milk replacer. This program will
increase dairy producers' incomes by allowing them to sell
commercially, fresh milk currently fed to calves. It will also
benefit consumers by increasing the amount of fresh milk available at
the market place for human consumption,

The NFDM donated to the GOE is being scld to a private sector, farm
services cooperative (COORSA} which will manufacture and distribute
the calf milk replacer through its outlets, processing plants, and
other suppliers. In the initial phases of the project, a supplement
that is combined with the NFDM to produce the milk replacer will be
imported from the U.S. By the end of five years however, it is
anticipated that local ingredients will be combined with imported
vitamins, minerals, and other ingredients not produced in Ecuador to
produce this supplement.

The calf milk replacer program is being developed by COORSA through a
licensing agreement with Land O'Lakes (LOL), a major U.S. dairy
cooperative and producer of the replacers. LOL will provide
technical assistance to design the processing plant, obtain the
equipment, monitor production for guality control, promote the use of
milk replacer and provide training for the processors, users, and
distributors. To provide technical assistance to COORSA for carrying
out the program, LOL will utilize its centrally funded project in
addition to funds derived from the license agreement. -

c. PL-480 Title II Food for Peace Program

The PL~-480 Title II program directly supports the Mission's strategy
of addressing basic humen needs and the objective of reducing infant
and child mortality. Foud commodities are distributed to at-risk,
low-income mothers, infants and children in rural areas by the
Catholic Relief Services (CRS) local counterpart - the Social
Promotion Secretariat of the Ecuadorean Bishops' Conference

{ SENAPS) .

CRS was funded in 1986 with DA resources from AID/W to initiate a
Child Survival project in the provinces of Azuay, Cotopaxi and
Manabi. This project is the only Child Survival project in Ecuador
that includes food distribution. The pilot experience in these
provinces will serve to define methods for integrating Child Survival
and PL-480 Title II funding programs.

In 1984, CRS/SENAPS established a Five Year (1985-89) Plan for the
gradual phase-out of food commodities and replacement with
development-oriented activities. To date however, CRS/SEMNAPS have
not been able to establish alternative systems for providing the
needed food. Given the difficult economic situation, it could
require additional time to institutionalize this process. Extension
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of the phase-ocut is being considered for a two-year period (to
1L991). CRS/SENAPS are presently defining a new phase~out plan and
specific alternate activities such as vegetable and fruit community
gardens, and income generating private-sector projects.



3. LOCAL CURRENCY USES

a. ESF

Local currency (L/C) generated through the Mission's ESF program is
used largely in conjunction with, or in lieu of, Development
Assistance funds, to extend the impact of the Mission's program. A
notable exception is the increasingly important local currency
support provided to other donor programs. This L/C support often
makes the difference in ensuring that high priority development
investments are completed. 1In most cases, such L/C also finances the
local support necessary to ensure the flow of foreign exchange
financing. This has an overall positive effect on Ecuador's foreign
exchange position.

The Mission has consistently sought significant programming of local
currency for private sector uses. While the GOE in principle
supports this allocation, pressure form the GOE to utilize these
funds for public sector investment has increased as fiscal revenues
plummeted. Nevertheless, the Mission proposes that 36 percent of the
FY 88 funds finance activities that support the objective of
strengthening the private sector. These activities include
incremental funding for a small enterprise credit fund, PVO programs,
and privatization activities.

On the public sector side, funds are programmed to suppert Mission
objectives in the areas of increasing access to voluntary family
planning services, improving health and health services, reducing’
infant and child mortality, improving housing, and expanding
participant training. A3 indicated in the table following this
narrative, these objectives will be supported through a combination
of AID and Government projects and budget support, including support
for other donor projects.

The growing local currency program has placed an additional burden on
limited Mission staff. Each activity is directly managed by Mission
technical personnel. Overall coordination of the ESF L/C program is
provided by the Office of Development Resources and the Office of
Development Programs. In an effort to reduce some of the burden on
these offices, the Mission anticipates contracting an individual to
serve as local currency coordinator.
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b. Food Assistance

Local currencies derived from food aid programs (PL-480 Titles I and
11 and Section 416) will continue to be used to support agricultural
development and agricultural policy dialogue and reform. Funds
generated by FYs 86-87-88 programs are being desigred to remove
constraints to increased agricultural production and productivity as
outlined in the modified agricultural strategy (Annex 2). They will
support AID's Agricultural Sector Reorientation, Rural Technology
Transfer (RTTS), Land Titling, and Research, Extension and Education
(REE) projects with emphasis on the REE project as the principal new
activity.

A substantial amount ($7 million) is tentatively programmed for REE
support in the form of an endowment for the private-sector
agricultural research foundation, FEDIA. The remainder of the funds.
are earmarked for other GOE/AID projects and activities that promote
policy reform in the areas of agricuitural production and marketing
and for a private sector lending program. Other projects include
support of technology transfer activities for producer organizations
and a private-sector policy institute. A joint GOE/AID commission
will continue to make final program allocations based on priorities

' of the public and private-sector agricultural interests, as well as

AID program priorities.
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4, MORTGAGE AND PIPELINE ANALYSIS

A. Mortgage Analiysis

The attached tables show the Mission's mortgage projections for FYs
87, 88 and 89. These projecticns reflect the Mission's strategy of
gradually assigning higher percentages of each year's proposed level
of D.A. funding to mortgage liquidation, as <hown below, in order to
provide the Mission with the necessary flexibility to respond to the
initiatives of the new GOE Administration that will take office on
Auqust 10, 1988.

Mortgage Liquidation

($000)
FY 87 FY 88 FY 89
Amounts jA Amounts % Amounts %
Mortgage Liguidation 9,941 60.9 13,905 77.5 15,850 87.5
New Projects 6,373 29.1 4,024 22.5 2.250 12.5
TOTAL 16,314 100.0 17.929 100.0 18,100  100.0

With the above strategy, the Mission considers that its mortgage
situation, in terms of dollar amounts, 1s very favorable. However,
the Mission is aware of future-ycar limitations in some functional
accounts; i.e., the ARDN account and, particularly, the SDA
account. Such account timitations could have mortgage implications
for the Mission. The table below shows the Functional Account
composition of the Mortgage.

Mortgqage Composition and Functional Account

{$000)
FY 87 FY 88 FY 89
Amounts % Amounts _%_  Amounts %
ARDN 11,255 37.4 5,480 17.7 3,000 12.9
PN 5,466 18.2 3,933 12.7 2,400 10.3
HE 600 2.0 3,450 1.1 2,500 10.8
Cs 0 0.0 3,000 9.7 2,500 10.8
EHR 7.948 26.6 6,947 22.4 3,900 16.7
SDA - 4,914 16.4 8,190 26.4 8,940 38.5
TOTAL jo,082 100.0 31,000 100.0 23,240 100.0

The growth of the SDA .mortgage from 16.4% in FY 87 to 38.5% in FY
89, is a matter of concern. This growth is attributable to the
initiation of the following projects: Financial Markets and
Privatization (518-0063) in FY 87; Development Planning and
Implementation support (518-0065) in FY B8; and Private Sector
Investment Promotion (518-0073) in FY 89. One ailternative that the
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Mission will explore to reduce the SDA mortgage fs the split funding
of Project 518-0065 among additional, appropriate accounts in order
to alleviate the pressure on scarce SDA resources.

B. Pipeline Analysis

Qverall, the Mission is projecting a 54 percent reduction in the
size of its pipeline during the FY 86-89 period. The pipeline
liguidation rate will be significantly higher than in past years,
reaching a projected 93 percent in FY-89. This reflects, in part,
the Mission’'s recent adoption of an accrued expenditures accounting
system in place of a disbursement-based method which underestimated
the financial progress of projects. More importantly, these
favorable pipeline trends will result from: (a) lower QYB levels
and b) increased expenditure rates in the large portfolio of
projects approved prior to FY-87, as implementing institutions
mature and initial bottlenecks are overcome.

Objective 1 - Increase Agricultural Production

Significant increases in the pipeline liquidation rate are
projected. This reflects, in large part, expected improvement in
the implementation and expenditure rates of the Rural Technology
Transfer System Project (518-0032),and the Land Titling Project
(518-0059) where the major obstacles have been overcome.

Objective 2 - Strengthen the Private Sector

The main project affecting pipeline performance for this objective
is the Graduate Management Program (518-0035). The pace of
implementation will depend on how quickly the implementing
Ecuadorean Foundation can develop an effective administrative
structure for the program. The Mission continues to have concerns
in this area and will maintain a dialogue with the Foundation to
encourage action. :

Objective 3 - Stabilize Financial Structures

A major reduction of the pipeline for this objective is projected.
However, as the Fiscal Administration Project (518-0042) moves ahead
with a major reorganization of the tax administration bureaucracy,
it could encounter inertia and resistance in the rank-and-file. The
Project is addressing this through improved training of Ministry of
Finance staff on the proposed changes.

QObjective 5 - Promote Exports

Disbursements for the export investment credit line established
under the Nontraditiomal Agricultural Exports Project (518-0019)
have recently been halted due to an issue of the interest rate
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charged to borrowers. . The Mission is engaged in a dialogue with
Central Bank and Ministry of Finance officials over this issue.
An early resolution is expected.

Objective 6 - Manage and Preserve Natural Resources

The Mission believes that if several new subprojects can be
developed and approved in FY-87 under the Forestry Sector
Development Project (518-0023), it will progress smoothly. However,
if the GOE does not demonstrate the commitment needed to develop
these subprojects in a timely fashion, the Mission is prepared to
deobligate the corresponding funds.

Objective 8 - Increase Access to Voluntary Family Planning Services

The pipeline level for this objective is projected to increase due
to obligation of a major add-on to the Population and Family
Planning Project (518-0026). This add-on will build upon the more
successful elements of the original Project, and the Mission does
not anticipate major implementation problems,

.

Objective 9 - Improve Health and Health Services

The pipeline for this objective will be reduced significantly. Both
bilateral projects under this objective - Integrated Rural Health
Services (518-0015) and Malaria Control (518-0049) ~ are moving well.

Objective 10 - Reduce Infant and Child Mortality

The Mission is projecting a large reduction of the pipeline for this
objective. To date, disbursements have been relatively low for
those activities financed under the Child Survival component of
Project 518-0015 which deal with institutionalization. The Mission
has brought this concern to the attention of high level officials in
the Ministry of Health and other donor agencies, and is exploring
alternative means of achieving institutionalization of Ecuador's
child survival programs.

Objective 11 - Improve Housing

There is a need for additional grant funds to enable the Mission to
continue to provide technical support to its large and growing
Housing Guaranty Program. Therefore, the DA pipeline for this
objective will grow modestly over the FY 87-89 period.

Objective 13 ~ Increase Participant Training

The pipeline for this objective will increase during FY 87-89 as
annual funds for the Andean Peace Scholarship Program (518-0067) are

o
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obligated. Based on its experience under LAC Training Initiatives,
the Mission is concerned about finding mechanisms to facilitate the
selection, funding, and support of participants, and thus$ speed the
disbursement of funds. The Mission will look into alternative
arrangements to ensure that a viable mechanism is in place to manage
the Andean Peace Scholarship funds.
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5. HOMEN IN DEVELOPMENT

In Ecuador's marginal urban areas, there is a significant percentage
of households headed by women. In the informal sector, some 40
percent of microenterprises are women-owned. This fact alone potints
out the need for providing women with the means of achieving self
and/or gainful employment. The Solanda Housing Project and the
Small Enterprise and Microenterprise Development Project both
contemplate the generation of 8,500 new jobs, of which it is
expected that at least 3,000 will be occupied by women,

The Mission wiil seek to improve and expand employment opportunities
for women as the most effective way to increase their participation
in Ecuador's development process. Our strategy to accomplish this
goal is to facilitate women's access to management and technical
training, credit and technical assistance.

The gathering of basic information on the economic activity of women
is a key factor in the process of integrating women in the Mission's
development assistance portfolio. To determine participation by and
impact on women, the Mission is investigating gender factors,
particularly in current project-level activities such as the Solanda
Housing Project (HG-005), the Small Enterprise Development Project,
Land Titling, Technical Skills Training, and the LAC Training
Initiative. The idea is to place facts and data relating to women
in the context of broader development issues, such as employment
creation and the potential for increased income.

The overall Mission strategy and the program as described in Parts I
and II above, include a package of social and economic development
actions where women have traditionally taken an active role and will
continue to do so. Participation in agriculture, housing and the
small enterprise sector continue to be particulariy propitious for
the successful implementation of the Mission's WID strategy. The
LAC Training Initiative and the Andean Peace Scholarship Program
also represent both a challenge and an opportunity to expand the
participation of women in the development process . It is
anticipated that at least 40 percent of participants under both
programs will be women.

Women account for nearly 25 percent of farmers in Ecuador. The Land
Titling project and the proposed FY 87 Agricultural Research and
Extension project are sensitive to this fact and pay particular
attention to the training and extension needs of women in order to
increase their productivity and income.

Finally, the provision of family planning services is expected to
have a very important, although indirect, impact on increasing
training and employment opportunities for women. Through these
types of services, as well as by the dissemination of information
through the public and private sectors, it is anticipated that young
women will reduce pregnancy which has traditionally been a serious
impediment to productive and gainful employment.
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PART III. MANAGEMENT

A, Management Strategy

Summary. The recent approval of four new USDH positions (87 STATE
(036586) responds to the Mission's most immediate requirement for
AID/W support. The early selection and placement of this additional
staff is critical to the USAID's efforts to correct its
administrative problems,

With the staffing issue on its way to being resolved, the Mission
management strategy will focus on °) alleviating financial
management deficiencies, 2) adjusting the labor-intensive operating
style of the Mission and 3) intensifying staff training.

Financial Management. In recent years the Mission has suffered from
severe financial management deficiencies. These have been
highlighted in recent audit reports, the Bureau's Management
Assessment in January 1986 and by every knowledgeable observer who
has visited the Mission in the last year. The principal management
focus in FY 87 will be to continue to improve the guality of.
financial management operations, particularly with respect to
project accounting and financiul reporting. Considerable progress
has already been made, resulting in a major reduction in advances,
savings to projects due to closer scrutiny of project disbursements
and an improved budget and tracking system for operating expenses
and trust funds. With a Deputy Controller on board by next summer,
we should be able to implement MACS by October 1987.

Mission Operating Style. While the financial management area has
been an urgent concern, there are other significant management
problems related to the way the Mission does business. The Mission
rapidly expanded its portfolio of activities in order to be
responsive to the U.S.-oriented government that came into office in
August 1984, to take advantage of the exceptional opportunities for
policy dialogue with a market-oriented GOE, and to support a variety
of private sector initiatives encouraged by the Febres Cordero
Administration. Such a move involved starting or significantly
expanding ten large-scale DA-funded projects while totally
redesigning several others. Equally significant was the
proliferation of OPGs, AID/W-funded initiatives and PD&S-funded
activities, all of which support dozens of mini-projects,
conferences, studies, and similar activities. The Mission also
launched ESF and PL—480 Title I programs, as well as monetized
Section 416 and PL-480 Title II activities. A highly projectized
local currencies program became a major element of the portfolio,
while the housing guarantee program doubled in size and complexity.
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The Mission also assumed increased respansibility for project
implementation, partly in response to the Agency's move away from
host country contracting and to the GOE's desire to get around its
own bureaucratic impediments. Consequently, most of the
procurement of AID-financed goods and services is now done by
Mission staff. Even with host country-owned ESF and PL-480 local
currencies, the Mission agreed to do some procurement and in some
cases, to act as the GOE's fiscal agent.

While the Mission's accomplishments measured in terms of new
initiatives, policy dialogue results and the rate of implementation,
have been remarkable, several USAID offices are dangerously
over-extended., There has been an extraordinary increase in the
workload of every office in the Mission and a several-fold increase
in the oversight and management responsibilities of every USDH staff
member., Project managers are rarely able to get out to project
sites and the monitoring of some activities has been weak,
especially those considered of less than top priority (e.g. PD&S
funded) . :

The Missicn adjusted to this rapid growth with a fairly significant
increase in Ecuadorean and U.S. contract staff. Unfortunately, most
of these contractors joined the Mission with little knowledge about
how the Agency does business. Consequently, project monitoring and
compliance with standard AID practices and procedures has suffered.

Mission Corrective Actions. The Mission is taking several steps to
change the way it operates. The USAID is reducing the number of
project activities by concentrating on the orderly close out of
older projects (e.g. IRD, Emergency Rehabilitation, Revenue
Generation, Alternative Enerqgy), and by reducing the number of new
PD&S-funded mini-projects. Several small projects have terminated
in the last six months and the planned FY 87 PD&S level is only 50
percent of the peak FY 85 level. A narrower definition on the uses
of PD&S is being applied. A concentrated effort will be made in CY
87 to close out the remaining projectized PD&S. Deob/reob
authority will be used, where possible, to consolidate fragmented
project activities under one project. The Mission is saying "no"
more frequently tc requests for new programs, requests for PACD
extensions, exceptions to AID rules and suggestions that AID perform
work that should be done by counterpart agencies. Responsibility
for procuring locally obtainable commodities and technical
assistance as well as other implementation responsibilities will
increasingly be placed on our project counterparts.

This shift ih operating style must be gradual and carefully
managed. U.S. policy still calls for AID to be responsive and
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nelpful to the GOE and the private sector. We clearly do not wish
<0 change that policy. We are aware that the increase in the number
of tough decisions coming out of the Mission has not gone unnoticed
by counterpartsy who have tended to view our response as a possible
weakening of USG support for the GOE. We are concerned about this
nisinterpretation. Nevertheless, the process of reducing GOE
dependence on AID staff intermediation must be continued. The
Mission has enjoyed the support of the LAC Bureau and the Ambassador
in introducing these reforms, and their continued support for this
effort is essential in the future.

Staff Management. The Mission has created a fragile pyramidal
structure which has been overly dependent on only 14 USDH officers.
For example, the Mission has projects in both health and agriculture
in which we have U.S. PSCs reporting to another PSC reporting to a
USDH employee who can devote only a fraction of his time to the
project. The Mission's private sector division, which currently
nanages five projects and several other activities, is headed by a
U.S. PSC and has no USDH staff. Much of the backstopping for that
portfolio is provided by another PSC in the Mission's Office of
Cevelopment Resources. Only two of the Mission's other nine offices
have more than one USDH officer. With leave, training and other
activities periodically taking USDH staff away from post,
contractors and local hire personnel coften serve as acting division
chiefs.

The Mission has been considering a re-organization to reduce the
number of reporting units and provide for back-up USDH personnel in
every division. However, Mission management has decided to postpone
such action until FY 88, when current time-consuming efforts to
correct financial and project monitoring deficiencies are
completed. The make-up of the current USDH team, plus the
disruption already ocurring as a result of the new demands being
placed on project managers, make a reorganization at this time too
heavy a burden on an already over-stretched staff, Beginning with
FY 88, and with additional USDH support staff on board, we
anticipate some consolidation of technical offices which will allow
a reshaping of the make-up of the USDH contingent.

Although the proposed FY 88 program funding level is more than 25
percent below the FY 86 level, the LAC Bureau has taken into account
the Mission's current situation, which calls for additional USDH
staff support to accommodate the several-fold increase in program
workload which has taken place over the past three years and for
which no relief was provided.
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The Mission's priority use of the four new slots is as follows:
1. Deputy Controller
2. Regional Contracting Officer
3. Regional Legal Adviser
4. Deputy Health Officer
t>>5. Deputy General Development Officer
6. Private Sector Officer

OE Budget. The Mission estimates that each additional USDH position

will result in an average increase of nearly 550,000 in the

Mission's OE Budget., AID will continue to seek 10 percent of ESF
local currency for its QOE Trust Fund.

Staff Training. Virtually all offices are weak in AID
administrative and program procedures, with Project Officers and
Controller personnel demonstrating the major weaknesses. In the
coming year, the Mission will implement a staff training program,
focusing on recently hired Ecuadorean personnel, many of whom have
solid technical credentials but limited AID experience._ A training
program is already in place for Controller personnel, and a program
for training all levels of PSCs and for selected USDH and FNDH
project managers will follow.

Y
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D. Evaluation Plan

The Mission will carry out during F¥Ys 88-89 a total of eleven
evaluations (nine formative and two summative).

The main objective of the formative, mid-term evaluations will be
the identification of progress made toward achieving program
objectives, particularly in the areas of health and child survival,
agricultural development, export promotion and family planning.

More specifically, these evaluations will identify progress in
institution building, policy dialogue, technology transfer and
private sector participation. The Evaluation Plan reflects the
Mission's strategy of examining project-level activities in relation
to the long-term program goals and objectives established in Parts I
and II of the Action Plan. Projects will be evaluated in relation
to their success in reaching target performance indicators included
in each objective description form.

The two summative, impact evaluations will examine 1) the achievment
of the .institution building objectives of Child Survival activities
and 2) the impact on reduction of infant mortality in Ecuador.

The specific evaluations undertaken by the Mission in FYs 88-~89 are
shown in the following Table. Terms of reference for these
evaluations will include a component addressing the larger questions
of project impact and progress in achieving stated goals and
objectives.
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E. GRAY AMENDMENT
1. Summarcy
A, TOTAL DA FY 86 $24,500,000
B. Amount of FY 86 DA available 5,200,000
for U.S. Procurement;
C. Amount of FY 86 DA awarded
to Gray Amendment Firms; 478,482
D. Percentage of FY 86 DA Funds
awarded to Gray Amendment Firms: 9.2%
2. PFY 86
Project Amount of
Contractor Title Contract Date of Contract
B, Creative Associates Inc. $ 70,000 12/10/85
amend No.3 of Contract Tech, Asst.
No.518-0011~C-00-4115-00 to FPENAPI
B. Creative Associates Inc. 34,996  4/3/86
Amend No.4 of Contract Tech.Asst.
No.518-0011-C-00~4115-00 to FENAPI
C, Init, Schs. of America Tech.Skills 158,184 5/7/86
Contract No,518-0049- Training
C-00-6077-00 Development
D. Franklin Export & Trad- Malaria 45,452 11/27/85
ing Company Control
Contract No,518-U062-
Cc-00-6021-00
B. Tronical Research and Land Titling 169,850 1/30/86
Development
TOTAL FY 86 $478,482
3. FY 87
Contractor Project Title Estimated Amount of Contract

Birch & Davis

Child Survival

PIO/T-50130

To Re Determined

Land Titling

PIC/T-50135

TOTAL FY 87

§ 192,000
1,220,000

$1,412,000
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Annex 1

USAID/Ecuador

FYs 88/89 ACTION PLAN

Alternative Funding Levels

Given Ecuador's social, economic and political situation as
discussed in Parts I and II of this Action Plan, there is a clear
need for higher DA, ESF and Food Assistance levels for FYs 88/89.
Since the new GOE to be elected in 1988 may not be initially
inclined to reflect market-oriented policies, additional, aibeit,
modest resources would provide the Mission with more policy leverage
with this Administration.

With an additional $6-7 million in FY 88 DA, the Mission will
liguidate existing population, health and child survival mortgage to
free-up increased FY 89 and out year resources so that AID will be
ready to respond to the next Government's initiatives; and increase
funding for the Andean Peace Scholarship Program (APSP). It is
generally felt that the new Government (most iikely a more
center-left regime) will assign a high priority to rural poverty and
the highly skewed distribution of income and wealth in rural and
urban areas. A DA level of $25 million per year in FYs 88/89 (lower
than the average for FYs 84/85/86) should be adequate to respond to
these development needs.

The Mission would 1ike to add a new DA project to its portfolio if a
higher funding level 1s obtained for FY 89. A Small Farmer Credit-
and Savings Mobilization Project wouid contribute to higher
agricultural output through an increased flow of credit to small
farmers and the resulting benefits of new operating and capital
resources. In addition the Mission would increase APSP funding.
Local currency generated from higher ESF and food assistance levels
is also essential to assist the incoming GOE define its social and
economic development policy agenda and to secure local currency
financed development investment activities. These funds will also
give the Mission the necessary leverage to influence the new GOE to
maintain the most important elements of the Febres Cordero economic
program, e.g. exchange rate policies, interest rate structure,
market determined pricing policies, privatization orientation, and
tariff reform. ESF levels of $25-30 million per year ($12.3 million
in FY 87) and a modest food program of $8-10 million per year, would
give the Mission this important leverage .

The following policy agenda which was initiated with the Febres
Cordero Administration will continue to be pursued and expanded with
the new GOE during the tatter part of FY 88 and in FY 89:
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- Tariff reform aimed at reducing the number of items subject to
tariffs ov guotas.

- Development and implementation of a privatization strateqy.

- Divestiture from state enterprises within at least three GOE
agencies, ' '

- Progress on the promotion and achievement of foreign investments
in domestic productive activities.

The Mission does not anticipate any serious management problems
associated with the higher funding levels described above. By that
time we hope to have resolved the staffing, financial management and

project monitoring deficiencies discussed in the Management Strategy
portion of this Action Plan.

-«
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MODIFIED OBJECTIVES FOR HIGHER FUNDING LEVELS

Objective 1: Increase Agricultural Production

1. LAC tndicators: No change

2. Performance under LAC I Indicators:
1987 1988 1489
- Target Target Target

B. Agr. Output (% increase) _ 2.8 3.0 3.3
1.A. Mission Indicators: No change
2.A. Performance under Mission Indicators: No change

3. Accomplishments: No change
4. Key assumptions: No change
5. Policy Dialogue/Conditionality:

1987 1988 1989
Target Target Target

- Privatization of Agricultural 4Q FY89
lending through onlending
to private sector interme-
diaries to replace direct
government bank lending

6. Planned Accomplishments: o
1987 1988 1989

) Target Target Target
- Increase the proportion of 0 0 4Q FY89

private sector lending
to 30% (now 25%)
- Increase savings deposit of 0 0 4Q FY89
private sector rural in-
termediaries by 10%

7. Projects 1987 1988 1989
Target Target Target
Add:
Small Farmer Credit and 0 0 4,000

Savings Mobilization



Objective No. 3. Stabilize Financial Structures

1. ULAC indicators: No change
2., Performance under LAC indicators: No change
1l.A. Mission Indicators: Aadd "C. Increase in numbers of GOE
and Donor financed development investments with insured
financing” )
2.A, Performance under Mission Indicators:

1987 1988 1989

Target Target Target
C. Number of GOE and donor '—Jig— -_J%f_ -—J%E-

development investments
3. Accomplishmentsi No change
4, Rey assumptions: WNo change
5. Policy Dialogue/Conditionality: No change
6. Planned Accomplishments: No change

7. Projects ’ 1987 ° 1988 1989
Target Target Target

Increase Funding:
Bconomic Stabilization and 12,315 30,000 30,000
Recovery 518-0058

Objective 10: Reduce Tnfant and Child Mortality

1. LAC indicators: No change
2. Performance under LAC T indicators: No change

1.A. Mission Indicators: No change
2.A, Performance under Mission Indicators: WNo change

3. Accomplishments: No change
4. Key assumptions: No change
S. Policy bialogue: No change

6. Planned Accomplishments: WNo change



€

7. Projects 1987 1988 1989
Target Target Target

Increase Funding:
ChITA furvival 218-0071 0 4,850 2,150

dbjective 10: Increase Access to Voluntary ¥amily Planning

1. LAC indicators: No change
2. pPerformance under LAC I indicators: WNo change

1.A. Mission Indicators: No change -
2.2. Performance under Mission Indicators: No change

3. Accomplishments: No chanqge
4, ¥ey assumptions: No change
&, Policy Dialogue: No change
6. 'Planned Accomﬁlishmentsz No change

7. Proiects 1987 1988 1989
Target Target Target

Increase Funding:
Population and Family Planning 1,106 3,383 2,433
518-0026

Objective 13: Increase Participant Training

1. LAC indicators: No change
2. Performance under LAC I indicators:

1987 1988 1989
Target Target Target

A. Persons Beginning
Training Programs

1. Short~term 96 285 295
a. men 68 168 173
b. women 30 117 122

2, Long-term 24 72 73
a. men 15 42 43
b. women 9 30 31

1.A. Mission Indicators: WN/A

2.A. Performance under Mission Indicators: N/A
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Accomplishments: N/A

Key assumptions: WNo change
policy Dialogue: No change
Planned Accomplishments:

Returned Participants

1. Short-term Total 115

a. men 65

b. women 50
2, Long~term Total 28

a. men 16

b. women 12
Projects

Increase Funding:
Andean Peace Scholarship
518-0067

1937 1938
Target Target
700 2,221

40 FyY89
4Q FY89
40 FY89
4Q FY89
40 FY89
4Q FY89

1989
Earget
2,200



Shel f Project

Country: Ecuador
Objective: 1. Increase Agricultural Production
Project: Small Farmer Credit and Savings Mobilization

Appropriation Account: DA

Functional Account: Section 103 - ARDN

LOP Funding: $ Financing LC Financing in U.S5.%
Loan - $1.0 Million 0
Grant $4.0 Million U.S.$1.0 Million.
Total $§5.0 Million U.s.BL.0 Million

-

Descriptors: Purpose: 000 (Agriculture)
Priority Area: Aa {Inadequate Income Growth)

PID: Date to be Reviewed in Field: 12/88
- Date to be Approved: 1/89

Description: A major constraint facing the majority of Ecuadorean
farmers 18 access to financial resources for operating expenses and
capital improvements., Most farmers, especially those with smaller
sized operations are not able to finance investments necessary to
increase their production. As the constraints from policies and
technology development and transfer deficiencies are removed, the
capital constraint will become more critical, especially for small
farmers in the Sierra Region, This project is directed to
overcoming that constraint,

The purpose of this project is to increase the flow of credit to,
and increase the amount of formal savings captured from smaller
producers, This will facilitate their ability to obtain financial
resources necessary to adapt and carry out improved technology, make
needed productive on-farm investments, and to finance essential
operating expenses.

The project will assist the National Development Bank (BNF) to
develop a fund to provide loans through private sectot rural
financial intermediaries for onlending to small farmers in the
Sierra (Andean) region. It will also introduce institutional and
financial mechanisms to mobilize rural savings, thereby increasing
-he rural institutions' capacities to finance agricultural
activities while reducing their dependence on the government for
credit funds. While the project will work through the BNF, it will
seek primarily to effect improvements in rural credit unions,
finance companies, savings and loans, and other private financial
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institutions. Farmer organizations, such as Chambers of Agriculture

and campesino organizations, and cooperative associations will be
actively involved in project design.

Potential Policy Issue:. Although AID DA funds will not finance
credit, the ptoject will open a credit line to rural financial

institutions. This raises several potential policy issues:

1. Interest Rates. Although the BNF has made substantial progress

toward positive real rates, it has maintained subsidized credit
programs., The Mission will expect the interest rates to final

borrowers under this program to be positive.

2. Specialized Credit. Over the course of project identification
the Mission will determine how specialized and targeted the credit
line to be develpped should be, While we believe the market should
determine investment priorities, we also recognize that the market
is not working well enough to incorporate the majority of small
rural land holders in Bcuador. Since the changes in the policy
environment have essentially freed the market, the Mission is led to
conclude that institutional (not policy) constraints are affecting
rural financial market development; hence, the need for
thisproject. However, the question remains to what degree this
project should target resources, possibly introducing distortions, .
or focus strictly on institutional development of rural financial
institutions, without restricting funds use.

Major Components: The project will consist of two components: 1) a
discount line to be established by the BNF to provide resources to
private sector tural financial intermediaries for onlending to small
farmers, and 2) a savings mobilization program to enhance the
institutional capacity of rural intermediaries to increase savings
deposits.

While analysis of the issues raised above regarding implementation
of the discount line will prohably affect how this activity

develops, the Mission presently anticipates a discount line
available to rural financial institutions meeting certain
eligibility requirements in terms of clientele, potential outreach
capability, agressiveness, location and savings generation
potential, in addition to standard criteria related to the
institution's financial health. 1In addition to BNF credit
resources, the project will focus on increasing the capability of
rural institutions to generate and analyze potential loans in terms
of investment criteria rather than collateral based criteria, since
this is the major stumbling block to increase the participation of
smaller producers in the formal financial system, Emphasis will
also be placed on the development and implementation of lending
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instruments or criteria which seek to spread the inherent risk in
investment based lending, e.g. a down payment or paid-in capital
requirement, provision of loan inputs in-kind, and others.

Under the savings mobilization activity, various programs aimed at
increasing deposits in rural financial institutions will be
developed. The Mission will first examine why the amount of savings
held in these institutions appears so low. To the extent that the
reason is policy related, the policy environment will be examined
first. Since this could be a lengthy process, the Mission will make
a rural survey in the Sierra during 1987 to examine this issue from
the farmer's view. The survey will be complemented by relevant

existing studies,

Project activities will then focus on the institutional and
operational deficiencies of target financial institutions in raising

savings, and on the development of specific grograms to generate
savings. This, again, should result in the development of

mechanisms which link the savings and lending operations of clients,.

Relationship to AID Policies and Strategies: The project is
consistent with and supportive of the AID objective to increase
agricultural output., It addresses equity issues by reaching the
smaller farmer. It will not focus on issues such as an inadequate
land base. Rather, it will enable smaller-sized operations to more
affectively utilize the resources they possess {land and labor) by
giving them greater access to credit resources that will enable them
to make productive on-farm investments. Since the geographic
emphasis is on the Sierra, the project will respond to concerns over
lagging agricultural productivity by Andean farmers. Private sector
financial intermediaries will be utilized in onlending activities,
hereby supporting AID's private sector policy.

Project Outputs: A direct project output will be the increased flow
of loan capital to small farmers in the Sierra region. The other

major output will be increased savings deposited in rural financial
institutions which will result in additional lending capital and

healthier rural financial institutions,

Felationship with the Objective: The project will contribute to
increased agricultural output by removing a major constraint

g ffecting the large majority of small farmers, i.e. lack of capital
for making necessary investments to increase yields and output. The
result will be increased incomes, enabling more savings that will in
turn reinforce lending activities and the movement toward
self-sustaining agricultural credit,
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Proposed Funding: §1 million of AID loan funds will finance
equipment and commodities related to expansion of activities by
rural financial intermediaries. AID grant funds totalling $4
million will finance long and short-term technical assistance
necessary to develop the credit line and savings programs., Grant
funds will also finance the costs of training necessary to
strengthen participating rural financial institutions. It is
anticipated that the discount credit line will be financed with
funds provided through the Central Bank of Ecuador, although some
local currency may be required to leverage funds,

Project Documentation Schedule:

PID Review in Mission: - 12/88
PID Authorized in Mission: 1/89
PP Reviewed in Mission: 6/89
PP Authorized in Mission: 7/89
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Revised Agricultural Sector Strategy

The Mission agricultural strategy is designed with the objectives of
1) increasing agricultural output to supply the nation's food and

fiber needs at reasonable prices, 2) increasing producer incomes and
the country's foreign exchange earnings and 3) managing the natural

resources base to assure the long-run productive capacity of the
sector.

Background

ngricultural exports, especially coffee and bananas, were the
primary driving force behind economic development in EBcuador until
the o0il boom of the 1970's. 1In an endeavor to benefit rural
development while simultaneously keeping consumer food prices low,
Government agricultural policies became more and more .
interventionist. Larger quantities of wheat and other agricultural
products were imported and subsidized. The result was reduced
incentives in the agricultural sector and, by the early 1980s, a

rate of increase in output below the rate of population growth.

The current Bcuadorean Administration which took office in Augqust
1984 was determined to boost the agricultural sector by using a more
macrket, private sector-oriented set of policies. At the request of
the GOE, a U.5. Presidential Agricultural Task Force (PATF) came to
Ecuador in October 1984 and made recommendations on the policy and
structural reforms needed. The PATF recommended the reduction or
elimination of price controls; a restructuring of the agricultural
products marketing system; improvements in research, extension, and
education; a more effective credit system; protection of natural
resources, and assistance to small producers; and unification of
exchange rates, In the last two years, the GOE has made significant
progress in applying many of the PATF recommendations, including
exchange rate unification, reductions in price controls,
rastructuring of markets, and credit policy. The USAID has assisted
with many of these actions through policy dialogue, technical
assistance to analyze policy and structural alternatives, and

financial assistance to set up new marketing and information
systems,
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During the past year, Mission agricultural strategy has evolved from
a concentration on commodity-specific projects to a more system-wide
approach. Strategy will continue to emphasize selected commodities
and the vital role of the private sector but will also introduce
system-wide modifications to address a broader range of problems.
For example, activities to increase small-farmer credit will be
carried out through the National Agricultural Development Bank and
farmers organizations under the FY 89 Small Farm Credit Project. We
should emphasize that the modified approach is largely the result of
strong GOE interest in a more system-wide approach, but the
Mission's commitment to working with the private sector and
concentrating on priority commodities remain important components of
the overall strategy.

Strateqy Elements

The Mission agricultural strategy for 1987-90 focuses on removing
constraints to sector growth and promoting incentives that will
invoke a positive response from individual producers. This strategy
fs implemented largely through projects and reflects five specific
elements for sustained agricultural development: 1) analyses,
policy dialogue and reform; 2) technology development and transfer;
3> human rescurces development; 4) natural resources management and
conservation, and 5) equity in opportunities.

The strategy incorporates PL-480, Section 416 and ESF iocal currency
resources, which provide additional policy dialogue leverage as well
as & quick and flexible source of funds for mutually agreed-upon
activities. The strategy recognizes the essential role of the GOE
in establishing the most effective policy and institutional
environment for the private agricultural sector, but it has also
been developed with a strong orientation toward a private-sector
market economy.

1. Analysis, policy dialogue and reform are essential elements
since the policy environment largely determines the framework within
which the sector functions and may either offer opportunities or
constraints. Macroeconomic policies such as taxes, exchange rates,
interest rates and monetary policy may be as or more important than
specific agricultural price, credit, marketing and input policies.
Also, the social and political constraints faced by the host
government must be understood if dialogue is to be meaningful.
Analysis of the economic, social and political implications of
policy alternatives is required so that policy makers understand the
costs as well as the benefits of reforms and can plan to offset any
unacceptable consequences. The utilization and buiiding of this
anaiytical capability in the GOE is thus an essential part of the
Mission's strategy. The Mission believes that the affected private

W
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sector elements must also participate in the analysis and

formulation of agricultural policy, and the strategy therefore
includes activities to build that capability into the private sector.

The USAIN is supporting this policy dialogue and reform effort under
several projects. The Agricultural Sector Reorientation Project
provides funds for building both a data base and an analytical
system in the Ministry of Agriculture as well as a private sector
foundation specifically for policy analysis and dialogue. In
addition, the Mission's efforts to strengthen private sector
producers' groups as technology transfer agents will enhance their
ability to pactticipate in policy development. The Mission is using
DA and local currencies to develop these capabilities.

2. Improvements in technology are essential to agricultural
Jevelopment since they provide the means to produce more efficiently
(i.e., lower cost) and, hence, result in a more effective use of the
iuman and natural resource base. Without increased efficiency from
improved technology, the production of an adequate food supply can
become a burden to development. With improved technology, economic
dlevelopment can be facilitated by making food costs a lower portion
offamily and national budgets., Technology development and transfer
must depend on public resources and activities to a large extent,
bhut the Migssion realizes that there is also a substantial role for
the private sector. The strategy incorporates such opportunities
and explores the potential for private sector participation through

producer organizations, foundations, advisory commissions, and
related techniques.

AID is supporting technology transfer and development through the
Rural Technology Transfer System project (LOP $7.3 million), which
finances the transfer of technology through farmer organizations,
The Agricultural Research, Extension, and Education project (LOP
$7.0 million) will provide funding for the Ecuadorean Agricultural
Research and Development Foundation {(FEDIA), which will serve as a
catalyst for improving public and private technology development and
transfer systems., About $10 million of local currencies from food
aid programs also are being used for this purpose.

3. Investment in human resources has long been recognized as basic
for economic development. This is especially critical for
agricultural development which requires a science-based technology
dependent on a capable, trained work force on all levels., Local
institutions often tend to be weak in the basic sciences necessary
as a base for a technologically modern agriculture, Since the huge
arount of rescurces required to fully upgrade local educational
systems are far beyond the relatively modest amounts available to
the Mission, the role of the USAID in this area must be catalytic in
nature., Training is an integral part of all AID projects with the
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majority devoted to short term training and on-the-job activities,
and a smaller number to long term training. The Mission is also
implementing an OPG project under which Ecuadoreans will receive
scholarships to the Pan American School of Agriculture in Honduras.
However, it is local institutions that must provide the necessary
skilled human resource base over the long-run. Thus, the Mission’'s
strateqy includes modest efforts to upyrade the capabilities of
selected educational institutions so that they can demonstrate just
how essential a strong science-based education is for agricultural
development. The Ag. Research, Extension and Education Project will
work with selected universities to improve their agricultural
education programs. Additional technical training is funded under
the Agricultural Sector Reorientation, the Rural Technology Transfer
System and the Forestry Development projects.

4. Natural resources must be used in such a way as to produce the
necessary output while conserving the productive capability of the
resources. The type of natural resource programs necessary for a
country depend on the existing physical resources. Since Ecuador
has a highly heterogeneous physical environment (from arid to humid,
mountainous to ccastal to jungle, temperate to tropical), protecting
natural resources is a complex problem that cannot be addressed on
all fronts at the same time. Most of the Mission's natural resource
efforts will be focused on the Sierra where the problems of
deforestation and soil erosion are acute and affect large numbers of
people. In addition, the Mission will try to ensure that its
successful experience with agroforestry in the fragile Amazon
environment is used as the basis for sustained economic activity and
natural resource protection. The USAID strategy is to promote
increased productivity by technological improvements that will help
alleviate indirectly the pressure to expand or produce in the more
fragile areas. The Mission engages in other activities to increase
awareness of conservation needs, promote reforestation, gquide land
and water use through improved practices, encourage soil and water
conservation, and promote -coastal resources management. These
activities are supported by the Forestry Sector Development Project
{LOP $8.1 million), the CARE Soil Conservation OPG (LOP $605,000)
and a proposed FY 89 Natural Resources Management on Small Farms
(LOP $4 million).

5. The general approach to equity considerations is to consider the
distribution of costs and benefits in all areas of the Mission
agricultural strategy. Technology transfer activities through
producers associations, for example, are required and provide
resources to increase the membership of small producers in those
organizations. Since a Targe share of agriculture’s economically
marginal producers are on land subject to severe deterioration when
improperly farmed, it is also necessary for the resource
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conservation program to have a strong equity component if it is to
he effective. The strategy also includes activities that directly
2ddress equity issues while simultaneously contributing to +he other
objectives. An example I3 the Land Titling Project (LOP $10.3
million), which provides the machanism to obtain land titles
distributed under land reform and coleonization programs and which
anhances the capacity of small-scale producers to obtain credit and
other resources needed to be productive. The proposed FY 89 Small
FParmer Credit Project (LOP $5 million) will also help make credit
available for smaller producers.

Nue to the limited resources available to the Mission for
agricultural programs, the strategy is one of catalytic, pilot, and
laverage efforts, That is, the strategy will provide resources to
initiate activities that will become self-sustaining, design
programs that do not depend on continued AID support (such as
providing an endowment for the research foundation), cooperate with
ather donors so that programs are complementary, etc. The strategy
encompasses the concept that institutionalization is more likely tc
ve meaningful if programs are successful and develop a clientcele
that want them continued. Involvement of the private sector and the
promotion of dialogue between the public and private sectors is one
way of developing the internal forces necessary to promote the
continuation of successful programs when Ministers or governments
change.





