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i. Background 7
 

A. SIP Program
 

access
An interest in providing AID missions with greater 


to broad social science skills for program development purposes
 

led in the late 1970's and early 1980's to the development by
 

AID/Washington of the "social and institutional profile" (SIP)
 

program.1! The intention of the SIP program has been to
 
provide missions with social science skills over and above
 
those which are applied to the analysis of individual
 

To quote from an internal communication:
projects. 


N...this is a pilot program, and the purpose is to
 
provide missions with very open ended access to
 
social science skills for them to apply as they
 
see fit in support of program development. ...the
 
intent is to provide missions with the opportunity
 
to use social science skills in non-project ways.
 
...the promise inherent in it..., is that of
 
improvin the utility of social science in the
 Agency.
 

For the missions thz attraction of the SIP program
 
has been the possibility of using it to help develop new
 
strategies and programs.
 

1/ Actual initiation occurred in FY 1982. B", the end of
 

FY 1983, some dozen SIP's had been prepared.
 

2/ From a 30 November 1982 letter describing the SIP from
 

the officer in AID's office of Policy and Program Coordination
 
who dealt with the SIP program addressed to the AID Mission to
 

Zimbawe (and subsequently sent to AID/Ecuador) which was
 
seeking guidance as to the nature of a SIP.
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Each mission has tailored the activity to
 

meet particular programming needs.... The
 

general rule has been that missions use the
 

SIP to explore topics and geographical
 
areas that are not well understood, but
 
which seem to offer sound prospects for
 
mission involvement. The SIP can be long
 
or short term, focused on one sector or
 
several (or on intersectoral linkages)...,
 
All these matters are decided by the
 
mission, in accord with their assessment of
 
what needs to be done and bow best to do
it./ 

After briefly in late 1981, considering using the SIP
 
program to explore a broad (but not necessarily program
 
related) range of poverty issues, 2/ AID/Ecuador's interest
 
in the SIP program shifted to using it to develop program
 
initiatives involving the private sector and those which would
 
be supportive of decentralized development strategies. By
 
early 1982, the SIP program in the case of Ecuador wap being
 
seen as a vehicle for examining relationships between the
 
government and private business associations, an interest which
 
gradually evolved into a focus on the devilopment potential and
 
needs of the private sector. By early 1983, a geogz:aphic focus
 
on secondary cities and small towns, and particularly on the
 
revenue gene.:ation capacity of municipal authorities, had been
 
added.
 

B. AID/Ecuador's SIP
 

1) Proqram Relationship- Part I and Part II
 

The Ecuador SIP has been conceptualized as an on-going
 
or rolling series of investigations of the constraints and
 
Institutions of selected sectors. The emphasis has been on the
 

1/ Ibid.
 

2/ In this brief period, it was considered that several
 

SIP documents had already been done by the Mission including
 
several on poverty and on women.
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process, that is on a reiterative relationship between the
 
integrated consideration of the economic, social and
 
institutional aspects of particular sectors and the development
 
of program initiatives rather than on the production of a
 

single document or set of documents representing a SIP. SIP
 
activities in Ecuador have made social science skills available
 
and useful to the orientation and design of Miscion strategy,
 
programs and projects.
 

This document is entitled Part I. Part I activities
 
dealt with local government 1/ and were linked to the
 
Mission's programmatic interest in a decentralized development
 
strategy emphasizing the economic potential of Ecuador's
 
secondary ities. The activities or process which were Part II
 

laid out options and recommendations and led / 
to the evolution
 

of the Mission's revenue generation project.n


Part I activities have dealt with the private sector and
 

are intended to contribute to a better understanding of the
 

roles and development potential of Ecuador's private sector.
 

1/ See report, AID/Ecuador, June, 1983. Part II
 
\activities examined the financial situation, the institutional
 
and legal relationship and specific needs and demands of local
 

Three individual consultants (David
governments in Ecuador. 

Greeytak, Mauricio Silva and Pirie Gall) and a Research
 

Triangle Institute team headed Ly James Hicks were involved
 

although only Gall's work was covered under the SIP funding
 
program.
 

2/ Throuqh the Revenue Generation for Development
 

project, internal revenue experts are workinq with the Ministry
 

of Finance to develop insights into overall tax policy and to
 

help to strengthen internal tax collection and move toward a
 
In the municipal component of
more progressive tax incidence. 


the Revenue Generation project, USAID is workinq with
 
national-level organizations to bring about a reorientation in
 

their functions which will promote decentralization and
 
increased municipal revenue generation.
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They have been a key part of the Mission's larger effort to
 

formulate a strategy for strengthening and channeling
 
assistance through Ecuador's private sector and have led to
 

recommendations for program and policy emphases and to specific
 
project activities within selected productive sub-sectors. The
 

focus on the private sector had its initial start in the work
 

of Alfonso Arcos who, on a part-time basis from March-November
 
1983, gathered information on more than 150 private
 
organizatons in the agricult$.Aand agro-industrial

sectors-I
 

A somewhat similar exercise (although not SIP funded) covering
 
private voluntary organizations in Ecuador had been carried out
 
for the Mission during 1982.2/
 

2) Author's Involvement
 

The author's involvement with the SIP began in late
 
May, 1983 and continued until March, 1984 through five
 
short-term assignments with the Mission. Three of these were
 
funded under the SIP program. My focus has been Part I, that
 
is on activities which would assist the Mission in initiatinq a
 
private sector development program. When I began, the work of
 
Arcos referred to above was underway and a broad overview of
 
the private enterprise sector had been prepared under a Mission
 
contract with ANDE, the national association of business
 
people. 3/ My contribution at the outset was to assist in
 
the refining of the sectors which the Part I SIP work would
 
address and in ide[itigyirg concepts which could be employed in
 
discussing the dynamics of institutions as vehicles for
 

iI 

1/ See Alfonso Azcos, "The Agricultural and
 

Agro-Industrial System in Ecuador," 1983.
 

2/ See, La Uni6n de la Comunidad del Este de Los Angeles
 

(TELACU), "Iznforme sobre el Tercer Sector: el Movimiento de
 
Organizaciones Privadas de Desarrollo para el Ecuador," and,
 
"Directorio de Organizaciones Privadas de Desarrollo en el
 
Ecuador, 1982.
 

3/ See, ANDE, Ecuador: Situaci6n y Perspectivas del
 
Sector Privado," Quito, 1983.
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review of the
development.i/ Subsequently I worked on a 


non-traditional export sector and its institutions, 
on the
 

development of a broad private sector strategy for 
the Mission,
 

and on the preparation of the economic, social and 
political
 

analyses of the 1966 CDSS.
 

3) Program Outputs of Part I
 

The programming outputs of the Part I work on the 
SIP
 

are, most notably, the private sector strategy and 
program
 

elements developed by the Mission and presented 
in a conk ise
 

They

form in the 1986 Country Development Strategy Statement. 


also include, as part of a wider Mission effort, the
 

orientation of the Mission's broad program to emphasize
 

assistance to Ecuador's productive sectors in support 
of a
 

structural adjustment of the economy over thv medium term (see,
 

for the economic background). These Part I SIP
 pp. to 

activities, in terms of project outputs, have provided 

a
 

strategic and programmatic framework for the development 
of
 

Mission projects in export promotion (funded in FY 83)f
 

agribusiness development and small enterprise credit 
(likely to
 

be funded in FY 84).
 

4) -Sources
 

This document is a pull-together of many efforts and
 
Some of the sections
thus sources are mostly secondary ones. 


draw upon work originally done by the author and for 
further
 

elaboration and for additional citations the relevant 
reports
 

should be consulted. These sections are: all those of Section
 

This is the basis of the methodolgy discussion which
1/ 

The concepts were applied in an examination
follows (p. 8-15). 
 ) as a
 

of an agribusiness sub-sector (abaci, see below, pp. 


demonstration, and subsequently in a full examination 
of the
 

non-traditional export sector (pp. ).
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II 1/, and , of Section III, those sections dealing with 
non-traditional exports 2/ and te abac& case study of the 
agribusiness sector discussion. / The other sections of the 
agribusiness discussion rely upon seeondary sources which have
 
been cited and the work of Alfonso Ar..os 4/ and Douglas
 
Chiriboga. 5/
 

The discussion of the small enterprise sector is based upon

interview and secondary materials gathered by Pamela CArdenas
 
and reviewed by the author. 6/ Economic and other
 
statistical data have been drawn mainly from the national
 

1/ See, James Finucane reports of 30 June 1983, 20 September
 
1983, 17 December 1983 and the 25 January 1984, draft otthe
 
1986 CDSS. The exceptions (e.g., the comments on the
 
agriculture and energy sector) are noted in the document.
 

2/ See, report of 20 September, 1983.
 

3/ See, report of 30 June, 1983.
 

4/ See, Arcos, o2.cit.°
 

5/ Chiriboga produced a draft PID for an Agribusiness

development project from which some of the background analysis
 
and most of the constraints presentation is taken, see the
 
draft PID dated 1/20/84.
 

6/ The following are the main documents reviewed and from
 
which the small enterprise discussion daws: Luis Luna Osorio, 
Investigaci6n sobre la situaci6n de la Peauefia Industria en los 
Paises Miembros del Acuerdo de Carta--ena: Situacl nde la 
Pequea Industria en el Ecuador, Quito: scuela Epzesarial
And=ina Col Cnnvenio "And es Bello", August, 1981; Nicolas 
Molenzar, "Small Scale £ndua,_ries Program (FOPINAR): Technical 
Assistance Component, wDelft: Research Insitute for Managoment 
Science," 1981; CONADE-ILDIS, Las Pollticas de Fomento a !a 
Artesania en Ecuador, Quito, W-- Artesan'y Pao pas
Estatales, Mayo#,183g CENAPIA, "Estu-d-sbre --e U-a 
inau ia en el Ecuador," QuAto, 1981; Fundaci6n Ecuatoriana 
de Desarrollo y Acci6n Internacional/AITEC, "Programa de
 
Desarrollo de la Micro-empresa," a proposal presented to
 
AID/Ecuador, 1984; FENAPI, "Informe del Presidente," Quito,
 
1983; World Bank,, Development Problems and Prospects of
 
Ecuador, Vol. 11., 1979; and IBRD, "Second Small Scale
 
Enterprise Credit Project, Ecuador, Staff Appraisal Report,"
 
1982.
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accounts recently published by the Central Bankl/, from a
 

compendium of statistical data supplied by CENDES, the national
 

industrial development center 2/ and from a stntistical
 
appendix to an earlier World Bank report.

3/
 

C. Methodology
 

1) Background
 

Although the SIP part I activities have ranged Quite
 
widely in scope, a main interest at the outset was in
 
considering the development potential and role of private
 
sector organizations, and in developing an approach or a
 
methodology which could be used to do this on a continuing
 
basis. The methodology which was employed in several parts of
 
these Part I activities has been one which emphasizes the
 

development potential of organizations as opposed to a simple
 
description of current roles and activities. Early SIP Part I
 

activities and related efforts in Ecuador (e.g., the TELACU
 
study) concentrated on the collection of data of a somewhat
 
static nature yielding products similar to directories with
 
basic information. This tendency in turn gave rise to two
 
requirements. First, there was a need to augment the data
 
collection with material which would indicate the dynamics of
 

the organizations, specifically their capacities to operate as
 
development organizations and the nature of their interactions
 
within the larger environment. Secondly, there was a need to
 

define these capacities and the larger environments or systems
 
in terms relevant to AID/Ecuador's interests in export
 

development, agro-industries and small scale enterprise. 
4/
 

1/ Central Bank, Cuentas Nacionales del Ecuador, 1983.
 

2/ CENDES, Datos Bsicos para Inversiones Industriales en el
 

Ecuador, Quito, 1982.
 

3/ World Bank, Ecuador: Problemas y Perspectivas de
 
Desarrollo, Vol. 1: A. ndice -tastico, 1979.
 

4/ The interest in these sectors is not exclusive, of
 
The
course. The Mission has activities in many other sectors. 


interest in small scale enterprise was not clear at the
 
The third area of interest shifted from "agricultural
outset. 


marketing," to "social sector,"(specifically, private efforts
 

in health, housing and family planning) to small business.
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These needs for 'dynamic' and 'centralized'
 
information had several implicatiins. The first, the need for
 
a non-static focus of the capacities of institutions,
 
reinforced the view of the SIP as a "rolling" process which
 
would be a practical tool for the Mission in its programming
 
and policy related activities. Thus survey and analysis
 
efforts would be focused on various sets of institutions in
 
turn, with the sequence being purposeful. The "purposes' would
 
be determined by the priority programmatic needs of the
 
Missior, but not dogmatically so. This supposes a reiterative
 
relationship between documents such as SIPs and CDSSs with each
 
serving, over tisuep to inform and influence the direction of
 
the other, as indeed ocurred with the 1986 CDSS.
 

Having defined purposes was necessary to make the
 
entire SIP exercise rational and helpful. In plain language,
 
it would be nearly Impossible to talk of roles and potential of
 
private sector organizations in isolation from some more
 
concrete idea of roles in what and potential for what. With a
 
development assistance programming need to be able to make
 
judgements, it was essential to examine insititutions within a
 
framework which was relevant to broader development and program
 
priorities. Agricultural sector institutions, for example,
 
could be looked at in relation to the production and
 
conmercialization systems of which they are a part.
 

The other major implication was the need to select a
 
methodology to use in conceptualizing and articulating in the
 
SIP the capacities of private sector institutions (that is,
 
organizations) to perform their roles and to realize their
 
potential. Over the twenty and more years that professional
 
work has addressed the need for and the ways to go about
 
institution building and strengthening, a certain amount of now
 
conventional wisdom has been achieved. Much of this experience
 
was reviewed by the World Bank in a 1980 staff document0 by AID
 
in a 1982 staff document and in the March 1983, AID policy
 
paper on institutional development (which see for citations).
 
The conceptual framework for analyzing the capacities of
 
organizations which is outlined in the following pages draws
 
from this experience.
 

2) The Institution's Context
 

A fairly simple OsystemsO approach to analyzing the
 
functioning of organizations is a viable way of marshalling,
 
thinking about and presenting data. It is not the only way,
 
and carried too far it raises obvious Questiohs about the
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static and empiricist biases which can turn its advantages into
 
disadvantages. What has been intended for the Ecuador Part I
 
SIP activities has been more of a systematic approach to the
 
subject rather than a full-blown systems analysis exercise.
 

To give the reader a fuller idea of what is meant here
 
by this "systems" approach, an example, developed as a case
 
study in a SIP working document of the abaca production systems
 
in Ecuador is summarized here. The various activities
 
(functions) which at the outset it was predicted would need to
 
be performed within the abaci production system are: land
 
supply (for production), basic raw material supply (for
 
processing), technical information supply, purchased input
 
supply, equipment supply, credit (for various purposes and
 
teims), transportation, storage labor, management, research and
 
product development, promotion, market information, physical
 
infrastructure (roads, power, etc.), product markets,
 
investment, policy.
 

The presumption is that by first listing in as
 
comprehensive a fashion as possible all the supposed components
 
(functions) of the system and then by systematically looking at
 
each one of them and at the organizations performing them (and
 
of course by revising the outline of components as new
 
information becomes available) that one will be in a strong
 
position to make statements about organizational roles and
 

potential. In the rural development field the 1981 publication
 
of Jon Moris on Managing induced Rural Development (with AID
 

financing) provides a state-of-the-art review of instituion
 
building as well as a discussion of a systems perspective. In
 

the case of Ecuador's SIP of the private sector, the premise
 
has been that a similar approach needs to be adopted for the
 
mission's major program areas.
 

At one level this approach is easy to apply, and it
 

makes the rest of the SIP activities easier as well. It can
 
operate as an amendable and expandable checklist to ensure that
 
one is being complete, and it assists to pinpoint rapidly gaps,
 
constraints, strengths and opportunities.
 

At another level it is quite an arbitrary and, hence,
 
difficult method and I do not wish not to acknowledoe this
 

weakness. That is, one must decide what the system is, what
 
its boundaries are, and what is worthy of study within it.
 

Take the case of abach. It was conceptualized as a production
 
system and the major compoijents were identified in relation to
 

their presumed or expected contribution to the production
 
One could just as legitimately
andexportation of abacg. 


(given, say, a priority focus on the degree of equity being
 
produced by the system) have conceptualized it as a system for
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the control and distribution of valued goods such as wealth,
 

status and power. The components identified in that case would
 

have been quite distinct.
 

This context approach has not been employed fully as
 
It can be seen in the treatment on
yet in the SIP activities. 


non-traditional exports, it has been used but less extensively
 

in the presentation of the small enterprise sector, but it has
 

been used only in a minor way in dealing with agro-industry.
 

3) 2 nizational C aacities for Developent
 

The SIP, in its discussion of private sector
 
institutions in the non-traditional export sector and in the
 
agrobusiness case study of abaci, addresses organizational
 
capacities to i) mobilize resources, ii) manage resources, iii)
 

create development opportunities, iv) interact in an effective
 

fashion with other organizations, v) learn and adapt over
 
time. Private organizations which perform those functions well
 

are strong organizations that will play a role of influence and
 

have a development orientation in whatever private sector
 
system one is examining.
 

The following discussion briefly comments on each of
 
Taken as a wholer they can provide
these five capacity areas. 


a useful development perspective on an institution. They also
 

can serve as an organizing framework for presenting material on
 
and,
an organization in support of judgements made as to roles 


These judgements are prerequisites to any
potential. 

conclusions as to major weaknesses and needs.
 

Often
i) To survive organizations mobilize resources. 

the better organizations mobilize net additional resources for
 

the sector or activity in which they are involved rather than
 

simply winning a larger share of the sector's resources.
 
Examples would range from private companies expanding their
 

markets and product lines and capital base to environmental
 
groups supporting themselves through sales of publications and
 

The resources can be economic information,
memberships. 

financial and human. Good performance records would indicate
 

(e.g. in budget size, memberships
expanding resource bases 

(e.g. new
lists), diversification of basic support sources 


markets, new supporters, new clients), and increasing stability
 

of resource flows. Resource mobilization would include those
 

additional resources mobilized to the system by the performance
 

of the organization.
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ii) Organizations by definition manage resources to
 
achieve purposes. Internal systems (planning, budgeting,
 
r-rsonnel, accounting, auditing, others), whether formalized or
 
not, are necessary and the appropriateness and effectiveness of
 
these systems are important capacity measures. Good
 
performance records would indicate coherence between inputs and
 
outputs, problems surmounted, improvements made and, in
 
financial and other terms, traceable accountability. Personnel
 
are, of course, key, and systems which deal with hiring,
 
training, reviewing and developing staff are important to
 
judge. The quality, morale and performance of the staff are in
 
this sense bottom line indicators and while not wholly
 
dependent on internal systems, they will be affected by them.
 

iii) in a development context, organizations which
 
contribute to raising production, productivity and incomes are
 
the sine qua non. The innumerable situation specific ways in
 
which such contributions are made can be placed in four board
 
categories: contributions to human resource development
 
(training, increasing breath of access to resources);
 
contributions to technological change and improvement;
 
contributions to the raising of savings and investment levels;
 
and contributions to the expansion and diversification of the
 
markets for goods and services.
 

iv) All organizations operate within a wider system
 
context or environment the boundaries of-which are subject to
 
analytical definition. Pow one will wish to conceptualize
 
interactions and boundaries will depend in large measure on the
 
purpose. However, it is clear, and sadly demonstrated in the
 
difficulties of many project interventions, that the relative
 
success or failure of organizations is associated with the
 
nature of their relationships with other organizations and
 
groups and to the strength and completeness of the system
 
itself. Downward links with clients, members9 subscribers,
 
"the people" and the public, horizontal links with
 
complementary and competing organizations, and upward links
 
with policy levels (e.g. to defend and promote interests) are
 
aspects which need to be considered in appraising the
 
effectiveness with which an organization operates in its
 
environment. Not withstanding the tautology that all parts of
 
a system are integral, some organizations are "heavier", play
 
more significant rolepnd have greater potential. These need
 
to'be identified.
 

v) Much attention has been paid over-recent years to
 
the insights to be gained from taking a "learning" approach to
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organizations and to project interventions. Although this may
 
appear a bit soft when contrasted with a results-orlented
 
perspective, the necessity for a learning and adaptation
 
approach, and, on the other hand, the sheer limits of a
 
"blueprint" approach, are now widely appreciated, though no
 
less trying and problematic in their application. Two general
 
pointa are of interest: first, learaiing curves for
 
organizations normally run from the development of available
 
product or services ("model" in the development literature), to
 
the reduction of unit costs and the achievement of operating
 
efficiencies, to growth and diversification ("replication");
 
second, learning requires a commitment which will be observable
 
in systems, practices, incentives, structures and continuous in
 
adaptations which will be indicated in a performance record of
 
crises surmounted, changes in activities and increasing
 
coherence internally afid with the environment.
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II. Development Context
 

A. Povertyl/
 

In spite of remarkable social progress during the last 20
 
years, Ecuador still displays many of the characteristics of a
 

severely underdeveloped country. Life expectancy at birth
 
increased from 51 years in 1960 to 61 years in 1980; infant
 
mortality declined from 140/1000 in 1960 to 71/1000 in 1982;
 
and child mortality (ages one to four) declined from 28/1000 in
 
1960 to 8/1000 in 1980. Thn adult literacy rate increased from
 
68 percent in 1960 to 81 percent in 1982, and enrollees in
 
primary education as a percentage of the 6-11 age group
 
increased from 83 percent in 1960 to 107 percent in 1976.1/
 
The ratio exceeds 100 percent because over-age students are
 
enrolled in primary school.
 

Nevertheless, basic poverty indicators are high and
 
social services are inadequate. Only 32 percent of the total
 
population in 1977 had access to excreta disposal systems. The
 
infant mortality rate is still one of the highest among
 
countries of similar levels of development, and nearly 50
 
percent of all mortality occurs in children under five, even
 
though this group constitutes only 16 percent of the total
 
population. Around 40 percent of children under five years of
 

Diarrheal diseases and respiratory
age are malnourished. 

-- are
infections -- both preventable, controllable prob.ems 


the two leading causes of death. The housing deficit reached
 
over 900,000 units in 1983.
 

1/ The poverty data in this section, much of which was used
 

in the 1986 CDSS, comes from several AID financed studies
 
(Carlos Luzuriaga, Poverty in Ecuador, Quito, 1979; Luzuriaga
 
and Clarence Zuveckas, "Dist-cn del Ingreso y Probreza en
 
las Areas Rurales del Ecuador," Quito, 1980), from multilateral
 
donor reports (mostly the IBRD), from data supplied by Mission
 
technical staff during the preparation of CDSS, and from the
 
author's analysis of official Ecuador data.
 



Development Context
 

- 14 -

kural poverty is especially marked. Of a total of
 
570,000 farm families, approximately 380,000 have farm holdings
 
of less tha 5 hectares. In the Sierra, which has 350,000 of
 

the farm families, 275,000 are on farms of less than 5
 

hectares. This ownership pattern contributes to low incomes.
 
According to IDB estimates, currently about 2-6 million rural
 

These are basically small
inhabitants live in poverty. 

farmers, smallholders and agricultural laborers, and they
 

represent about 60 percent of the rural populaticn. The per
 

capita income for this group in 1983 is estimated at US$ 295,
 

which is 25 percent of the average income for the rest of
 

Ecuador's population, calculated at approximately US$
 
1,160.00. In addition to land scarcity and low incomes, these
 

families suffer disproportionally high rates of infant
 
mortality, morbidity and illiteracy. In some areas infant
 

as 150 per 1,000 in contrast with a
mortality runs as hb.&gh 

national average of 64.4 per thousand, the adult literacy rate
 

is around 40 percent compared to 82 percent nationally and
 

about 70 percent of all rural children drop out of school by
 

the fourth grade. While the rural sector has approximately 50
 

percent of the population, housing in rural areas with
 
facilities for excreta disposal, electric light and piped water
 

amount to 12.5 percent, 13 percent and 11.5 percent of all
 
housing.
 

Geogaphically, though rural poverty in Ecuador occurs
 

throughout the country's 20 provinces and 115 counties, it is
 

concentrated in the Sierra. According to a Mission analysis
 
(based on eight indicators including income, incieence of
 
minifundio, mortality, education anM other basic services), the
 

poorest 13 counties in the country are located in the Sierra,
 

eight of them in the southern half. Of the 35 poorest
 
counties, 25 are located in the Sierra and 10 in the Costa.
 
There is also severe poverty in the Oriente; among the poorest
 

people in Ecuador are 80,000 primitive Indians who are prime
 
candidates for cultural or even physical extinction as
 

colonization progresses in that part of the country.
 

To deal with these problems of rural poverty and small
 

and/or landless farmers, government policy has pursued two
 

primary approaches, agrarian reform aid integrated rural
 
The agrarian reform program was Initiated in the
development. 


1960's to break up large estates and provide the land to
 
workers on the estates. It focused on landownership as one of
 

the essential conditions for alleviating the plight of the
 

rural poor. According to official reports, while 119,000
 
families were beneficiaries of land reform between 1964 and
 

http:1,160.00
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1982,.these families generally remained as poor as before. The
 
smallness of the parcels given to recipients accentuated the
 
minifundio problem and this was compounded by the lack of
 

availability or of access to needed technical assistance and
 

credit for the purchase and adoption of modern technologies.
 
These problems were accentuated by inefficiencies in the
 
marketing system and negative government price policy that
 

reduced incentives to these farmers to use new technology if it
 
were available. In response to these shortcomings, the Ecuador
 

government in the late 1970's adopted an "integrated rural
 
development" approach to provide technical assistance, credit
 

As of the end of
and marketing services to the rural poor. 

1983, however, the integrated rural development efforts were
 
doing poorly for institutional reasons (wedk coordination and
 
implementation capacities) as well as because of official price
 

Wheat price policy, until 1993, directly discouraged
policies. 

small landholder production of wheat through the wheat
 
consumption subsidy negatively affected the demand for and
 
price of potatoes, another product produced by small
 
landholders.
 

The critical situation of rural poverty in Ecuador does
 
not, unfortunately, imply the absence of urban poverty. The
 
slums of Guayaquil are visible evidence of one of the worst
 

To illustrate, an
conditions of urban misery in Latin America. 

Economic Commission for Latin America study on the largest
 

barrio suburbano of Guayaquile one of Latin lvnerica's most
 
most of the workers in a state of
depressing Mms found: (1) 


an almost total lack of economic
permanent underemployment; (2) 

and social mobilityl (3) 50 percent of the households headed by
 

women, who have even less chance than men for decent paying,
 

productive work; (4) 47.6 percent of the labor force having
 
started working between the ages of five and fourteen and thus
 

lucked into jobs paying from $14 to $40 per month; (5) 70
 

percent of the population leaving school before the secondary
 
(6) housing which does not meet even minimal standards,
level; 


mostly consisting of crowded one-room bamboo or wood units on 
stilts, with no water connections or sanitary facilitiesi and,
 

(7) the neighborhood filled with open sewers, trash dumps, and
 

other breeding grounds for transmissible diseases. The urban
 

pooro although they tend to have higher nominal incomes,
 
usually derived from informal sector employment, frec'uently
 
face higher costs for food and other necessities than do the
 

poor in rural areas.
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The government's approaches to urban poverty, aside from
 

basic service provision# and widespread community development
 
activities, have dealt principally with the small enterprise
 
and artisan sector. The approaches to this sector have tended
 
to emphasize guild like protection and general incentives to
 

raise production and productivity. The results of these
 
initial nature,
efforts,, many of which have been of a pilot or 


have been minor when compared with the scale of urban poverty,
 
but they are encouraging in that they indicate viable options
 
to be further developed in the future. For instance, the IBRD
 
financed and CFN executed first small scale enterprise project
 

(FOPINAR) which made term credit available to small scale
 
enterprises through the private banking sector was particularly
 
successful in the Ma.ta/Portoviejo area pointing up the
 
possibility of mounting additional efforts at the secondary and
 

lower level cities in the small scale enterprise sector. It
 
has now been followed-up by a second project.
 

Ecuador's income distribution pattern is very
 
unbalanced. An IRD study (1980) indicated that the lowest 40
 

percent of the population receives only 6.5 percent of income.
 
The -smallest 78 percent of the landholders hold only 12 percent
 
of the land in farms, while the largest two percent control 48
 

percent. The 1980 study by Luzuriaga and Zuveckas on the
 
poverty situation in Ecuador shows that around 60 percent of
 

It concludes
Ecuadoreans live under conditions of poverty. 

that "the overall distribution of income remains very unequal".
 
and has worsened as a result of Ecuador's deteriorating
 
economic situation. Moreover, the government estimates that
 
around 50 percent of Ecuador's workers are underemployed and do
 
not earn enough to satisfy their basic needs.
 

The trends in income distribution have not been steady
 
although there are no indications that the relative position of
 
the poor has been improving. An OERD study indicated that the
 
distributton of income had improved somewhat between 1968 and
 
1975, in contrast to the detezioration which occurred during
 
the 1960's. Xt appears that this improvement reflects an
 
increasing share of income by the middle class at the expense
 
of both the relative shares of the highest and lowest income
 
groups. Whether this trend has continued into the 1970s is
 
difficult to say. The government's import substitution
 
strategy in the industrial sector would appear to have worked
 
to worsen the position of the poor. Capital-iintensive
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technologies have been encouraged at the expense of investments
 
which could have taken advantage of Ecuador's factor
 
proportions and created more jobs. These policies have tended
 
to increase the concentration of assets, productive resources,
 
and income, and have benefitted mostly the upper and middle
 
income groups. Aqricultural sector policies, while intended to
 
be rural welfare oriented, would appear similarly to have
 
worked to the disadvantage of the poor. Price controls on
 
basic food items have discouraged domestic production and
 
benefitted urban dwellers at all income levels, at the expense
 
of the rural poor. In education, where public'spending has
 
increased rapidly since 1969, the budget has been heavily
 
skewed in favor of the universities. The central government's
 
reliance on indirec&" taxes for 55 percent of its tax income is
 
regressive.
 

A number of recent GOE policies will affect the
 
distribution of income and the absolute Incomes of the poor.
 
For example, increases in the minimum wage have had the effect
 
of increasing the welfare of lcwer middle and middle income
 
groups at the expense of the highest Incoma groups. Since the
 
Central Bank estimates that only 20 percent of the rural labor
 
force and 42.5 percent of the urban labor force are regular
 
wage and salary workers and thus beneficiaries of minimum wage
 
legislation, the majority will have their employment
 
opportunities reduced by it. Similarly, public subsidies on
 
gasoline and wheat (since poor farmers areproducers of wheat
 
substitutes: rice, beans, potatoes, and corn) have had the
 
effect of worsening the relative position of the poorest income 
groups. Thus, the recent elimination of the wheat subsidy and 
reduction of the gasoline subsidy should have a favorable 
impact.
 

Over the next several years, official approaches to
 
poverty will be constrained by Ecuador's critical economic and.
 
financial position. Government resourcea which were plentiful
 
during the oil boom will be tightly restricted. In the short
 
term, the Impact of the 1983 natural disasters on the poor will
 
likely be mixed. Many rural producers on the coaste of course,
 
had their crops dastroyed or were unable to market them due to
 
infrastructure damage. in addition, many poor people (landless
 
rural workers and the urban poor) have seen their real incomes
 
reduced drastically because wage increases have been far less
 
that the increase in food prices, which have a very large
 
weight in their consumption patterns. Oh the other hand, rural
 
smallholders outside the areas immediately affected by the
 
floods probably have experienced a considerable increase in
 
their real income due to rising prices.
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B. Minorities and women
 

Over 60 percent of the rural inhabitants of the Sierra
 
are Indians in various degrees on integration with
 
Spanish-speaking society. Indians are also found to some
 
extent in Sierra urban areas and on the Coast as landless
 
laborers. There are also small indigenous communities on the
 
Coast and in the Oriente. In addition, there are an estimated
 
300,000 blacks, concentrated in Esmeraldas Province on the
 
Coast and in one small pocket of the northeon Sierra (two
 
blacks were among the 205 residents registered when Quito was
 
founded in 1534). Studies have shown that the traditional
 
values of Ecuador's Spanish-oriented culture imposes serious
 
barriers to the socio-economic mobility of these groups, making
 
it especially difficult for them to escape from poverty. i/
 

Current and economic relationships can be tracked back to the
 
earlier patr~n-ee relationship. While this legally
 
established pattern under which the cam esinos were virtually
 
the property of the hacienda owners ias been terminated by
 
law, it hab been repTaced -by economic relationships that
 
restrict the spectrum of educational and socio-economic
 
opportunities. For instance, the dependency situation of the
 
small Indian farmers in the Sierra, under which they must seek
 
at least part-time wage income to supplement that from their
 
uneconomic parcels, bears close resemblance to the par6n-pe6n
 
relationship. Sheer racial. and social prejudices against
 
Indians and blacks also makes mobility for these groups
 
disproportionately difficult.
 

Further obstacles are faced by women, rural and urban.
 
They are particularly acute for the large number of female
 
heads of household in urban slums and squatter settlements who
 
are seeking productive employment. Typically, the urban poor
 
person is a woman head of household, with a primary school
 

1/ See, for instance Osvaldo Diaz, El Negro y El Indio en la
 

Sociedad Ecuatoriana, Quito: Ediciones Tercer Mundo, 1978;
 
d Lee Stutzman, "Black Highlanders: Racism and Ethnic
 

Stratification in the Ecuadorian Sierraw unpublished Ph.D.
 
thesis, Washington University, 1.974.
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education or less, who entered the labor force between the ages
 
of five and fourteen. In rural areas, men are considered the
 
authorities in all matters pertaining to the home and
 
community. But in reality, women arc often the key
 
decision-makers for the household's economic activities,
 
including planting, harvesting and marketing. Social and
 
cultural factors have prevented rural women from being
 
adequately trained to carry out this de facto role effectively.
 

A USAID sponsored study on the role of women in
 
Ecuadorl/ concludes that women are far from reaching their
 
full potential in Ecuador's development. They are largely
 
bound to their traditional roles as wives and mothers, and the
 
process of improving and recognizing their participation in
 
society is very slo,, particularly for the lower income
 
groups. Women are also subject to various forms of open and
 
disguised discrimination. Discrimination affects mostly female
 

overcome imbedded traditional
heads of households that have to 

obstacles in competing with men for employment and income
 
earning opportunities. Women's labor is often not regarded
 
officially as 'work", thus preventing many working women from
 
having access to benefits such as those accorded by the
 
country's social security system. Women's access to
 
educational opportunities, with some exceptions, ts also
 
limited to certain traditional fields, and many of those who
 
succeed in fields traditionally dominated by men usually face
 

in those fields.
serious d-Lfficulties in advancing their career 


Neither the government nor private groups have yet set up
 
adequate institutional mechanisms to Promote the role )f women
 
in the economy and society, The government's Women's Office,
 
created in 1980 Nostly for political purposes, is moribund. It
 
lacks the resources and the political support needed to promote
 
significnnt change. A similar conclusion can be drawn with
 
respect to the position of blacks with the exception that a
 
separate office has not been created. With regard to the
 
participation of lziians in Ecuador's development, it is an
 
issue of such pervasiveness that in many aspects it corresponds
 
to the issue of Ecuador poverty as such, and thus progress will
 
only be achieved in rel~itionship to overall success in
 
achieving a pattern of economic growth which also serves to
 
reduce poverty.
 

1/ Carlos Luzuriaga, "Situaci6n de la Mujer en el Ecuador,"
 
Quito, 1980.
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C. Political Context
 

After seven years of military rule, Ecuador elected an
 
essentially populist government in 1979. This government,
 
which will go out of office on August 10, 1984, in its initial
 
years in office pursued economic and social policies which were
 
expansionist and welfare oriented and which contributed to the
 
significant growth in the size and participation in the economy
 
of thi public sector. This giowth occurred not so much because
 
of any strong ideological commitment to state control of the
 
economy, but rather because of a belief in tbe need for the
 
state to promote development, encourage employment and protect
 
consumers, a cobination partly Prebisch, partly Keynes and
 
partly populist.
 

In the last years of its term (1982 through the beginning
 
of 1984), the current government's policy orientation, in the
 
context of the external sector crisis, steadily shifted to a
 
more austere, less interventionist cole for the public sector
 
and to beginning to create the framework for a nore 
market-orientedv efficient economy. Its negotiation and
 
successful implementation of the 1411 program and its
 
rescheduling of the external debt have essentially stabilized
 
the situation. The stern measures (e.g. reduced public sector
 
expenditures and import restrictions) taken to achieve this
 
stabilization contributed to economic contraction and to a move
 
away from welfare and towards an emphasis on production as an
 
approach to development in Ecuador.
 

With the success of stabilization, the focus has shifted
 
to structural adjustment. It can be expected that in the short
 
run given the extent to which people have become accustomed to
 
subsidies and prctection (and in macro-terms consuming at
 
levels higher than production), that the adjustment, if
 
implemented, will cause major dislocations and hardships which
 
will be felt at the level of families and individuals, and
 
which will have differential repercussions in the nation's
 
regions and sectors.
 

Given this recent economic background, the major
 
political question is whether the government which will take
 
office in 1984 will be able to carry out the necessary
 
structural adjustment. Six factors will be mentioned as
 
relevant to any speculations as to the answer to th14 question.
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First, a major political trend in Ecuador has been for
 

the rate of growth in the number of people who are aware and
 
who in some way participate in the political system (and thus
 

some form) to ereatly
to whom any government must respond in 

exceed the rate of growth in population. For instance, in
 
1984, 45 out of every 100 Ecuadoreans were eligible voters; in
 

in the
the last election, in 1982, it was 29 out of every 100; 

election of 1952, when Velasco Ibarra was elected for the third
 
time, to give a long term perspective, it was only 15 out of
 
every 100. In other words, while population over the last 32
 

years has increased 2.5 times, the number of eligible voters
 
has increased by a factor of 7.5. Roads now link areas of the
 

country formerly isolated from the national politics; education
 
and transistor radios are now spread throughout the country.
 
The urban population, often the group most politically
 
mobilizable, is now more than 4.1 million people? in 1952 it
 
was less than one million. That many Ecuadoreans are not
 
politically organized (less than 25 percent ol the voters are
 
members of a political party), may mean that the situation is
 
more volatile and less predictable than if they were.
 

Secondly, a trend which has been slowly developing over
 

the last fifteen years has been for political parties to act
 
set of considered
increasingly in line with an ideology or 


political principles. This change has not yet gone very faz.
 
It is, nontheless, quite distinct from the pre-1960's tendency
 
for parties to maintain an identifidation in relation to their
 
closeness to or distance from the Catholic Church, and from the
 
continuing populist tradition of the leader whose personal
 
power abd other qualities, it is asserted, will result in the
 
nation benefitting from his rule. The Izquierda Democratica,
 
the leading party in the first round of the 1984 elections, is
 
an organized, center-left political party in a European mold,
 
that is it has a mass membership and an ideology and the party
 
is probably more important than the leader (Rodrigo Borja
 
Cevallos). One implication of this cbanne, and of the above
 
mentioned rapid increases in the number of people who
 
participate, will be for policies and programs to be considered
 
much more consistently in terms of who, in a class sense,
 
benefits.
 

Thirdly, Ecuador has not experienced the guerilla warfare
 
found in many parts of the region including currently in its
 
closest neighbors, Peru and Colombia. Speculation as to how
 
Ecuador has managed to avoid this phenomenon is not uncommon,
 
nor is the concern that it may as yet become a reality.
 
Certainly the widospread poverty and growing participation
 
which often establish the potential for such a phenomenon are
 
present in Ecuador. All the major national political elements
 

are aware of this potential, and one can expect that the new
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government will take this into account in deciding the details
 
and pace of any structural adjdstment efforts.
 

Fourthly, political fragmentation in Ecuador has and will
 

continue to affect the ability of any government to act
 
decisively. Political power has usually been'held by central
 
governments dependent on coalitions and subject to intense
 
pressures from individuals or special interest groups including
 
urban-oriented labor unions and middle class student groups as
 
well as the elite. The degree of political fragmentation and
 
the low capacity of the central government to elicit a wide
 
range of support makes important policy decisions especially
 
difficult to take.
 

Fifthly, one must consider the stances of the leaders and
 
two coalitions in tLie final round of the 1984 election towards
 
Ecuador's development needs and towards the reQuirements for
 
structural adjustment. On this point, the perspective is not
 
clear. All the major parties in the first round managed to
 

combine statements,about the need for more public sector
 
austerity and for an emphasis on raising output and export
 

levels with populist promises for delivering jobs and more
 
services. Private sector leaders, who can be found in the
 

ranks of all the major parties, can be expected to have
 
significant influence in whichever administration is elected,
 
but it is not necessarily clear that they will wholeheartedly
 
support structural adjustment ,ven that many have benefitted
 
from the protectionist framework.
 

Finally, the military must be considered. Although there
 
is considerable pride in Ecuador at te present time in the
 
success of Ecuador's return to democratic rule in 1979 and the
 
overall success with which the country is now going through its
 
election of a new government, there is always, somewhere, a
 
rumor of a possible military coup de stat. The military has
 
intervened and ruled in recent years (193-1966 and 1972-1979)
 
continuing whet is a tradition of military take-overs in
 
Ecuador. The military governments going back to the 1920's
 
have promoted progressive social legislation and have tried
 
generally to adhere to a "developmentalist0 style. They have
 
been consistently opposed by many private sector leaders,
 
particularly of the older hacienda and mercantile classes,
 
whose interests were negatively affected by the social
 
legislation. Military interventions in Ecuador are
 
"legitimate", they are an accepted (that is not to say desired)
 
part of the political culture. Whether the "social costs"
 
inherent in any structural adjustment will lead to sufficient
 
social unrest to cause the military to intervene, is a Question
 
which will hover for several years.
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The main political question then - whether the new
 
- can
administration will implement the structural adjustment 


be rephrased as whether the new government, in the face of a
 
rapidly growing, political population will give more weight in
 
its policies and actions to its campaign talk of austerity or
 
to its promises of more services. This will not be answered
 
until the new administration, in the second half of 1984,
 
begins itself to grapple with the issue.
 

D. Role of Families
 

The Ecuador private sector referred to in this section is
 
composed of those individuals and organizations which are
 
directly part of the private enterprise productive system. This
 
is a narrower definition of the private sector than normally
 
used. It gives short shift to community and 'base'
 
organizations, to church organizations, to professional and
 
educational organizations, and to others, all of which are part
 
of the system but not centrally so from a policy making or
 
macro-output prospective. The focus here is limited to those
 
that are, in Ecuador, at times referred to as "sectores de la
 
producci6n" or as "sectores empresarLales".
 

Family is a central factor in defining the social
 
composition of Ecuador's private sector. Many of the
 
economically strategic private firms are controlled by a fairly
 
small number of families who are interlinked through the main
 
sectors of export, agriculture, finance, construction, commerce
 
and import substitution industry. This phenomenon has been the
 
subject of studies and commentaries ranging from the left with
 
its analyses of the oligarchy and class formation to those in
 
the center and beyond with their studies of the growing middle
 
class.
 

In all these analyses there is little difference of
 
opinion as to the importance of the family ties. The reading
 
of newspaper reports and direct questioning of private sector
 
leaders underscores the validity of the viewpoint. This report
 
is not the place to attempt an outline of who these important
 
families are. What is much in question, however, and around
 
which there is much difference of opinion is the orientation of
 
these families toward the concept of the private sector as an
 
entrepreneurial, productive force.
 

This observer was struck by the contrasts of the summary
 
opinions of the private sector expressed by eoually informed
 
and sympathetic Informants. On one side, are those that see
 
the sector as being run by unmotivated, unagQressive.
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nonentrepreneurial sons and occasionally daughters of the
 
traditional plantation/hacienda class (or clans). They made
 
their money up through the mid-1950's by commodity exporting
 
(bananas, coffee, cacao) and dry goods importing,
 
industrialized during the heyday of import substitution and all
 
that that entailed in terms of protection for. non-competitive
 
'infant' industries, and consolidated themselves in banking and
 
construction, especially during the short years of the
 
petroleum boom. On the other hand, there is the view of the
 
sectok as the base of clever and business-minded families which
 
have made vast sums of money in difficult commodity markets and
 
which have shown their capacities to adapt to shifting and
 
often fast-changing external circumstances and to rally the
 
required economic, financial and political resources to move
 
from strength to strength even in the worst of times.
 

These families, with some exceptions, have been in the
 
main of Spanish-European origin. The main exception has been
 
the Lebanese Christian famlies that have become important
 
during this century. Others would be several immigrant Jewish
 
and Italian families. The observation as to the ethnic origin
 
of those families is noteworthy in that Ecuador's population is
 
primarily of Indian origin.
 

The growing size of the educated, professional and
 
business oriented group of Ecuadoreans, a growth which has been
 
dramatic during the past ten years, is a phenomenon partly
 
created by the economic growth of Ecuador and the concommitant
 
recognition of the need to reach out to talented and capable
 
individuals. This phenomenon has weakened the hold of the old
 

.families. But "family", and what this portends for the
 
continuing validity or otherwise of the contrasting opinions
 
mentioned above, is a factor that will have to be considered in
 
framing any strategy for 'strengthening' Ecuador's private
 
sector. Not only is it an objective factor, it is a subjective
 
factor on which Ecuadoreans themselves put much stress.
 

E. Location and Regionalism
 

The Ecuador private sector may be said to have controlled
 
the country at least until the early 1970's. In practice this
 
meant that national political power tended to be concentrated
 
in Guayaquil, the major port, and in the hands of those who
 
were making fortunes in the major plantation export crops of.
 
the Costa and in the linked financial and commercial sectors.
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Several trends, important now and during the 1970's,
 
served in contradictory ways to affect this concentration of
 
power. Long term developments in education, health, and
 
communications, some the result of "developmentalist" thinking,
 
and others the impact of the changing world, certainly widened
 
the middle class and gave rise to an even larger and perhaps
 
faster growing unerclass of people throughout the country with
 
expanded competencies and inflated expectations. The ANDE
 
report on Ecuador's private sector contains a number of
 
statistical tables which indicate how these long term trends
 
were sharply accelerated during the past ten years.
 

Secondly, the growing importance (though never dominant)
 
of international public sector capital transfers through
 
bilateral and multilateral agencies emphasized the role of
 
Quito, the capital, and of the Sierra, the location of the
 
greatest concentrations of poverty (the latter becoming
 
important towards the end of the 1960's with attempts being
 
made to 'target' development assistance on the poor).
 

Thirdly, the adherence to an import substitution model of.
 
national development created increased opportunities for
 
professionals and others who had some capability to perform in
 
the more management and technology intensive environment of the
 
manufacturing and agro-industrial sectors.
 

Fourthly, and a trend which may be related to the changed
 
orientation on the part of major sections of the Catholic
 
Church in Ecuadorl/ towbrds their relations with the poor,
 

1/ The Catholic Church in Ecuador, for many years was an
 
institution supportive of the large land owners ana the other
 
upper economic classes. Constitutionally, up to the early
 
1900's , it was a state religion: the Church was responsible 
for 'civil' registration; one had to be a Catholic to exercise
 
certain rights of citizenship; the Church managed the
 
educational system; other religions were not permitted to
 
establish themselves in Ecuador. In this century, it has lost
 
all these privilages and in addition lost many of its lands and
 
properties, because of changed opinions of Ecuador's political
 
elites. On the other hand, the Church itself began to reorient
 
itself socially during the 1960's to a closer identification
 
with the poor. The impact of the "ideology of liberation"
 
within the Church in Ecuador has, at minimum, been the breaking
 
of the clear link between the Church and the privileged classes
 
of the country. The Church remains, particularly in rural
 
areas, an important institution in the formation of political
 

opinions and in the establishment of the "legitimacy". in the
 
eyes of the people, of policies and political groups.
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would be the lessened legitimacy accorded by the wider society
 
to the notion of power being narrowly held by a small group of
 
patrons, be they on the hacienda or in the town. This surfaced
 
severa.l times in interviews directly and more indirectly in
 
discussions of the need for a sense of social responsibility on
 
the part of business leaders.
 

The most important trend, however, was the shift of power
 
from Guayaquil to Quito (along with the growing power of the
 
public sector) which coincided with the oil boom. The shift
 
had, of course, its precursors: the accumulation of
 
international public sector aid transfers which tended to
 
emphasize the rule of Quito as a center; the centrality
 
accorded to the role of the state by the development
 
professionals and the private sector leaders alike, the former
 
thinking of the 'rational' allocation of resources and the
 
latter of incentives and protection, during the import
 
substitution period; the growth of the human resource sectors
 
such as health and education; the gradual shift in population
 
balance from a 50/40 Sierra-Costa split in 1962 to a 50/50
 
split in 1982. But the impact of oil was dramatic after 1972,
 
and then again after 1974 when the oil pzice tripled and
 
finally in 1979 when it doubled once mrre. With oil money
 
flowing in large amounts into the public sector, the public
 
sector's income in 1981 was 250 percent of what it was five
 
years earlier. As one observer put it, "power walked right up
 

the cordillera."
 

For the private sector one result of the Guayaquil to
 
Quito shift has been much more geographic mobility, with people
 
moving frequently between the two major cities. While
 
undoubtedly serving to strengthen the economic base of the
 
Sierra elites in an absolute sense, it is by no means certain
 
that the major Guayaquil families lost in any absolute sense.
 
The trend has also seen the expansion in the Sierra of the
 
economic base of many of the important Guayaquil families.
 

A trend which perhaps can be noted in passing is the
 
influence of thie international drug traffic. It is said that
 

in at least one of the major provinces the major private sector
 
families are tho.i who have been heavily involved in this trade
 

and who are now converting earnings into legitimate enterprises.
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F. Public!Private Balance
 

1. Growin Economic Role of Public Sector-


Private enterprise based production is dominant in the
 
Ecuador economy. 77 percent of gross value added, 60 percent
 
of the wages and salaries paid and 56 percent of the gross
 
fixed capital formation in 1982 were of private sector origin.
 
The government either directly or through several parastatals
 
is the major producer in the sectors of petroleum,
 
communications, electricity, gas and water, and is significant
 
in those of construction and financial services. Public
 
ownership in the major non-petroleum productive sectors of
 
agriculture and industry is of small aggregate value and most
 
commonly has resulted from an intention to p:event a unit's
 
closure, not from any ideological predilection for public
 
ownership. 64 percent of agricultural credit ana 88 percent of
 
industrial credit is channeled through the private ban:ing
 
sector.
 

Trends however, indicate a relatively declining role for
 
the private sector in the Ecuatjgr economy and structurally the
 
sector exhibits critical weaknesses The government, with the
 . 


exception perhaps of petroleum, has not moved significantly
 
into the productive sectors implicitly reserved for the private
 
sector, and it has provided incentives and resources in
 
attempting to stimulate private sector growth. Nonetheless,
 
through sustaining relatively hiqher levels of growth over
 
recent years in "its" sectors (e.g., utilities, infrastructure
 
construction, health and education) than the private sector has
 
done in "its" sectors (e.g., agriculture and manufacturinq),
 
the public sector has become increasingly more important in the
 
total economy.
 

In terms of investment, gross fixed capital formation by'
 
private firms, in real terms, increased threefold over the
 
1973-1978 period. Since then, investment by private firms has
 
declined; by 1982 it had fallen 21 percent from its 1978
 
level. The public sector now accounts for more gross fixed
 
capital formation than private companies. The relative
 
proportions were 55/45, private/publIc, in 1978, gradually
 
shifted to 46/54 in 1982, and indications for 1983 were of a
 
33/67 ratio, a significant change. A similar relative decline
 
in the formal private sector's contribution to gross value
 
added is visible over a ten year period. Private sector firms
 

in the
in 1983 contributed an estimated one third of GDP.J/ 


1/ The tables presenting this data are included as'.an annex
 

to the author's report James Finucane, "Ecuador's Private Sector
 
and AID's Strategy," December 17, 1983.
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financial sectorr the Central Bank, mainly through its use of
 
rediscount mechanisms which move resources into the private
 
productive sectors, is now responsible for half the total
 
credit (up from 31 percent in 1970) and controls more than 40
 
percent of the system's assets.
 

During the 1970's, Ecuador's investment climate was good,
 
demand was stimulated by petroleum revenues, and the.
 
government's policies and "indicative" planning approach.
 
presented minimal constraints and many incentives to domestic
 
market oriented investments and to private, productive sector
 
expansion generally. The explanations for the recent trend of
 
declining private investment are partly external (petroleum
 
price trends, deteriorating terms of trade for traditional
 
agricultural exportc, climatic conditions), but in good measure
 
the explanations are the official strategies to deal with these
 
external trends (increased public sector internal and external
 
borrowing, increased attempts to manage the economy, both to
 
control inflation and to promote development) combined ,with the
 
hesitancy and lack of maturity of the private productive
 
sectors (for much of the industrial sector, a product of the
 
1970's, the 1982-1983 period was their first sustained crisis).
 

The performance of the private agricultural sector merits
 
a special mention. While interventions in private markets in
 
the industrial sector have been intended primarily to promote
 
growth, in the agricultural sector the intentions of the
 
government until quite recently have been to control inflation
 
anr influence income distribution rather than encourage
 
production. Agricultural sector producers in the 1970s
 
suffered serious real price reductions due both to exchange
 
rate and price policies. AID and IBRD analyses indicate that
 
the performance of the GOE in the markets of the agricultural
 
sector over the 1970's and early 1980's discouraged production,
 
particularly among the more commercially oriented farmers.
 

The external sector crisis of 1982 and 1983 caused sharp
 
rethinking of the role of private enterprise on the part of
 
both the private and public sectors. The reaction of the
 
private sector to the external sector crisis varied. Gross
 
investment by private firms, in real terms, as mentioned above,
 
declined; capital flight and speculative investment in real
 
assets are reported by many to have occurred; private sector
 
demands for the public scctor to absorb the foreign exchange
 
losses of the private sector ("sucretization" of private
 
external debt) and for concessional cradit to be extended by
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the Central Bank were combined with demands for less state
 
On the other hand, there were
intervention in the markets. 


positive indications of increased dialogue between many public
 
and private sector elements, including dialogue based on
 
serious private investigations, one of which (the ANDE study) 
was financed by AD/Ecuador, of the structural nature of the
 
crisis and a aro;ing recognition by the private sector, that a 

focus has its limitations and,domestic and th'z Andean market 
as wit.h the 19L.3 closing of many Venezuelan markets, its 
considerable risRo 

The governmentp in the context of the crisis, generally
 
hac adopted a positive stance towards private enterprise and 
since mid- 1981 has taken steps gradually to move towards a 
more market based economy. Interest rates were moved from 
negative to possibly positive levels (by March, 1984 the rates
 
were again cleay.)y negative), several devaluations were
 
implemenzed , upper limit controls on foreign investment a.nd 
profit repatriz'.on were reduced, and a thorough study of
 
effective protection levels, a necessary preliminary step for
 
extensive further changes, was initiated. The current
 
ad-inist.-ation has worKed closely with the IMF and IBRD on 
these changes. The extent of the changes has been limited by 
political realities in a country With one of the least
 
equitable income distribution patterns in the hemisphere and by
 
an element of mutual distrust, sociologically and historically 

based, between the punlic and private sectors..
 

Looking anead over the medium term, the climate for the 
private sector appears "hazy", mainly because of the measures
 
the government will be forced to take to manage its way out of 
the current crisis. Agreements achieved with the IF and
 
international banks during 1983 softened the immediate
 
liquidity problem inherent in the private sector's de&-t 
servicing and proceeds from a IDB "reactivation" credit in 1984
 

should provide additional funds to cover the costs of imported
 
These agreements notwithstpnding,
industrial sector inputs. 


the public sector will be taking a growing share of domestic
 
savings while at the same time, given that significant new
 
external commercial loans other than reschedulings can not be
 
expected, implementing measures whicb will have the effect of
 
holding down aggregate demand. At the beginning of 1984,
 
Ecuador's private sector was in a difficult position and
 
confronting the prospect of a more competitive future as the
 
crawling peg devaluation continued, as subsidies and protection
 
levels were being reduced, and as more restrictive demand
 
policies were being implemented by the government.
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2. Discussion
 

With the state now playing a critical role in setting
 

development parameters for Ecuador, as is obvious most recently
 
in the government's decisions not only on the rescheduling of
 

public external debt but of private debt as well, the relations
 
become of great significance to
between the two sectors have 

both sides. In interviews and discussions with private sector
 
leaders the heavy emphasis placed on the outcome of this year's
 

election and on the government's external sector decision as
 

conditioning investment decisions, many of which were said to
 
have been postponed until after the elections, reinforced the
 

importance of this public-private nexus.
 

Of the many o.,servations which might be made on this
 

topic, I will limit myself to three which, in my opinion, are
 

important in considering any private sector strategy.
 

First, at the upper and immediately next levels of the
 

government there are and have been many officials whose
 
backgrouhds are overwhelmingly private sector. At first glance
 

this would appear to make for ready understanding between the
 

sectors, or at least for ease of communication. While this
 
undoubtedly happens in many instances, a strong characteristic
 
is the feeling of distrust and lack of confidence in each
 
other's competence which the sectors apparently share. An
 
explanation which has been put forward is that the middle ranks
 
of the public sector are staffed with individuals who, whether
 
for political reasons or just sheer 'bureaucraticization', do
 
not serve effectively to meet the minimum requirements of the
 
private sector for setting and adhering to adequate 'rules of.
 
the game'. I sense that the problem is deeper than that, and
 
tiat more attention needs to be addressed to it as part of an
 
effort to consider constraints and opportunities in the private
 
sector.
 

Secondly, partisan politics in Ecuador is a subject which
 
does much to divide the private sector. It appears at times
 
that within the private sector the differences amongst
 
individuals which coincide with party lines were often
 
exaggerated. One might say they take their differences very
 
seriously. This is in one respect surprising in that, in spite
 
of "right" and "left" labelling, the parties have tended to be
 

Partisan
non-ideological and, in class terms, cross-cutting. 

affiliations nonetheless strongly affect the ability of the
 
sector to mobilize and express itself. Thus, certain
 
organizations in the private sector which at one level have a
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quite expected role (e.g., the promotion of exports) will be
 
regarded by others as the mainly partisan vehicles of an
 
opposing group. in the short term any development assistance
 
programming undoubtedly will have to take these partisan splits
 
specifically into account. In the longer term, one might want
 
to consider supporting the development of institutional
 
arrangements which dtrengthen the basis of non-partisan
 
consensus within the sector.
 

Lastly, the-current economic crisis with its social
 
implications has served to instigate a very high (unusually so
 
according to interviewees) involvement by organizations of the
 
private sector in the debates about the nation's major
 
decisions and directions. Amongst these organizations there is
 
undoubtedly a hierarchy of status and respect, with the
 
pronouncements of certain chambers immediately being the
 
subject of national news reports and those of others relegated
 
to obscurity. That is as to be expected. However, in my view,
 
in a country such as Ecuador, with a very skewed family income
 
distribution pattern, with distinctly community and geographic
 
inequalities in income distribution, and with a rapidly growing
 
political population, more attention needs to be paid to the
 
organizations of artisans and small businesses, including those
 
in the secondary cities, than is usually done. Otherwise, the
 
base of the private sector consensus will remain small in
 
absolute human terms and, at least as important if not more so,
 

the problems and potential of the smaller scale sectors, with
 
their capacity to produce jobs and output at lower per unit
 
investment costs than the more 'established.' sectors, will not
 
be addressed appropriately.
 

G. Labor-Manaqement Relations
 

Unions in Ecuador are a force with which private
 
enterpreneurs must deal. As noted, in the abac6 case in this
 
report, some entrepreneurs organize units of relatively small
 
size so as to be able to avoid reaching the minimum number
 
(15) employees which would make them vulnerable to union
 
organization of the work force., Entrepreneurs also have to
 
contend with general strikes which, although not originating in
 
the entrepreneur's firm, do negatively affect production. Over
 
the year ending July,)983, there were seven to eight general
 
strikes in Ecuador. l/ Because of the government's
 

I/ This section is intended to give the reader a brief
 

introduction to organized labor in Ecuador. Information is
 
largely from a February 22, 1984, interview with Fred Becker of
 

the US Embassy, Quito, from the Embassy's Annual Labor Reports,
 

from interviews with employers and association leaders, and
 
from newspaper -reports.
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many interventions in the economy which directly control wage
 
levels and prices, the general strikes normally derive from
 
labor-government rather than labor-private sector
 
confrontations.
 

Unions, in a political party sense, are not influential
 
in Ecuador. One of the best overviews of the development of
 
the Ecuador political system, which included a full section on
 
the development of political parties, discusses only briefly
 
the role of unions.±/ The major unions are not linked
 
strongly with any particular party as they are, say, in
 
Jamaica. In the January, 1984 elections, union leaders were
 
on the tickets of the PD (Partido Democr6tico led by Francisco
 
Huerta, a center-left party), FADI (Frente Amplio de la
 
Izquierda, led by R'n6 Mauge, sometimes said to be Moscow
 
'linked'), the PSE (Partido Socialista del Ecuador, led by
 
Manuel Salgado, said to be a communist party) and the Frente
 
Nacional de Reconstrucci6n (led by Febres Cordero, the alliance
 
of right wing parties). None of the union leaders were elected.
 

Unions in Ecuador lack a strong industrial base. Less
 
than 15 peicent of the economically active population is
 
engaged in industry and construction and these sectors are not
 
expected to be very dynamic in the next several years. The
 
predominance of small firms with less than 15 employees in all
 
the productive sectors further restricts their potential. The
 
populist tradition in Ecuador politics not only has not been
 
strongly tied to trade unions (as say in Argentina), but has
 
created situations in which many gains have been given to labor
 
(minimum wage increases, health and pension protections worker
 
organization rights) by populist or paternalistic governments
 
without having been achieved through labor organization and
 
bargaining. Finally, widespread underemployment much of it in
 
the informal sector, and growing open unemployment, make for a
 
strong supply of labor into the modern sector which at least
 
moderates any tendency to aggressive bargaining.
 

individual entrepreneurs in interviews discuss labor
 
"problems" in terms of government rules and regulations which
 
affect wages, benefits, workday and workweek hours and not in
 
terms of union demands or activities.
 

1/ Osvaldo Hurtado, El Poder Politico en el Ecuador, Quito:
 
Universidad Cat6lica del Ecuador, tercera edIci6n, 1979.
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The major unions in Ecuador are:
 

CEOSL, the Confederaci6n Ecuatoriana de Organizaciones
 
Sindicales Libres, has been supported since its origin, twenty
 
years ago by AIFLD, of the AFL-CIO, is said to receive
 
assistance from the Fredrich Ebert Foundation, and is
 
affiliated with the ICFTU. It is strong in Quito, Guayaouil,
 
Manta, PortovieJo and Cuenca and claims 200,000 members. The
 
US Embassy whicb, estimates CEOSL membership to be 115,000,
 
quotes reports which indicate that "CEOSL is the largest and
 
fastest growing labor organization among industrial workers."
 
There is a CEOSL breadaway group which is beaded by a former
 
president of the union (Villacres Araudi) which although small,
 
has the affiliation of FEMAPOR, the stevadores union.
 

CEDOC, Central Ecuatoriana de Organizaciones Clasistas,
 
is Ec--ad"'s oldest (some 45 years) labor federation, and is
 
associated with CLAT and the WCL (the Christian Democrat
 
counter to the ICFTU and to the socialist WFTU) and receives
 
assistance from the Konrad Adenauer Foundation (as does
 
INSOTEC) While on reportedly good terms with the current
 
government,.it has supported general strikes against government
 
decisions taken as part of the 1982-1984 stabilization
 
program. It claims 150,000 members, 20 percent of whom are
 
industrial. Its major affiliate is the petroleum workers
 
federation. There is a breakaway CEDOC group of about 25,000
 
members which is lined up with the CTE and FUT (see, below).
 

CTE, Confederaci6n de Trabajadores del Ecuador, is
 
reported-to be a communist linked union, affiliated with the
 
WFTU and linked closely, at the national level, to the Ecuador
 
communist party and the PSRE (Partido Socialista Revolucionarlo
 
del Ecuador). It has probably 70,000 industrial members plus
 
affiliates such as the Ecuador Indian federation (ECUARUNARI)..
 

FUT, Frente Unitario de Trabajadores, is a recent
 
organiz-ation which, as described by the U.S. Embassy, "is a
 
loose-knit collection of trade unions, campesino and student
 
organizations that has promoted the idea of labor unity to
 
pressure the government, with some sources, on a wide range of
 
social, economic and political issues. It's key members, a
 
very disparate group, are CEOSL, CTE and the breakaway faction
 
of CEDOC.
 

FNO, Fedraci6n Nacional de Choferes Professionales del
 
Ecuador, is a politically unlinked but powerful organization
 
which represents some 80,000 professional drivers and transport
 
company owners. Government intervenes heavily in the markets
 
of the transport ector, and the participation of the F!IC in
 

http:government,.it
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various commissions which set transport sector policies has
 

meant that this is a protected and privileged group.
 

H. Economic Background
 

Introduction
 

The recent Ecuador macro-economic context has been one of
 
declining growth of output, rising inflation, rising external
 
debt, falling investment, poor domestic resource mobilization
 
and increasing public sector competition for domestic savings.
 
The performance for the second half of 1983, however,
 
subsequent to an IMF standby Agreement, produced significant
 
indications, e.g. reduced public deficit, rescheduled
 
commercial external debt, higher interest rates for domestic
 
savings which reflected the government's recognition of the
 
basis of the problem being one of structural maladjustment and
 
its concomitant commitment to move toward a more market-based,
 
external oriented economy.
 

The medium term macro-economic perspective for the
 
Ecuador economy is for ioi growth of output and, if current
 
structural adjustment intentions can continue to be
 
successfully implemented, for reduced inflation, reduced public
 
and external sector deficits, increased domestic savings and
 
gradually rising investment levels. The major challenges,
 
assuming the sustaining of the political will be to carry out
 
the adjustment, will be the elaboration of correct policies and
 
the management of their implementation during a period in which
 
high external debt service requirements will severely restrict
 
the government's economic and financial maneuverability.
 

In 1983, output of the Ecuadorean economy according to
 
Central Bank estimates declined by 3.3 percent. While in part,
 
this was a result of natural disasters which disrupted
 
agricultural production and destroyed infrastructure on the
 
coast, it represents a continuation of the longer term trend
 
toward decelerating growth which has been evident since the
 
late 1970s. From an increase of 5.3 percent in 1979, the
 
increase in output declined gradually through 1981 to 4.5
 
percent and then abruptly to essentially zero and negative
 
growth in 1982-83.
 

Exports and Balance of Payments. Over the nine year
 
period 1974-1982 Ecuador's real (constant~price) export
 
earnings stagnated while the real value of imports increased by
 
33 percent. For the last six consecutive years of the period,
 



Development Context
 

- 35 

total real export earnings varied between 65 percent and 75
 
percent of the value of total imports. Ecuador had a negative
 
balance on its current account for every year over 1978-1983.
 
It averaged US$780 million per year, roughly 35 percent' of the
 
value per year of exports over the period. This was covered
 
mainly by net additional external medium and long term
 
borrowing by the public (60 percent) and private (40 percent)
 
sectors up to 1983. In 1983 the new borrowing was almost
 
entirely (98 percent) by the public sector as part of
 
negotiated steps to resolve what had become the external sector
 
liquidity crisis. Ecuador's balance of trade for 1983 was
 
actually very positive (US$2.3 billion in exports versus US$1.5
 
billion in imports) but it was achieved at the expense of
 
severe import restrictions which contributed greatly to the
 
fall in output and .hich, obviously, can not be maintained.
 
The government is committed by the terms of the IMF Agreement
 
(discussed below) to open importations by mid-1984.
 

The Ecuadorean balance of payments is dominated by the
 
petroleum sector. In 1983, exports of petroleum and refined
 
products accounted for 72.2 percent of total merchandice
 
expotts, up from an average 50 percent in the 1973-1974
 
period. The value of petroleum exports increased rapidly in
 
the late 1970s and through 1981 on the basis of rising prices
 
despite relatively stagnant levels of production. Domestic
 
consumption rose rapidly under conditions of low prices set by
 

the government and in 1982 petroleum exports fell 23 percent.
 
This pattern was completely reversed in 1983 with Ecuador
 
managing to increase the value of petroleum exports in the face
 

of falling prices through a combination of increased production.
 
and restrained domestic consumption, an effect both of higher
 

domestic prices and stationary or falling effective demand.
 

The performance of Ecuador's non-traditional exports has
 
declined steadily since 1979. The accepted strategic objective
 
of diversifying exports away from a dependence on a few
 
commodities has not been achieved and the situation has
 
worsened. Non-traditional exports declined to US$362 million
 

16 percent of total exports in 1983 as compared with US$636
or 

million or 29 percent in 1979. The only dynamic
 

Unit values and
non-traditional sub-sector has been shrimp. 

export volumes fox shrimp are both increasing. Earnings from
 
shrimp in 1983 were 42 percent higher than for 1982, and shrimp
 

has become Ecuador's second (after oil) export earner. There
 
were indications towards the end of 1983 that shrimp prices
 
were beginning to weaken.
 

Ecuador's "traditional" exports - sugar, coffee, cacao,
 
and bananas - have all performed poorly over recent years.
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Sugar is now an imported commodity; coffee production has been
 
fairly constant and though export income has moved up slightly
 
in recent years? export prices have trended downwards; cacao 
production has fluctuated, cacao exports have declined 
dramatically, and world prices have steadily declined; and 
banana production has tended to fall off while world prices 
have been weaki. All of these "traditonalV exports have 
suffered the results of an overvalued, fixed exc'hange rate, in 
some cases export taxes, and generally rising production costs, 
some of which can be related to distorted factor markets. 

Foreign exchane maret. During the period 1971-1982,
 
domestTTYViE--n--7in Ecua substantianly exceeded that of
 
its major trading partners, adjusted for changes in their
 
exchange rates, while tha rate of exchange of the sucre 
remained fixed on the official market at S/25 to the dollar.
 
During the course of 1982 and 1983, the GOE responded to the
 
balance of payments crisis by a series of adjustments to the
 
foreign exchange regite. Ecuador has long had a free parallel
 
exchange markete supplied by tourist e penditures and other 
non-merchandise export transactions. in MIay 1982o faced with a 
sharply depreciating sucre on the free market, the GOB devalued 
the official exchange rate to S/33 to the dollar. In November
 
1982, the GOE prohibited a long list of imports and announced 
that official foreign exchange would not be made available for
 
many others. it also introduced a prior deposit requirement
 
for most private sector imports. In March 1983, with inflation
 
mounting , the sucre was again devalued (to S/42 to the dollar) 

and a crawling peg was instituted. in addition to constraints 
on imports, the GOE, in an attempt to stimulate exports, began 

to allow exporters of products other than petroleum to exchange
 
a part of their receipts on the gree market. According to the
 
March, 1984 revision of exchange policies, non-petroleum
 
exporters now receive 50 percent of their earnings at the free
 
market rate of the Central Bank and 50 percent at the official
 
rate. At the middle of March, 1984c the official exchange rate
 
stood at approximately S/58 to the dollar, while the free
 
market rate was moving in the range of S/85 to S/100 to the
 
dollar. The expectations would be that with the success of a
 
stabilization program and the continuing of the crawling peg,
 
that the differential would narrow. Other factors, however,
 
most likely domestic inflation and sluggish export pIod-tion,
 
may cause this differential to widen.
 

External debt. During the late 1970s and through 1982,
 
the government undertook major external borrowings on the
 
strength of expected future oil revenues. These more than
 
covered the total public sector borrowing requirement thus
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enabling the public sector to be a significant ,et lender to
 
the domestic financial system. The Ecuadorea,/private sector
 
also undertook significant external borrowings on its own
 
account during this period, apparently on the basis of the
 
lower nominal interest rates on these borrowings.
 

By the end of 1982, the external debt had reached true
 
crisis proportions, totaling US$6.4 billion dollars, rbughly 47
 
percent of GDP, and debt service reauirements for 1983 were
 
greater than export receipts, with the gap projected to
 
increase. The rapidly increasing debt service requirements on
 
both public and private external debt, combined with falling
 
export receipts (the value of total exports for i82 was 16
 
percent less than for the previous year) forced government in
 
1983 to undertake a major rescheduling of both its commercial
 
and (Paris Club) bilateral debt. The rescheduling was achieved
 
at the expense of substantially greater debt service
 
requirements during the period after 1984.
 

IMF Agreement. As part of the steps taken to resolve
 
its external debt problem the government, on June 1, 1983,
 
entered into a one-year Standby Agreement with the IMF. The
 
Agreement's program involved reductions in the public sector
 
deficit, narrowing and eventually eliminating the spread
 
between the official and free market exchange rates,
 
eliminating external payments arrears which had reached over
 
$600 million, and eliminating by the end of the program the
 
direct controls on imports. On the -asis of this Standby
 
Agreement, the GOE was able subsequently to negotiate the
 
rescheduling of over $2 billion in official and private
 
external debt and $431 million in new commercial bank financing..
 

Performance during 1983 and early 1984 under the
 
agreement has been impressive. On the fiscal side, the program
 
called for a reduction in the consolidated public sector
 
deficit from its 1982 level of 6.8 percent of GDP to 4.2
 
percent. Present estimates are that the 1983 deficit was less
 
than 3.5 percent of GDP. On the level of international
 
reserves the program called for reserves of US$110 million to
 
be held by the end of 1983; reported actual reserves at the end
 
of the year were more than US$150 million. Similarly, it
 
appears that targets on domestic credit expansion and the term
 
structure of public debt will be met. While the government did
 
not succeed in eliminating all payment arrears by November 30
 
as programmed, these were reduced to less than US$150 million
 
and the short fall seems due mainly to an unexpected slowness
 
on the part of creditors to supply fresh money.
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inflation. Prior to the oil boom, Ecuador was a low
 
inflation country with price increases averaging well under 5
 
percent per year. Between 1973 and 1981, however, inflation
 
averaged 13.8 percent and never fell below 10 percent. At the
 
end of 1983 the annual rate of inflation was 48 percent. A
 
major contributing factor to 1983's inflation was the El Niflo
 
disasters of 1983 and the food shortages that they produced.
 

a
The food component of the consumer price index peaked *at 

monthly increase of 9.8 percent in June, due to food shortages
 
resulting from the natural disasters, and subsequently fell
 
sharply. A government study of inflation over the year ending
 
July, 1983v indicated that although the national rate was 56.9
 
percent, it would have been 26.3 percent had the prices of
 
agricultural products, both as food and as intermediary
 
industrial inputs, increased at the same rate as other goods
 
and services. The inflation rate for the last months of 1983
 
and initial months of 1984 was trending slightly downwards as
 
more agricultural products reached the markets.
 

The prospect for 1984 and perhaps further is for reduced
 
inflation (other things remaining equal) if the GOE is able to
 
pursue its current policy direction. During the latter half of.
 
1983, the rate of interest charged on loans in the informal
 
financial market was reported to be 27 to 30 percent. Since
 
the suppliers of funds to these markets presumably have the
 
option of investing their funds abroad in dollar instruments,
 
this, as well as a consideration of the temporary effect of the
 
natural disasters, suggests that inflationary expectations and
 
che underlying rate of inflation, is between 20 and 30 percent.
 

Savings mobilization. The availability of substantial
 
amounts of external f-inancing over the past decade permitted
 
Ecuador to significantly expand credit expansion despite
 
serious weaknesses in the domestic financial system. With the
 
contraction of the external window, the weaknesses of the
 
system became apparent. Ecuador's ratio of money and deposits
 
to GDP, a measure of the overall level of savings mobilization
 
by the domestic financial system, is among the lowest in Latin
 
America. The considerable real growth of the 1970's was not
 
associated, as is often the case, with any significant
 
financial deepening. The low savings mobilization reflects the
 
negative real rates of interest offered on deposits by the
 
financial system and the previous unwillingness of the Ecuador
 
government to shift to more market-oriented rates in spite of
 
growing inflation. Although the upper limit on deposit
 
interest was eliminated in 1982, rates are still effectively
 
controlled by a ceiling of 19 percent (plus a 2 percent
 
commission on loans with over two years maturity) on loans.
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An additional series of credit and interest rate problems
 
was created by the 1983 rescheduling of $950 million in private
 

In effect, the Central Bank provided a
sector external debt. 

partial exchange rate guarantee for this debt, which is to be
 

As this debt is repaid,
retired over a three year period. 

borrowers will seek to replace it with domestic financial
 
system credit. In addition, the closing off of most sources of
 
external finance will require the domestic financing of much of
 
the public sector's own borrowing requirement. The combination
 
of refinancing of private sector external debt and a
 
significant part of the (albeit significantly reduced) public
 
sector deficit is likely to absorb all of the normal growth in
 

There is no clear
domestic credit over the next several years. 

prospect of any real credit expansion to firance new private
 
sector investment.
 

Public deficit and borrowing. The fiscal situation
 
improvediT 983 after having taken a dramatic turn for the
 
worse in the early 1980s. The roots of the problem were oil.
 
Since Ecuador began to export oil in 1972, the public sector
 
grew increasingly dependent on this source for curent
 
revenues. In addition, during the 1970s the military
 
governments borrowed aggressively from foreign commercial
 
lenders to finance ambitious infrastructure projects. Between
 
1975-1981 the public sector defizit was entirely financed by
 

The external
external borrowing mainly from private banks. 

sector crisis of 1982-1983 caused a sharp deterioration in the
 

fiscal situation (40 percent of public :evenues came from
 
It brought into auestion ambitious central
petroleum in 1983). 


government plans and also those of the municipal governments
 
which had allowed their own revenue generation to decline while
 

The government
enjoying oil-backed revenues from the center. 

reacted to the fiscal deterioration in 1982 and 1983 by taking
 
steps to reduce expenditure (e.g., by lowering or removing
 

some taxes, and by initiating efforts,
subsidies), by raising 

with AID assistance, to improve its revenue generation
 
efficiency.
 

In each year from 1976 through 1981, the government
 
borrowed more than its deficit from external sources. The
 
effect was that a significant portion of these external
 
borrowings were used to expand domestic private sector credit.
 

Unlike most developing countries, the government was a net
 
lender rather than a net borrower from the domestic system
 
during this period. This situation changed abruptly in 1982.
 
With external financing sources drying up, the public sector
 
began to make heavy demands on the domestic financial system,
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equal to more than 2 percent of GDP. In 1983, however, the
 
government, with external financing much tighter in 1983,
 
managed to reduce slightly its domestic financing requirements.
 

Investment. Overall investment has remained relatively
 
stable in recent years despite a large jump in public sector
 
resources in 1980 and a sharp det.erioration in the current
 
account of the balance of payments in 1981 and 1982. However,
 
this stability masks significant changes in the compnition of
 
investment. There was a significant increase in public sector
 
fixed investment in 1980 which continued into 1981 as the
 
government undertook a number of large scale investment
 
projects which albeit appear to be, on the whole, well
 
conceived and well executed. On the private sector side, there
 
is an evident trend toward a decline in the proportion of
 
output going to private fixed investment; from 13.0 percent of
 
GDP in 1978 it fell to 8.9 percent in 1982. Real private
 
investment levels have also declined.
 

Emplo met. Estimates on open employment in Ecuador, a
 
nation which is still half rural and in which perhaps half the
 
ecornomically active population is either 'own account" or
 
family7 labor, ane problematic. For the years 1974 through
 
1977, the World Bank, relying on official statist1cs, estimated
 
opan unemployment to be between 4.0 and 4.4 for urban areas and
 
2.2 to 2.3 for rural areas, with a national rate of 3.0 to 3.2
 
percent. In 1981, the official estimate of national
 
unemployment rate of 5.0 percent. The 1982 Census preliminary
 
results reportedly indicated a 5.4 percent rate. Whatever the
 
precise figure, the trend is for increasing open uremployment.
 
Estimates on underemployment are even more problematic. 1981
 
official estimates were that 24 percent of the economically
 
active population in 1981 was underemployed. The rate for
 
females (28 percent) was significantly higher than for males
 
(22 pe.-ent). FAO estimates, indicate that as many as 60
 
percent of the rural labor force and 45 percent of the urban
 
labor force are underemployed.
 

Demographic and social changes in Ecuador will have the
 
effect over the next several years of increasing the
 
economically active population at rates faster than that
 
projected for population growth. While more ;efined estimates
 
must await the release of more details from the 1982 Census,
 
the expectation is for participation percentage rates to be in
 
the mid-30's as compared to the high 20's of the 1974-1977
 
period. The agr.icultural sector will continue to be the
 
largest single employer. The major growth in relative terms,
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continuing the trend of the late 1970's, will be in the service
 
sectors and, obviously depending on many factoLs, construction
 
and industry. There were some reports at the end of 1983 that
 

industry sector firms had begun to increase their employment,
 

thus perhaps indicating the end of what was apparently a
 
time, however,
short-term decline. There were at the same 


reports that the industrial sector going into 1984 was.on the
 

verge of a large number of closings and reductions in
 

employment because of the obstacles created by the shortage of
 

imported inputs.
 

Between 1974 and 1982 Ecuador's
Population growth trends. 

population grew at an annual rate of 2.67 percent according to
 

This was considerably
the provisional 1982 Census results. 

lower than the GOE .stimated rate of 3.4 percent and thus
 

Ecuador's 1982 population was 8.05 million rather than 8.95
 

million as projected. Rural population, however, grew at a
 

rate (0.9 percent) which was slower than the expected while
 

urban growth (4.84 percent) was unexpectedly rapid.
 

By the end of 1983 Ecuador's population was 50 percent
 

urban and 50 percent rural as compared with a 28/72 urban/rural
 

ratio in 1950. Guayaquil and Quito combined now have 2,000,000
 

inhabitants. The most important growth since 1974 has been in
 

Ecuador's secondary cities on the Coastj particularly
 
Portoviejo, Manta, Machala and Esmeraldas, and in other coastal
 
(e.g., Santo Domingo de los Colorados) and Oriente (e.g., Lago
 

Agrio) settlements. In contrast, population growth in the
 
Sierra settlements has been slow and in several cases lower
 

than the overall internal growth rate. The growth of the Coast
 

follows the pattern clearly visible since at least 1950 and is
 

largely due to the agricultural expansion of the 1960's and
 
The Oriente growth is a result particularly of
early 1970'S. 


petroleum. AID analyses of fertility, mortality, migration and
 

employment rates among the different population centers
 
indicate that the major fa-tor in the differential growth rates
 

has been rural to urban m.gration with destinations strongly
 

influenced by beliefs of the existence of employment
 
opportunities.
 

The population growth perspective for the medium term
 

period is for continued moderately high growth in the absence
 

of a clear national population policy. Religious and cultural
 

factors, together with vocal anti-family planning elements,
 

make population control programs in Ecuador extremely
 
sensitive. Nevertheless, demand for family planning services
 

is high and the recent census indicates that low-key,
 

behind-the-scenes efforts are beginning to have some results,
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but not yet to the degree needed. The trend for growth to be
 
especially accelerated in secondary coastal cities can be
 
expected to continue.
 

Agricuitural sector.l/ The performance of the
 
agricultural sector since 1970 has generally been
 
disappointing. During the 1970's production of the main
 
agricultural products expanded at an annual rate of twb percent
 
although there were significant differences in performance
 
between commodity groups. Overall, production of export crops
 
and raw materials increased by about three percent and 12
 

percent per annum, respectively while food crop production, in
 
the face of an annual population growth of 2.67 percent,
 
declined by more than three percent annually. The more recent
 
export crop trends have been negative (see p. 52 above).
 
Productivity in the agricultural sector has remained generally
 
stagnant at low levels. Except for bananas and oil palms,
 
yields have remained stationary for all major crops since
 
1975. Average yields are 30 percent to 75 percent less than
 
those obtained by the more advanced farmers using improved
 
technology and having access to extension, credit and
 
marketing. Ecuador's marine products sector includes fresh and
 
frozen shrimp, tuna, sardines, mackeral and others along with
 
canned fish, fishmeal and fish oil. The U.S. is the main
 
shrimp market while the other products go principally to Asian
 
and other LAC countries. Except for shrimp, marine production
 
(9 percent of which is exported) slowed during the early
 
1970's. Ecuador's tuna was banned from U.S. markets from
 
November, 1981 to March 1983 because of a coastal fishing
 
limits dispute.
 

Food. The steady decline in food production combined
 
with an etimated growth in food demand of five percent per
 
year led to sharp increases in food imports (an average ahnual
 
rate of increase of 13 percent in real terms) over the
 

The national decline in food production, the
1978-1981 period. 

decline in real prices for the rural sector's agricultural
 
products, the growth in population, the decline in cropped area
 
.dedicated to subsistence food consumption, and large and
 
perhaps increasing income distribution disparities, are trends
 
which when combined indicate a growing food crisis, especially
 

1/ Joe Goodwin, AID/Ecuador's rural development officer, in
 
early 1984, produced a general overview of the agricultural
 
sector, which included a review of institutional problems.
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for the poor in Ecuador. The most recent food balances
 
prepared in 1974, indicated deficits in all categories, except
 
fruits. Nutrition surveys have revealed major diet
 
deficiencies in calories, proteins, fats, and certain minerals
 
and vegetables. While there is a need for updated and improved
 
food balance tables and nutrition surveys in order to arrive at
 
actual figures, taking 1974 as a starting point and considering
 
the trends and findings noted, the conclusion is that food
 
supply has become a critical issue.
 

Petroleum and the Enery Sector.!/ With the GOE
 
setting d 'omestl.cpetroleum pr c prices well below world
 
prices, domestic consumption (including clandestine exports to
 
neighboring countries) of conventional energy products
 
(petroleum derivatives and electricity) in Ecuador grew faster
 
(13 to 14 percent per year) during the decade preceeding 1981
 
than in virtually any other country in the world. During 1981
 
and 1982 the rate of growth slowed to an average five percent
 
annually. Most of the increment was in transport fuels and
 
electrical lighting. While price increases have been
 
significant in sucre terms (500 percent from January 1981 to
 
December 1983 for 80 octane/regular gasoline), real price
 
erosion due to dollar devaluation and inflation left domestic
 
petroleum prices at the end of 1983 at 20 percent of average
 
world prices, using the free exchange market for dollars. It
 
is also notable that from 1974 to 1982 the number of households
 
using LPG for cooking, grew from 6 percent to over 35 percent
 
and that according to the 1982 census over 45 percent of the
 
households in Ecuador still use fuelwood for most of their
 
domestic energy needs. Many rural small industries, such as,
 
ceramicse bakeries, brick kilns and certain food processing
 
remain dependent on woodfuel.
 

At the present time, Ecuador's proven reserves are
 
estimated at 1.1 billion barrels. At current production rates,
 
these reserves would last about 14 more years. Although
 
Ecuador is believed to have additional petroleum reserves, its
 
ability to carry ouz explorations and development were severely
 
limited until recently by the personnel and financial
 
limitations of CEPE, the state oil company, and by lack of
 
interest by foreign oil companies in exploration and
 
development due to contract terms for foreign oil firms which
 
were significantly more restrictive than those of other Latin
 
American oil producing nations.
 

1/ These comments on energy are taken from an early 1984
 

sector review prepared by Carl Duisberg, the Quito based AID
 
Regional Energy Advisor.
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Manufacturing sector. The Ecuadorean manufacturing
 
sector is characterized by recent low growth and a heavy
 
dependance on imported inputs and tariff protection resulting
 
from long standing policies of import-substitution
 
industrialization. In recent years, the rate of growth in a
 
number of manufacturing subsectors has declined sharply as the
 
growth potential of the domestic market (and the Andea*n Pact
 
market) has been largely exhausted and because of Ecuador's
 
shortage of foreign exchange. There was a gradual deceleration
 
in industrial growth from 10.2 percent in 1970-77 to 7.4
 
percent in 1978-81 and to 4.6 percent and minus 5.6 percent in
 
1982 and 1983, respectively. Manufacturing's contribution to
 
total GDP has remained fairly constant at 18 percent for the
 
past five years.
 

Ecuador's industrial sector relies on imported materials
 
and capital goods and carries a high level of external debt.
 
Industrial exports for 1982 were equivalent to less than 74
 
percent of their external debt, and 1983 exports were 50
 
percent below their 1982 level. The structural nature of the
 
problem is evident: 35-45 percent of the value of
 
manufacturing output is represented by the value of imports of
 
raw material, intermediary products and capital goods while
 
only 17 percent of the value of manufacturing output is
 
exported.
 

It is possible to overstate the degree of the distortions
 
in Ecuador's industrial sector which have resulted from the
 
application of the import substitution strategy. First, the
 
principal instrument for industrial protection has been tariffs
 
rather than direct controls on imports. While relatively high
 
tariffs on output, combined with exonerations of tariffs on
 
inputs, have produced fairly high levels of effective
 
protection, they have not produced the kind of extreme
 
distortions of the industrial structure which have resulted
 
from direct controls in other countries. Second, protection
 
was undermined by the progressive appreciation of the sucre
 
between the mid-1970s and 1982 and perhaps by smuggling from
 
neighboring countries. Thus import substitution has been less
 
effective, hence less distorting, than it might have been.
 

Ecuador's import substitution strategy tended to promote
 
capital (both human and physical) using activities at the
 
expense of activities intensive in unskilled and semi-skilled
 
labor. However, in many countries there are other, more
 
significant obstacles to efficient utilization of the labor
 
force, including minimum wage and other labor legislation. In
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Ecuador, many private sector leaders point to public sector
 
interventions in the labor market as a key aspect of the
 
capital intensity problem. They assert that the doubling in
 
nominal terms of the minimum wage in the past two years and the
 
1981 change from a 48 to 40 hour week have adversely affected
 
profitability. On examination, the national accounts indicate
 
that it was actually factor payments to capital in the private
 
sector as a proportion of value added which grew substantially
 
during the 1980-1982 period while the participation of wages
 
and salaries (including statutary and non-statutary benefits)
 
actually decreased. Considering specifically the case of
 
corporations and limited companies, one finds that remuneration
 
declined from 39.6 percent of value added in 1980 to 30 percent
 
in 1982, while payments to capital rose from 52.3 percent to
 
65.8 percent.1/
 

The wage increases of recent years should be viewed in
 
light of the 1970-1978 period during which mininum compensation
 
increased by 13 percent in cost teries while productivity in
 
industry increased 60 to 70 percent. Labor costs in Ecuador,
 
according to a recent IBRD report, however, do seem to be high
 
in comparison with other Latin American and Caribbean countries
 
(when viewed in relation to per capita income) and it is
 
possible that Ecuador based firms may have lost some potential
 
international competitiveness in recent years due to the GOE's
 
labor market interventions of the manufacturing sector is
 
concentrated both by units and geographically.
 

During the intercensus period of 1974-1982, urbanization
 
increased at a faster rate than expected with the -test
 
growing cities being Portoviejo, Manta, Machala and
 
Eameraldas. 50 percent of Ecuador's total population now lives
 
in urban centers. The relatively faster growth of the
 
secondary (the above four plu_ Cuenca and Ambato) and other
 
cities underscores the geographic concentration of private
 
sector non-agricultural productive activities in Quito and
 
Guayaquil (these cities have 52 percent of Ecuador's urban
 
population but 89 percent of manufacturing sector employment).
 
Out of a total of 1,700 to 2,300 formal sector firms with an
 
average of 50 employees each, 200 of them contributed 67
 
percent of value added in 1977; 5 percent of the firms in 1978
 
controlled 72 percent of invested capital. Informal or
 
workshop based manufacturing in Ecuador, defined as having less
 
than seven employees, has gradually given way in importance to
 

I/ The data.for these calculations is included as an annex
 
to, James Finucane, ftEcuador's Private Sector.....,3 22cit.
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larger, more formally organized economic units.- Figures
 
available for 1978 indicate only 20 percent of value added in
 
manufacturing was contributed by workshops. On the other hand,
 
60 percent to 70 percent of the sector's employment was
 
contributed by this sub-sector. In the formal sector,
 
thefastest growing sub-sector, in terms of production,
 
productivity and employment has been the small scale group,
 
defined as having 7 to 20 employees. Geographically, Guayas
 
and Pichincha based firms contribute 81 percent of
 
manufacturing value added.
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III. Sectoral Reviews
 

A. Weak Institutions
 

The weakness of institutions (as organizations) continues
 

to be one of Ecuador's main constraints on development.
 

Institutions lack the necessary Qualified personnel 
to conceive
 

and implement the policies and programs which 
support
 

socio-economic development goals to coordinate 
development
 

activities to develop, adapt, and diffuse appropriate
 
and to utilize effectively limited resources.
technologiesl 


At the central level public insititutions often 
lack the
 

information necessary to carry out rational policy 
decisions.
 

The lack of adequate management information systems 
contributes
 

to the reluctance of high level authorities to delegate
 

respohsibility and, consequently, to the marked
 

over-centralization of governmental authority in 
Quito.
 

Resource mobilization capacity, especially revenue 
collection,
 

is notably weak.
 

At the provincial, regional, and local levels,
 

municipalities and other decentralized organizations 
have the
 

legal authority to make decisions on their own development
 

However, the necessary resources are concentrated 
in
 

problems. 

central institutions, a tendency which was reinforced 

by the
 

oil boom. Moreover, local government personnel are generally
 
At the
unqualified and their outlook tends to be parochial. 


same time, national level organizations responsible for
 

promoting municipal and local level development lack the
 

technical capacity to respond to the needs of decentralized
 

organizations such as the municipalities.
 

Private sector institutions are affected by the same
 

human resources constraints that affect public institutions.
 
The demand for ctualified
Significant training needs exist. 


managers in private enterprise far exceeds supply, and 
many
 

managerial positions are filled by persons who are 
not properly
 

Quality graduate management proqrams are virtually
trained. 

At the technical level, vocational schools are
non-existent. 


generally underfunded, poorly staffed, and unresponsive 
to
 

labor market needs. The government has a specialized 
and
 

vocational training program, but its facilities are 
coso. I~y 


limited. Finally, the private sector is well aware of this
 

problem but lacks the capacity and support to address 
it
 

effectively.
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The following three sectoral reviews of the private
 
sector indicate the need to strengthen the capacity of private
 
productive sector representative organizations (chambers,
 
associations, etc.) to interact effectively with the public
 
sector on policies and sectoral issues and to provide services
 
to their members. The relative weakness of the policy dialogue
 
capacity of the private organizations has been a factor in the
 
policy formulation context which is the more noticeable as the
 
government attempts a more marke'-oriented style of economic
 
management.
 

The weakness of institutions in the wider sense, that is
 
as established patterns of behavior, rather than as
 
organizations, in relation to the needs of a more efficient
 
market oriented economic system in Ecuador are many, for
 
instance: public ozganizations and private orientations which
 
have developed in response to national and Andean Pact import
 
substitution policies (as well as sheer import restrictions)
 
now exist in strength; institutional capacities to mobilize
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long term domestic resources are largely underdeveloped;
 
non-commercial service delivery structures in the public sector
 
(e.g., those for buying, storing and selling basic commodities,
 

those for assisting exporters, those for providing technical
 
and training services to industry) continue to show a growth
 

tendency; socio-cultural patterns exist which limit private
 

sector management efficiency (e.g., excessive use of ascriptive
 

criteria for top management selection; a tendency to centralize
 

decision-making); there is insufficient installed human
 

resource development capacity to ensure an adequate supply of
 

trained management (management training has been identified as
 

a bottleneck in two AID/Ecuador financed studies) and skilled
 

technicians; there is a low level of acceptance by the private
 
sector of the social responsibility of the private business
 

sector; and, there is a resource allocation bias in favor of
 

large-scale units reinforced by socio-cultural orientations and
 

by administrative procedural requirements.
 

A final institution weakness, which works to constrain
 

efforts to achieve a more balanced distribution of the benefits
 

of economic growth, is that in spite of governmental and
 

private efforts, the poorer segments of the population remain
 
They are often functionally
largely unorganized and powerless. 


illiterate, inarticulate, and ignorant about the processes and
 

vehicles they could use to influence public policy and to
 

obtain services and resources which might improve their
 
When there have been attempts to
socio-economic situation. 


mobilize the poor, the highly patenalistic.nature of these
 

efforts (e.g., past activities in cooperative formation among
 

agrarian reform beneficiaries) has often doomed them to failure.
 

B. Sector Analysis - Non-traditional Exports
 

1. Sector Definition
 

"Non-traditional" exports are those exports other than
 

oil and oil products, banana (and plantain), coffee, cacao and
 

sugar. This is the non-traditional sector that FOPEX, Fondo de
 

Promoci6n de Exportaciones, addresses as well. In the case of
 

FOPEX the definition originally, circa 1972v derived from a
 

combination of criteria including volume exported, length of
 

time as a major export, and the type of agreements under which
 

the exports were made (i.e., many of the traditional exports
 

are based on quotas and international agreements). Sugar Is a
 

somewhat special Lase, having been a major primary agricultural
 

export, and thus excluded from FOPEX and others programs
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intended to promote non-traditional exports, which has recently
 
become an imported commodity. The sector, thus, includes the
 
manufacturing sector, except for petroleum products, the
 
agro-industry sector, and the primary agricultural sector
 
except for the traditional major export crops. As so defined,
 
this is the broad, non-traditional export sector that is the
 
major focus of Ecuador's attempts to diversify and expand
 
exports as a key element in its development strategy over the
 
1980's.
 

2. Sector Size and Contribution
 

In the economy of Ecuador the non-traditional exporting
 
sector is small. According to the result of MICEI survey, a
 
total of 260 firms'i were exporting hon-traditional products
 
from Ecuador in 1980, a number which in terms of firms and
 
products likely had been reduced by more than half by
 
mid-1983. In the primary sector, non-traditional exports were
 
five percent of the value of total primary exports. In the
 
industrial sector, 1.1 percent of all manufacturing enterprises
 
were exporters. While MICEI's figures serve to indicate the.
 
relatively light contribution of the sector in the Ecuador
 
economy, their preciseness is not necessarily accepted. It was
 
not possible to review any of the original material of the
 
HICEI survey, and thus the definitional limits of the sector
 
are not completely clear. Also, in the case of one sub-sector
 
(abacA, see case study) the figures reported in the survey are
 
clearly in error. Finally, there is much inconsistency in the
 
details (as opposed to the totals and the broad overview)
 
between these figures and those reported in a U.N. study which
 
was based on a review of the 1980 export licenses awarded by
 
the Central Bank.2/
 

1/ MICEI, "Encuesta de la Oferta Exportable de Productos
 
No-Tradicionalesa, 1980. The results of this survey were
 
reported briefly in the 1983 report to the legislature of the
 
Minister of MICEI, "Informe de Labores Agosto 1981 - Julio
 
1982", and in more detail and with an analysis of some of the
 
findings in, CENDES, "La Producci6n Manufacurera Exportable e
 
Identificaci6n de Industrias de Exportaci6n en el Ecuador",
 
1983.
 

2/ See, PNUD, mComercializaci6n Internacional de
 
Productos Ecuatorianos", Quito, Octubre 1981.
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Official MICEI figures, presumably based on national
 
accounts data, indicate that 4.3 percent of the gross product
 
of the manufacturing sector was produced by exporting firms in
 
1980. On the other hand, industrial enterprise survey data
 
compared with export statistics for the same year, indicate
 
that the value of non-traditional manufactured exports
 
represented an estimated 17 percent of the total value of
 
manufacturing output. Whatever the contribution, 35-45 percent
 
of the value of manufacturing output was the value of Imported
 
raw material, intermediary products, and capital goods for
 

The situation has worsened in the intervening
thesector. 

years, with both manufacturing production and manufactured
 
exports declining as a percentage of manufacturing production.
 

Of the exporting firms in the industrial sector, 77
 
percent were located in either the Quito or Guayaquil area. In
 
total, export firms employed 31,000 people, 10 percent in the
 
primary products sector and 90 percent in the manufacturing
 
sector. This represented 0.1 percent of Ecuador's total
 
economically active population. In the industrial sector, nine
 
percent of the labor force was employed in firms which
 
export.l/
 

3. Sector Development
 

Prior to 1970, Ecuador exported a few, major agricultural
 
commodities -- bananas, cacao, coffee# sugar -- and had a very
 
small manufacturing sector. During the 1970's petroleum
 
resources were developed, petroleum quickly became the major
 
export commodity, and an industrial sector grew rapidly based
 
upon import replacement. The industrial sector in 1980 was
 
producing in gross volume terms, 252 percent of the output
 
recorded in 1970.2/
 

1/ CENDES, wDatos BAsicos para Inversiones Industriales en
 

el Ecuador', 9182, p.105.
 

2/ See Banco Central del Ecuador, Boletin, No. 584,
 
1982, p. 355.
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By the early 1980's, it was widely accepted in Ecuador
 
that future economic growth would require an approach based on
 
diversification of exports, the development of export-oriented
 
industries and a movement away from the by then discredited
 
input substitution strategy. Ecuador's 1980-1984 national
 
development plan1/ marked the clear, if not !hole-hearted
 
decision by Ecuador to adopt a more export-led industrial
 
development strategy. While not completely discarding the
 
import substitution approach, the structural nature of the
 
problem-- "no diversified export base has been established nor
 
has there been a significant import substitution process"-- was
 
recognized and a general objective was set to gear
 
manufacturing output increasingly to foreign, especially Andean
 
Pact2/ markets. Some of the problems which exist today,
 
such as the underutilization of installed capacity, growing
 
dependence on imported imports, technological backwardness,
 
capital intensity and fiscal losses, were obvious in
 
1979-1980. The Plan pointed out that if there were not a
 
strong increase in non-traditional exports and a relative
 
reduction in imports, "the economy will run a grave ri~k
 
indeed." No particular attention was paid in.the Plan to the
 
role of the private sector in increasing exports.
 

By early 1982, with Ecuador facing an external sector
 
crisis, the promotion of exports had become "the fundamental
 
objective" in the economic and social stabilization program put
 
forward by the Monetary Board. 3/ The Board's analysis of
 
the development and structure of Ecuador's economy pinpointed
 
the source of Ecuador's crisis as being the failuze to expand
 
exports in a diversified fashion, a failure related to an
 
industrialization strategy based on protected internal markets
 
rather than on international prices, competitive produci.: and
 
comparative advantages. The Monetary Board reported a few
 
steps which had been taken in 1982 to promote exports-
devaluation to increase the competitiveness of Ecuador's
 
products and the making available of equity capital (through
 
EOPEX) for investment in firms which would try to expand their
 

1/ Republica del Ecuador, Plan Nacional de Desarrollo,
 

80-84
 

2/ The Andean group is composed of Bolivia, Peru, Ecuador,
 
Colombia and Venezuela.
 

3/ Banco Central del Ecuador, "Programa de Estabilizac6n
 
Econ6mico y Social", Julio, 1982.
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enter for the first time into the export sector. It
exports or 

also stressed that additional steps were necessary to
 

strengthen non-traditional export sectorl
 
- the gradual reduction of protective tariff barriers so as
 

to improve competitivenessl
 
- the establishment of a new legal structure for the
 
promotion of exports?
 

- the formulation of a clear policy framework for export
 
promotion (including encouraging the establishment of
 

private associations or trading companies specifically
 
for exports); and,
 

- the passing and implementation of an export insurance
 
law.
 

With the exception of some tariff adjustments, none of
 

the above mentioned steps were implemented as of early 1984,
 

although various bills had been introduced in the legislature.
 

In the current revision of the national plan,
1 ! industrial
 

development strategy is centered on a broad and essentially
 
The import
unfocused discussion of external commerce. 


seen as requiring a "selective
substitution program is 

advance", which would include the "reorientation" of import
 
substitution industries, so as to be able to assist in earning
 

And under the objective of strengthening the
foreign exchange. 

balance of payments and Ecuador's interzhational monetary
 

reserves, a long series of general actions are proposed so as
 
to increase exports and to restructure the export base away
 

from its dependence on a few primary products. Those are
 
similar in intent to the thinking of the Monetary Board and
 

include increasing productivity, improving quality, upgrading
 

transportation and infrastructure facilities and putting more
 
emphasis on export promotion.
 

The major actions taken over the 1979-1983 period which.
 
have affected Ecuador's exports are of two kinds:
 

- those intended specifically to encourage exports; and
 

- those taken for other reasons which have had, in most
 
cases, a possible negative impact on non-traditional
 
exports.
 

CONADE, Reajuste del Plan Nacional de Desarrollo para los
1/ 

anos 1983-1984, Enero, 1983.
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Of the first group, measures intended specifically to promote
 
non-traditional exports, one can distinguish between those in
 
the fiscal, financial, monetary, and exchange areas from others
 
more instLtutional or procedural in nature.
 

Prior to the March 1983 devaluation (see below), the major
 
actions were:
 

- on the fiscal side the, April, 1981 amendment to the
 
regulations governing the operation of the export tax
 
credit program,!/ which in essence assured a 25
 
percent tax credit for non-traditional exports and which
 
was subsequently reduced in October, 1982;
 

- on the financial side the continued extension of ample
 
credit at preferential interest rates to exporters
 
through FOPEXv the sui qeneris program of the Central
 
Bank and the provision oftTinance for equity
 
participation in firms intending to expand or enter
 
export markets;2/
 

- on the monetary side, a series of changes affecting
 
credit availability none of which presented serious
 
obstacles to exporters;
 

- and on the exchange side, beginning in March, 1982, with
 
the first significant move away from the fixed exchange
 
rate.of 25 to US $1.00, 3/ the implementation of a
 
complicated policy of several tiers of exchange rates,
 
basically intended to restrain imports and encourage
 
exports.
 

At present, the situation is governed, by the measures
 
which the government took in March, 1983. The official sucre
 
was devalued from sucres 33 to sucres 42 to US $1.00 and a
 
crawling peg system of automatic daily mini-devaluations was
 
established (as of March, 1984, the official rate had reached
 
sucres 58 to US $1.00); a "free market" for Central Bank
 
interventions was established which enables the non-traditional
 
exporters to receive 30 percent (changed to 50 percent in March
 

1/ Ley de Abono TrLbutario, See, Decreto EjecutLvo No. 993,
 

published in the Registro Oficial, No. 410, April 1, 1981.
 

2/ The March 3, 1983 resolution of the Monetary Board,
 

assigned $500 million sucres for investment in such firms.
 

3/ There had not been a devaluation as such in ten
 
years, although beginning in May 1981, the Central Bank's
 
strong "interventions" in the free market, resulted in a
 
devaluation in effect if not in name.
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1984) of their export earnings converted to sucres at this
 
rate(which is currently running at 95 percent of the private
 
free market rate) and 70 percent (now 50 percent) at the
 
official rate, the interest rates for export financing were
 
raised from 12 percent to 13 percent, and the system of export
 

tax credits was programmed for abolition, and export finance as
 

a percentage of value of exports was reduced slightly to 75
 

percent.
 

Institutionally major public sector actions in terms of
 

changes were limited over the 1979-1983 period. Studies were
 

carried out on measures to reduce "red tape" in the export
 

documentation process (recommendations were accepted but not
 

implemented), a bill presented (it has not been passed) for
 
a
providing export insurance, and a bill has been presented for 


new, export promotion law. There have been minor
 
rearrangements within MICEI but otherwise no significant
 

The allocation of responsibilities and
organizational changes. 

the focus of initiatives have remained constant.

l/
 

Of the actions which have had negative effects, some
 
private sector spokespeople have pointed to the increased cost
 

of imported inputs, the increased cost of fuel and
 
transportation which followed the removal of petroleum
 
subsidies beginning in 1981, and increases in labor costs
 
following steady raises in minimum wages levels and reductions
 
in the length of the work week. Interviews with individual
 

exporters, however, did not reveal any great concern on their
 
part over a reduction in price competitiveness as a result of
 

Upon a review of the actual export performance
these measures. 

and calculations as to the effect of different measures on cost
 
structures, the conclusion is that the impact of the 1980-1983
 
decisions, in the total, has not been significant in that they
 
have not been sufficient to reduce the decline in
 
non-traditional exports.
 

1/ For a full description of the general structurer see, 

G. Fernandez, "Regimen Jurldico Institucional del Comercio
 
Exterior del Ecuador," PNUD, November, 1981.
 



Non-Traditional Exports
 

- 56 

4, Sector Trends
 

The performance of Ecuador's non-traditional export
 
sector has declined steadily since 1979. The strategic
 
objective of diversifying exports has not been achieved and the
 
situation has worsened in both currei.' and real terms, as can
 
be seen in the following chart:
 

(US$ bn, current price)
 

Non-Traditional Exports 1979 1980 1981 1982 198
 

- value (FOB) .636 .714 .623 .541 .36'
 
- as % of total exports 29 28 25 25 16
 

Source: Central Bank figures. The 1983 figure is *aflat projectio
 
based on the performance over the first six months of 1983. It
 
probably underestimates the decline.
 

The situation can properly be classified as critical
 
because within the traditional group, with the exception of
 
oil, the performance of the major products has been eaually
 
poor:
 

banana
 
-banana exports by volume ranged over the 1979-1982
 
period, from 1,229.6 to 1,437.2 million kilos. They are
 
now running at 1,010.2. Unit prices have ranged from
 
14.40 c/ to 16.90 c/ per kilo, and are now at 15.70 c/.
 

coffee
 
- c&T-i exports by volume ranged over the 1979-1982
 

period, from 82.0 to 53.9 million kilos and are now
 
running at 86.6. Unit values ranged from $3.17 to $1.88
 
per kilo. They were at $1.70 for the first five months
 
of 1983. The price trend over the entire -oeriod has been
 
steadily downwards.
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cacao
 
- nnual cacao exports by volume over the 1979-1982 period, 
ranged from 13.7 to 42.5 million kilos, and are now
 
running at a 13.0 million kilo level. Annual unit values
 
have ranged from $2.82 to $1.48. They have fallen to an
 
average of 1.43 for 1983. The price trend over the
 
entire period has been steadily-downwards.
 

oil
 
O-i exports in 1983 accounted for 72 percent of Ecuador's
 
export earnings. Exports by volume ranged over 1979-1982
 
from 46 to 34 million barrels. They are now running at
 
70 million barrels. The unit value has ranged from $23.4
 
per barrel to $35.2, and is now at $29. The price trend
 
since 1980 has been downwards. Unit costs of production
 
.have moved steadily upwards for $0.83 in 1979 to $1.99 in
 
April of 1983.1/ The current volume reflect7 what will
 
apparently be a medium trend of increased production.
 

sUgar
 
- sugar is now an imported commodity in Ecuador.
 

Within the non-traditional group, the only dynamic
 
sub-sector has been shrimp. Unit values and'export volumes for
 
shrimp are both increasing. Earnings from shrimp in 1983 were
 
42 percent higher than 1982's total of 130 million dollars, and
 
have become Ecuador's second (after oil) export earner.
 
Otherwise, the non-traditional group, by 1983 had assumed
 
ataggering proportions. In comparison with 1982 performance,
 
the important sub-sectors are all in sharp decline- fish
 
products, down 75 percent; cacao products down 33 percent;
 
electrical appliances, down 98 percent; coffee products, down
 
49 percent.
 

The principal non-traditional export products from
 
Ecuador have been: chemicals and pharmeceuticals, cacao
 
products, instant coffee, frozen, tinned and processed fish
 
products, tea, abacA fibre, wood and wood products, vegetable
 
oils, domestic electrical appliances and panama hats. The
 
principal markets have been over a ten year period, the U.S.
 
(33 percent) cnd the Andean Pact countries (30 percent).
 

1/ wRevista Econ6mica", 8/83.
 



Non-Traditional Exports
 
- 58"-

Within the latter group the two principal markets have been,
 
Venezuela and Colombia. The recent trend, however, has been
 
for the U.S. market to increase in importance (it was be the
 
destination of an estimated more than 60 percent of the 1983
 
non-traditional exports) because of the continuing dynamic
 
performance of shrimp and the continuing difficulties in
 
inter-Andean trade. in 1983, an estimated US35 million
 
entered the U.S. under the General System of Preferences.
 

5. Analysis and Comment
 

The very briefest of reviews of the non-traditional
 
export sector in Ecuador over the past five years reveals that
 
the performance trend has been negative. Secondly, actions
 
taken. n a variety -ifpolicy areas have not been sufficient to
 
reverse this trend. Thirdly, no institutions or procedural
 
changes of any significance have been made during this period.
 
And, finally, that a broad consensus exists on the broad scope
 
of measures now needed.
 

With regard to the public sector, the announcements of
 
plans, strategiese new emphases and efforts in this sector
 
often appear to be made prior to any of the necessarily
 
detailed professional and technical work. That would be one
 
explanation for the lack of major, structural changes in the
 
face of continuing major announcements. Another might be that
 
the government has been forced, bercause of the severity of its
 
foreign reserves crisis, to increasingly view the entire export
 
sector in terms of short-term reserves and management
 
requirements. Thus, instead of structural changes, government
 
has engaged in a continuing series of adjustments.
 

It is noted that the only dynamic sub-sector within the
 
non-traditional group (shrimp) has prospered for reasons of
 
external market (increasing demand) and local private
 
initiatives (mainly investment) and not because of any
 
particular public sector actions,1/ rather than any
 
particular public sector action. Eaually, the external market
 

l/ Government officials do assert that their auality
 
control, through sample selection, has increased
 
marketability. Exporting firms give this new no credence.
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situation (Andean Pact trade barriers, reduced international
 
trade and world recession) has been the factor which has
 

negatively affected the rest of the non-traditionals.
 

With regard to the private sector, and in spite of the
 

insistent efforts of FEDEXPOR, there has been a relative lack
 
between the sector
of collaboration either within the sector or 


and the government. This is explained in Ecuador in i variety
 

of ways (reasons from psychological to partisan politics were
 

suggested in interviews) none of which, to this observer, seem
 

to be totally convincing. The basic feature seems to be a
 

certain element of inertia, made possible and encouraged by a
 

broadly protectionist regime and not countered by any
 
eufficiently strong institutionally based pressure to act. In
 

the face of the negative performance trend (which is related to
 

structural problems) and the successive monetary crises (partly
 

due to short-term phenomena, but structural In origin), the
 

private sectors main efforts have been devoted to irrealistic
 

(e.g., sucretization of the private sector external debt and
 

thus the shifting of the exchange risk to the public sector) or
 

short-term measures (e.g., refinancing of company debt on
 

concessional terms with funds originating in the public sector)
 

and not to the implementation of structural change.
 

6. Components of Sector's System
 

a. Export Finance. Export finance appears to be amply
 

3vailable and, at least in 	some instances, has been
 
It has been suggested in interviews
underutilized in Ecuador. 


that total export credit provided is more than the 75-80
 

percent of the value of exports, the limit intended by the
 

Central Bank. The explanation would be a combination of, i)
 
- so as to receive dollars 	directly
under-invoicing of exports 


in non-reported foreign accounts and thus to avoid their being
 
over application to
exchanged at the official rate; and, ii) 


export credit lines so as to receive concessional credit for
 
None of the persons interviewed mentioned
other activities. 


In the case of new exporters, there
financing as a constraint. 

is, however, a difficulty in completinQ, for the first time,
 

the documentation process required to secure exporter status.
 

There is a concentration of export finance in a limited number
 

of products and firms, but with an apparent surplus of export
 

credit available this has not attracted negative comment.
 

The fact that exporters pay for imported (most of which
 

are on "Lista II") inputs with foreign exchange purchased at
 

high prices (i.e., at the free market rate) while the Central
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Bank converts their export receipts into sucres at only a
 
portion of the free market price (82 percent in March, 1984)
 
has been an issue for many exporters. The shrimp exporters
 
have been are especially active in trying to change this
 
policy. It is undoubtedly a policy which contributes to the
 
underinvoicing of exports. The effects of the exchange rate
 
system are being studied in detail in a World.Bank financed
 
study which is examining the broad array monetary, exchange,
 
fiscal and financial policies which condition the
 
competitiveness of Ecuador's products. The study will be
 
completed in late 1984. At least until the results are
 
available and have been considered, one can expect a
 
continuation of the present series of incremental adjustments
 
in these areas which directly and indirectly affect export
 
financing.
 

The major creit lines are those of FOPEX and the Central
 
Bank's sui generis funds. Others are the Corporaci6n Andina de
 
Fomento an the less specialized lines of CFN, the financieras,
 
and commercial banks.
 

FOPEX. This institution, the part of the CFN which is
 
entire-y-d.dicated to non-traditional export financing,
 
provides pre-exportation and post exportation credit and has
 
the capacity to make equity investments. In 1981 it provided
 
credit of US$ 87 million (calculated at US$1.00 - 25 sucres)
 
equal to 20 percent of the value of non-traditional exports.
 
It provides a full range of services from working capital and
 
market survey financing to the discounting of letters of credit
 
and certificates of deposits. Its terms are concessional
 
currently at 16.25 percent (13 percent from the Central Bank
 
plus FOPEX's 3 percent and 0.25 percent for a cancer research
 
fund) per year for 75 percent of the value of the exports for a
 
maximum period of 360 days. FOPEX reports that, as a rule, 40
 
percent of its financing goes to cacao products (it was 35
 
percent in 1981), 15 percent for fish products# 10 percent for
 
coffee products nd 10 percent for animal feed. Of the $500
 
million sucreA nicb has been available to FOPEX since March,
 
1982, for investment in firms which are expanding their exports
 
or entering into the export sector, $65 million had been taken
 
up as of September, 1983.
 

Sui Generis. These are credits provided through the
 
private banking system, by the Central Bank, for both
 
traditional and non-traditional exports. They are provided
 
against the guarantee of a bank or financiera. The terms are
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similar to FOPEX in their concessionality, but the rate is
 
17.25 percent (the one percent difference being tax) and the
 
period is 180 days. It is estimated (by FOPEX officials) that
 
sui-neris credit lines finance 53 percent of the value of
 
non-tr tonal exports.
 

SAFICO. The Sistema Andino de Financiamiento de Comercio
 
is the inter-Andean export financing vehicle of CAP, the
 
Corporaci6n Andina de Fomento. SAFICO provides financing to
 
both importers and exporters. In Ecuador SAPICO operates under
 
an agreement between CAF and CFN, under which the credit funds
 
are drawn equally from FOPEX and SAFICO. In 1981 credits
 
extended totaled US$0.84 m; they were mainly used for
 
processed fish products and domestic appliances to Venezuela
 

Because of the difficulties
and electrical tools to Bolivia. 

in inter-Andean trade caused by protective measures taken by
 
the member countries, the SAFICO credit line is currently
 
reported as not active. FOPEX and CA? indicate, in genera',

that demand for this credit line is weak.
 

Others. The private banking system does provide export
 
financing, at rates of about 20 percent, and it appears that
 
at least some of the major exporters use these lines along with
 
employing their own funds presumably because it is part of
 
the total package of commercial banking services being provided
 
(FOPEX estimates that this may account for 15 percent of export
 
financing). On the production side, there is a wide array of
 
financial services at concessional rates available to exporters
 
CFN and the financieros.
 

b. Export Insurance. Insurance for Ecuador's exports is
 
arranged through private insurance companies. The foreign
 
importer normally is responsible for coverage once the product
 
has left the plant or has been loaded at the port of
 
embarcation. The need for a program which would provide wider
 
and varied types of export insurance has been widely recognized
 
and agreed upon, within the public and private sectors, at
 
least since 1980. A law was introduced into the legislature in
 
1982, but has not as yet received the recuired second reading,
 
and it is not scheduled to receive it. The explanation seems
 
to be that the government, facing difficulties in the
 
legislature, has put bigher priorities on other legislation and
 
neither the opposition parties in the legislature nor the
 
private sector groups outside, with the exception of FEDEXPOR,
 
have considered it of sufficient importance to be lobbied for.
 
Export insurance is now covered in the proposed new export
 
promotion law.
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c. Fiscal Incentives for Export. There are no fiscal
 
incentives now applicable to exports. The former system of
 
CATs (certificado de abono tributarlo) was abolished in March
 
1983, with the devaluation. The CATs had been awarded, in
 
principle, on the basis of domestic value added. in practice,
 
there was an administrative determination of value added which
 
took into account labor intensity, difficulties of market
 
access, Andean ties and other factors, which resulted. in the
 
qualification of virtually all non-traditional exports. In
 
1980, the largest earner of CATs (S/561 million, or 67 percent
 
of the total of S/842 million) was the fish and fish products
 
sector. Over the 1970-1980 period, the two major earners of
 
CATS were the fish and fish products sector and the cacao
 
products sector.l/ The proposed export promotion law would
 
reintroduce fiscal incentives. A review of the bill's outline
 
indicates many similarities with the former CATs.
 

d. Information. Information services to the non-traditional
 
export sector are discussed in two categories: services which
 
are used and sources which are available but not used.
 

Services which are used. The only specific services which
 
exporting firms use wit-h ny regularity for information related
 
either to the production or commercialization of products
 
appear to be private enterprise ones. Networks of brokers,
 
distributors and agents, along with, in some cases, parent or
 
partner company sources and, in most cases, personal networks
 
developed over time seem to form the information base, which
 
private non-traditional exporters use. The attendance of many
 
exporters at workshops, seminars, and meetings orcanized by
 
national (e.g., FOPEX and MICEI), regional (the Andean Pact's
 
Export Promotion Program), and international agencies has
 
served primarily as an additional forum in wi ich these private
 
networks have been developed. In Andean Pact countries, where
 
market access difficulties have arisen because of public sector
 
decisions in the member countries, and where the various heads
 
of government and relevant ministers bold intergovernmental
 
discussions with & view to improving trade, the private
 
non-traditional 2xport sector nonetheless relies upon its own
 
networks for information.
 

1/ CENDES, "La Producci6n Manufacturera ..... , p.33.
 



Non-Traditional Exports
 

- 63 -

In the national public
Services available but not used. 

se'tor there are a number of services made available to
 

exporters:
 

the Ministry of Foreign Affairs has commercial attaches
-
in 22 countries. Exporters report occabionally receiving
 
inquiries from potential buyers passed on by the attaches.
 

the Ministry of Industry, Commerce, and Integration
-

produced a publication listing Ecuador's non-traditional
 
export products1 / and reports that some 200 inquiries
 

have been received in one year in response to its
 
circulation and that 52 products were placed in foreign
 
markets as a result. MICEI provides seminars on subjects
 
related to international trade, and is a latent source of
 
trade data, import regulations, preferential agreements,
 
and international economic trends as it collects--and
 
stores such information on a regular basis.
 

- the Central Bank has a computerized information system 
which is another latent source not actively available to
 
exporters. It also publishes collected statistics on
 
Ecuador's exports.
 

CENDES, the Certro de DesarLollo Industrial del Ecuador,
-
carries out investment studies for potential industrial
 
projects and reports success in'that many of the studies
 
have led to investments on the production side.- It has a
 
substantial technical library, is computer linked to
 
international data banks, and puts out a monthly
 
bulletin. It is a major intra-public sector source of
 
information.
 

- CFN, in a somewhat similar but much more specialized and
 
limited fashion than CENDES, and its FOPEX division are
 
latent sources of information potentially available to
 
exporting firms.
 

1/ MICEI, Direcci6n General de Promoci6n de
 
Exportaciones, "Oferta Exportable de Productos No Tradicionales
 
del Ecuadorn, June 1982. MICEI also publishes since 1982
 
Informativo Comercial," a somewhat periodic pamphlet on trade
 

data. For instance, "Demanda Internacionales de Productos
 
Tropicales," Marzo, 1982.
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information
In the international public sector there are 


systems or services available in Ecuador. These include:
 

- OAS, the Organization fo American States, publishes from 
BogotA a weekly bulletin of international market
 
opportunities (supplies and demands) entitled "Red de
 

It lists Ecuador products and
Informaci6n Comercial". 

copies of it are available at the offices of the-C~mara
 
de Comercio.
 

- Pa-to Andino publishes from Lima a monthly "La Oferta
 
Exportable de los Paises del Grupo Andinou, which lists
 

products available and products demanded. Ecuador's
 
products are listed. Copies are available in the offices
 
of MICEI.
 

- PNUD, the U.N.'s development program, has produced a 
study on the U.S. market requirements for Ecuador's 

It is available in the
non-traditional export products. 

PNUD office in Quito.
 

- CCE, the Comunidod Econ6mica Europea, has produced
 
studies on European market requirements for Ecuador
 
products (the "Metro studies") which are on file at MICEI.
 

- GTZ, the West German development cooperation agency has
 
agreed to assist OCEPA (see, below, p. 36) in
 
establishing an office in Frankfurt for supplying
 
information on markets0 for distributing and for storing
 
artesanal exports.
 

- Quito based embassies, includinq the U.S., have
 
commercial sections which could be a potential source of
 
information for exporters.
 

In the private sector, aside from the services of
 
FEDEXPOR and the commercial networks mentioned at the beqinninq
 
of this section, there are no information services currently
 
available to exporters. The CAmaras do receive a large number
 
of publications and have telex connections and are latent
 
sources available to an exporter.
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e. Policy. Policy level decisions affecting the
 
non-traUEiial export sector are spread over a number of
 

The most notable would be:
institutions in the public sector. 


- fiscal, monetary, exchange, and financial policy
 
responsibilities are shared amongst the Ministry of
 
Finance, CONADE, the Monetary Board, and the Central Bank;
 

- sectoral policies, especially in the important primary 
and agro-industry sectors, are shared between the 
Ministries responsible for Agriculture and for Natural 
Resources; 

- promotional policies are largely the responsibility of
 
MICEI;
 

international trade agreements are the responsibility of
-

MICEI.
 

In law,1 / MICEI has the responsibility to formulate
 
external trade policy "in coordination with" the other relevant
 
ministries and public sector bodies. In practice, MICEI has no
 

significant role in the first two policy areas mentioned above,
 
and thus, has no direct influence on2/ the competitiveness 

of
 
Ecuador's non-traditional exports.


The private sector principally through the activities of
 

FEDEXPOR, has had a small but growing consultative role in all
 
of the policy areas noted above. Under the proposed export
 

promotion law this role would be strengthened.
 

f. Documentation. A familiar observation in Ecuador is that
 
it has been easier-to import than to export, and that exporting
 
is a long series of visits to government offices. Interviews
 
and reviews of the documentation process do not sustain the
 

1/ El articulo No. 183 de la Ley Orgdnica de Servicio
 

Exterior, October, 1964.
 

2/ PNUD, *Comercializaci6n ..... ," p. 9. 
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validity of this observationI/ except for agricultural
 
products. The export procedure is fairly straightforward, and
 
the experienced firms report no difficulties. There are
 
apparently difficulties with Central Bank procedures and the
 
exchange rate system is not appealing to exporters, but the
 
process does not appear to be a constraint in the narrow sense
 
of a factor which reduces total exports.
 

While the documentation process is not itself
 
overwhelming, when combined with the related process of
 
achieving concessional credit and complying with foreign
 
exchange control regulations, it can be a challenging prospect
 
to firms which have not been exporters. In any effort to
 
increase and diversify exports, a simplification of the process
 
and a reduction in the number of offices to be visited, would
 
be a prerequisite.
 

Another facet of the documentation process, and one not
 
normally referred to, is that part of it is required by the
 
laws and regulations of the importing countries, some, of
 
which, again most strikingly in the case of the agricultural
 
sector, insist upon substantial amounts of documentation.
 
These can be constraints to small firms which cannot cover the
 
overhead costs in terms of the time requires of aualified staff
 
both in Ecuador and the importing country,. attendant to meeting
 
these requirements. The commercial attaches of Ecuador based
 
overseas were not mentioned as being useful resources in this
 
process.
 

g. Technical Assistance. Interviews and a literature
 
review, inc uding a review of the reports of relevant
 
institutions in the public and private sectors, indicate that
 
with the exception of assistance provided by MICEI for
 
participation in international fairs and exhibitions, no source
 
of technical assistance is available to exporting firms insofar
 

I/ See, Banco Central and MICEI, *Trimites para Exportarp
 
p. 81.
 



Non-Traditional Exports
 

- 67 

as export commercialization is concerned. Assistance is
 
available on the production side, especially from MICEI's
 
Direcci6n Nacional de Asesoramiento T6cnico al Sector
 
Industrial (DINATI) and CENDES. DINATI is the major channel
 
for external development aid technical assistance. The
 
Instituto Ecuatoriano de Normalizaci6n (INEN), which is the
 
national standards organization, provides an indirect
 
production side technical assistance through its setting and
 
monitoring of quality standards. The type of production side
 
technical assistance which does not appear to be available is
 
one addressing problems which arise with an attempt to enter a
 
foreign market with a product developed under the import
substitution protectionist policy. A reported example would be
 
instant coffee for international markets. Instant solubility
 
is expected, while this is not the case for the domestic
 
market. Other than through commercial trade channels, there is
 
no specialized assistance being provided which can resolve this
 
type of problem.
 

7. Non-traditional export system weaknesses
 

The MICEI's 1980 survey referred to earlier, received
 
responses from more than 400 firms on the problems which they
 
confronted in exportation. Accurding to this survey, the major
 
problems, in order of the most pressing to the least, were:
 
documentation process (cited by 38.6 percent of the firms),
 
prices, market information, transport, and raw materials.
 

A different summary of the obstacles, or system
 
weaknesses, drawing on interviews and more recent data is as
 
follows:
 

training: there is an inadequate provision of services for
 
training exporters on the commercialization of non
traditional products. This conclusion takes into account
 
the courses and seminars sponsored by FOPEX, CENDES,
 
international agencies and others.
 
service centralization: there is an inadequate
 
centralization of the documentation process for exports,
 
especially in that different steps occur physically, in
 
different offices.
 
market studies: there are inadeauate services for technical
 
assistance to firms in the commercialization and, at times,
 
production stages. The latter observation takes into
 
account the services of DINATI, CENDES, and INEN.
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commercialization: there are gaps in the system VwIch, if
 
filled, would improve export prospects for non- traditional
 
products. These would include: the lack of political risk
 
insurance, the lack of specialized export trading
 
companies# and the lack of global trade agreements covering
 
non-traditional products.
 
internal linkaqes: perhaps the major system weakness is the
 
inadequate linkage between the private and public sector
 
entities dealing with the exportation of non- traditional
 
products.
 

8. Public - Private Relations within the Sector
 

Oswaldo Hurtado became President in May, 1981, after the
 
death of President Roldos. He came into office w!th a
 
reputation as not being pro-business, and one can read both in
 
the 1980-1984 Plan (which he presented) and in his public
 
statements subsequent to becoming President, a certain
 
reluctance or hesitancy with regard to adopting an export-led
 
strategy. The Plan's emphasis on Andean markets as its major
 
external focus was essentially an extension of the basic import
 
substitution model. in practice, the Hurtado government has
 
taken steps to improve Ecuadorian exports (e.g., devaluation),
 
has not taken steps which would have had a negative effect, and
 
has worked closely with exporters.
 

At the same time, given the partisan nature of much of
 
Ecuador'a politics, the central position of Guayaquil business
 
leaders in major opposition parties, and.the importance of
 
Guayaquil enterprises in the export sector# it is perhaps not
 
surprising that public sector-private sector relations with
 
regard to the export sector have been marked by a solid amount
 
of confrontational rhetoric from both sides and inadequate
 
collaboration..I/ Nonethelesso ont can point to areas of
 
solid common public-private agreement on measures to be taken
 
to strengthen the export sector and to an increasing amount of
 
consultation at technical and professional, if not at political
 
and leadership, Jovels. The rest of this section will
 
concentrate on these more positive aspects.
 

i/ The daily press as well as the various issues of Weekly
 
Anays s provide indications of the nature of these strained
 

ations. Interviews with public and private leaders also
 
support the observations made in this paragraph. With regard
 
to the developing concensus, see the report of a seminar on the
 
sector, CFN, Boletin Informativo, Nos. 79-81, pp. 5-9.
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During 1980 and 1981, with the strengthening of FEDEUPOR as
 

a specialized private organization and the increased interest
 

of the government in the non-traditional export sector, there
 

was a gradual increase in the activities in which the public
 
and private sectors consulted and, at times, collaborated. The
 
first national convention of industrialists (Januaryr 1981)
 
produced reacommendations specifically addressing tl. needs of
 

in a number of
the non-traditional export sector which , 

instances such as the formulation of a law covering expert
 
promotion, increases in financing for FOPEX, the development of
 
an export insurance program and an increase in export tax
 
credits were either in support of measures in preparation by
 
government or led to government actions. Under the direction
 
of MICE!, the government in 1981 was studying ways to reduce
 
the documentation difficulties and delays confronting
 
exporters, and was consulting closely with the private sector,
 
through FEDEXPOR, in this work. Under the Ministry of Finance
 
a group working to prepare the establishment of an export
 
corporation was similarly working closely with FEDEXPOR. The
 
Ministry of Foreign Relations was meeting regularly with
 
FEDEXPOR on the activities of commercial attaches. FEDEXPOR
 
officials were also being involved in discussions on Andean
 

issues in Quito and were being included in
Pact and ALhDII/ 

the organizing of official missions to meetings-in other
 
capitals. Ministers and the President held meetings with
 
FEDEXPOR members on the private sector's needs and on the
 
measures which government could take to facilitate exports.
 

This panorama of increasing public-private consultations
 
may have peaked with the September 1981 appointment of
 
FEDEXPOR's Executive Director as the sub-secretary of
 

By 1982, with a growing list of
integration within the MICEI. 

items desired by the private sector representatives discussed
 
with but not acted upon effectively by the government, a
 
ceztain resignation on the part of. the private sec-rz machinery
 
became apparent, and this remained the situation in 1983 and
 

These items included export insurance, the
early 1984. 

formulation of trading companies,; the passing of an export
 
promotion law, and closer consultation on monetary and exciange
 
decisions. Indicative of the nature of the problem, the 1982
 
report of the joint public-private committee on red tape was
 
accepted by the government. It had identified many procedural
 
changes which could be made by administrative dectsions, most
 

1/ LADI, founded in 1980 in Montevideo, comprises:
 
Argentina, Brazil, Chile, Bolivia, Paraguay and Uruguay.
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of which were in the Central Bank. None of the changes has
 
been made on a full basis; some have been adopted by some of
 
the branches of the Central Bank, with the result being a
 
procedural situation yet more confusing because requirements,
 
in practice now vary from one branch to another.
 

9. The Sector's Private Institutions
 

a. General. FEDEXPOR. the Federaci6n Fuatoriana de
 
Exportadores, is the only specialized private sector
 
institution operating within the non-traditional export
 
system. The bulk of this section reports on FEDEXPOR. There
 
are however, several other institutions or institutional ideas
 
whose activities axe or could be related to exports. Before
 
proceeding to the discussion of FEDEXPOR, these other
 
organizations are mentioned.
 

Cimera de Comercio and CAmara de Industrias. These are
 
the private sector organizations to which, by law, businesses
 
and industries with the exception of small burinesses must
 
affiliate. The CAmaras are organizations which represent and
 
protect the interests of their members. In the export system,
 
they are responsible for issuing certificates of origin for
 
exports to ALADI and Andean Pact countries. Perhaps because of
 
the legal requirement for businesses to pay their Cimiata
 
membership, the Chmaras are fairly well financed and do not
 
contend with the resource mobilicrtion constraint that most
 
other private institutions in Ecuador confront.
 

The Camaras have not been able to consult effectively
 
with the government in formulating and implementing structural
 
and institutional changes necessar, to convert Ecuador's
 
economic base into a more competitive, export-oriented one.
 
This is the most notable because of the similarity in their
 
broad perspectives as to what economic strategy is reauired.
 
At the present, the Cimaras tend to be politicized in a
 
partisan, anti-government sense.
 

The basic opposition of the C~maras has been to any form
 
of extension of the public sector into the "productive" sector
 
of the economy, in other words, an opposition to increased
 
"statism". The irony is that the very strength of the C~maras
 
derives, at least in part, from the requirement by the state
 
that businesses must be members. Of the major CAmaras, those of
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Guayaquil appear to be the most politicized, those of Cuenca
 
less so, while those of Quito would rank somewhere in between.
 
The Cimaras de Industrias appear to be more politicized than
 

One of the final round contenders in the
Cimaras de Comercio. 

1984 Ecuador presidential election, Le6n Febres Cordero, is the
 
former head of the Guayas Chmara de Industrias.
 

The C~maras carry out a full range of representational
 
activities, from issuing press releases to threatening" and, in
 
a few instances, orcanizing empressarial lock-outs. In respect
 
to exports, however, the CAmaras have not conceived any
 

They have been reacting to successive crises
coherent program. 

by proposing essentially short-term adjustments, normally in
 

The Camara de
the monetary, exchange and fiscal policy areas. 

Comercio of Guayas in April-May: 1983, did initiate an export
 
promotion assistance program on the initiative of one of its
 

it consists of using published information and a
directors. 

telex to attempt to locate buyers for Ecuadorean products for
 
which the producers or brokers have requested such assistance.
 
In the four months, June - September, .983 and in spite of
 
substantial puolicity at the outset, less than ten of the
 
Cbmara's reported 8000 members inauired about the service, and
 
no success was recorded in locating buyers. The availability
 
of financial resources seems to have permitted the CAmara to
 
mount the program without much attention to the need.
 

The Ckmaras generally participate in or sponsor, on an ad
 

hoc basis, semrinars and meetings which at times are related to
 
e-ports, but they are not viewed by their members, by other
 

private institutions, or by the public sector as
 
They are viewed as organizations
export-oriented institutions. 


whose members are importers, industrialists engaged in
 
import-substitution manufacturing and businessmen engaged in
 
the domestic trading of imported and import substitution
 
products.
 

CICE. The Comit6 de Informaci6n de Contacto Externo was
 
mentio'nin a 1981, Central Bank publication as one of the
 
principal private sector organizations involved in national
 

According to a wide number of second-hand reports
development. 

(itwas not possible to interview the principals) CICE
 
organizes occasional discussion groups and dinners which focus
 

on issues related to the external sector. It seema to have
 
been an idea which has not received the acceptance or support
 
envisioned.
 

ECOPIAR. This is the export promotion .idea of the Cdmara
 

de PequeIas Industrias de Pichincha (Quito). The promoter
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of the idea, Carlos Ribadeneira Godoy, attended an Andean Pact
 
meeting on the promotion of exports held in Medillin in
 

a
February and March of 19831 he reports that ECOPIAR is 

uproject" which has yet to receive support.
 

CCE. The Camara de Comercio Internacional del Ecuador,
 
headed by-Walter Spurrier, the editor of Weekly AnaLksis, is an
affiliate member of the International Chamboommerce. The
 
latter is an organization which attempts to represent private
 
enterprise interests in the international arena (commenting on
 
or advising.on, for e3Ample, UN. proposed changes in consumer
 
laws). CCIE is a small group organized in 1976, which has
 
been hoping to gain the support of ths major private sector
 
representative groups (the Camaras de Comerceo and Industrias)
 
for it to be designated as the "national committee" of Ecuador,
 
a recognition which would lead to a full (not affiliated) link
 
with the International Chamber. The CCE provides a periodic
 
listing of Ecuador laws and regulations which affect the
 
external sector, but otherwise provides no service on a regular
 
basis.
 

Producers associations. Producers of major and minor
 
productospe atural sector products, are grouped
 
into associations. These vary in their effectiveness within
 
their own production systems, but in relation to exports the
 
conclusion would be that, aside from very occasional statements
 
in respect of crises, none of the producers associations is
 
directly involved. An example of the type of involvement
 
registered is the current attempt by the Association of Shrimp
 
Producers to allow them to be paid in dollars at the free
 
market rate, a decision which would increase their income by
 
some 30 percent in sucres.
 

CORFEX. This is the acronym of what was apparently the
 
first (ciFa 1979) of a series of proposed ideas for
 
institult-ons, all similar, none of which has yet come into
 
existence, but which is again being proposed (name unknown) in'
 
the current draft bill for an export promotion law. The idea
 
is for a one stop center for exporters where all the
 
documentation required for exportation could be completed. It
 
also would organize missions and fairs, set export credit
 
policy and traine the commercial attaches assigned to Ecuador's
 
embassies. It would be financed by a portion (two percent) of
 
the tax revenue generated by imports. Promoted by FEDEXPOR,
 
the idea has been opposed by leaders of the Camaras who have
 
viewed it as a possible increase in 'statism'.
 



Non-Traditiorial Exports
 

- 73 -


FUNDEX. The Fundaci6n de Comercio Exterior an idea which
 
has been promoted by the private sector. It would be a
 
training center for exporters, commercial attaches and others
 
and to be the initiator of studies related to the export
 

sector. Financing would be provided half by the Central Bank
 
and half by the private sector, the latter to be organized by
 

FEDEXPOR. It would governed by a board of directors drawn from
 
the government and, mainly, the private sector.
 

OCEPA. La Organizaci6n Comercial Ecuatoriana de
 
Product-o-rtesanales is a private organization which recently
 
has participated in international fairs and hopes to establish
 
a Frankfurt office. It has shops in Ouito, Guayaquil and
 
Cuenca it promotes the export of artesanal products,
 

While not referred to by
particularly tapistries and textiles. 

any of the private sector people interviewed, it would merit a
 
close review were one to have a particular interest in the
 
exportation of products by the small scale sector (see, also,
 

It has worked with CENAPIA workshops on
ECOPIAR, above). 

marketing, design and quality control.
 

b. FEDEXPOR.I/ FEDEXPOR is r voluntary private organization 
established in 1976 to promote non-traditional euports from 
Ecuador. As of June 1983, it had 89 firms as members and was 
hoping to have 25 additional ones join during 1983. An
 
estimated 50 percent to 70 percent of Ecuador's non-traditional
 
exports are made by FEDEXPOR members. FEDEXPOR's leaders
 
report that more than half of its members are Guayaquil based
 
firms. it is governed by an elected board of directors headed
 
by a president elected for a term of two.years. The current
 
president, in the second year of his term# is Jos6 Tamariz
 
Crespo, of the Guayaquil Salcedo group*
 

FEDEXPOR had a 1983 planned expenditure budget of
 
$6,300,000, with the largest portion $5.5 million spent by the
 
Quito headquarters and the remainder by the branch office in
 
Guayaquil. The planned budget, obviously small in rel3tion to
 
FEDEXPOR's mission, anticipated a deficit of $700,000. The
 
budget level has stagnated since 1980 partly as a result of the
 

I/ This description and analysis is based on separate
 

interviews with FEDEXPOR0 s President, Executive Director,
 
former Executive Director, and the Director of its Guaacuil
 
office, on information supplied by FEDEXPOR, on interviews with
 
six government officials involved in export promotion and on
 
interviews with fifteen private business sector leaders in
 
which, among other topics, views on FEDEXPOR were solicited.
 



Ion-Traditional Exports
 

- 74 

gradual fall-off in non-traditional exports. Annual membership
 
subscription quotas are linked to the value of the firm's
 
exports in the previous year. The membership of FEDEXPOR, in
 
re'ation to budget support, is fairly evenly distributed; in
 
1583 the 22 largest firms will pay 30 percent of the budget,
 
with the estimated 92 others paying 70 percent.
 

The staff of FEDEXPOR is smalll three professionals and
 
four clerical and other assistants in Quito; one profeszional
 
and two assistants in Guayacuil. It is directed by an
 
Executive Director based in Quito. In 1980, after the end of a
 
relatively good period for non-traditional exports, FEDEXPOR
 
opened its Guayaquil office, started a periodic newsletter and
 
began a program of collection of export data. Since that time
 
the staff has not grown.
 

Functions. FEDEXPOR carries out a num:.)er of functions
 
relate6dto e described in the non-traditional export system:
 

Finance. FEDEXPOR served as the private sector member on
 
the Comit Administrativo de la Ley de Abono Tributario until
 
the program for the issuing of negotiable export tax credits
 
was ended beginning in March, 2.983. FEDEXPOR's participation
 
in the committee seems to have had some impact in changing the'
 
orientation of the government members away from a fairly
 
negative view of the private sector's interest in the CATs
 
toward a more positive one. it reportedly helped to reduce the
 
long delay and uncertainty surrounding the awarding of the
 
CATs, and, in general, helped to consolidate, in both the
 
nublic and private sectors, the notion of FEDEXPOR as a
 
professional, technical group as opposed to a narrow interest
 
group or politically oriented body.
 

With both FOPEX and the Banco Central, FEDEXPOR has
 
assisted members, particularly the less experienced exporters,
 
in securing export credits. FOPEX has relied on FEDEXPOR as
 
the point from which the specialized needs of private sector
 
exporters can be articulated. Although there is no legal
 
requirement that a firm be a FEDEXPOR member to be a awarded
 
FOPEX credit or a Central Bank sui neris credit, in at least
 
one instance a first-time exporter reported that he was
 
required by FOPEX to join FEDEXPOR. A possible explanation of
 
this may be that FOPEX staff may have suggested strongly that
 
the exporter receive assistance in charting his way through the
 
necessary documentation process.
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FEDEXPOR's leaders claim that their 1981 representations,
 
including the submission of a major paper on the "damage" being
 
done by the fixed exchange rate system, were a major force
 
which led government in early 1982 to begin taking the
 
decisions which led to successive devaluations after a ten year
 

period o± no change. They report having proposed either a
 
floating rate or system of automatic mini-adjustments; the
 
decisions taken ultimately reflected the acceptance of. both
 
alternatives.
 

Information Services to Government. FEDEXPOR efforts in
 
inform oh e--" F-o concentrate on keeping government
 
informed as to non-tradtional export trends and impacts of
 

in this area its efforts
government decisions on erport firms. 

have been extensive; for instance, for 1982, a partial list of
 
FEDEXPOR's activitie& to inform government would include:
 

- it submitted letters and held repeated meetings with the
 
Minister of Finance, the Minister of industry Commerce
 
and Integration# the heads of the Central Bank, the
 
National Finance Corporation (CFN), and the Monetary
 
Board, and with the President, on topics such as trade
 
barrier prcblems with Colombia and Venezuela, on the
 
details of proposed laws for export promotion and for
 
export insurance, on the need for monetary and fiscal
 
policy and procedural changes, and on the impact of
 
speciflicgoverpment monetary and exchange decisions on
 
member firms;
 

- it provided detailed analyses of the likely affects on
 
the sector of governments sweeping econom.c decisions of
 
19821
 
it assisted government to prepare for and participate.in
-

Andean Pact and ALADI meetings on regional tradel
 

it played a major role in informing government of the
-
need for creating specialized export trading.companies
 
and for including new products in the list of these
 
eligible for export tax credits;
 

- it sat as a member of the official committees dealing
 
with export tax credits, with preparation of export
 
related laws, and with advising on regional integration
 
affairsl and,
 

- it contracted and made available to government a study on
 
monetary policy, (this was the study which helped to
 
convince the Monetary Board of the need for a
 
devaluation).
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To its members FEDEXPOR
Inlormation Services to Members. 

provides information, on request, on the application of
 
specialtrade arrangements (e.g. Andean Pact, ALADI, General
 
System of Preferences), on upcoming trade fairs and other
 
events, on the internal process of documentation for exports
 
and on the application of Ecuadorean laws and regulations, and,
 
in a fewreported instances, has carried out simple market
 
studies. As a matter of course it supplies members with
 
notices of new laws and regulations through issues of its
 
somewhat periodic newsletter, Exportador Ecuatoriano . In a
 
broad sense, FEDLXPOR, also provides its members, much as it
 
does government itself, with information on the impact of
 
government actions.
 

FEDEXPOR has in its internal discussions, raised the idea
 
of improving information services to members through
 
computerized data banks, participation in market studies and
 
assistance in preparing promotional material on specific
 
products for external markets. Budgets constraints have not
 
permitted the development of these ideas.
 

FEDEXPOR's Institutional Linkaqes. With Government. As
 
is apparent from reading the above description of FEDEXPOR's
 

a
information activities it has managed to link itself in 

variety of ways with government at technical and leadership
 
levels. Key staff*of FEDEXPOR have taken positions in the
 
government in the past and current staff are considering offers
 
of similar posts. FEDEXPOR staff members have been named to
 
official missions to foreign countries. FEDEXPOR staff and
 
iembers have been named to government commissions and
 
committees. Without exception, government officials in
 
interviews spoke positively of the contributions of FEDEXPOR.
 

In the proposad new law for exports, the government is
 
proposing several measures which while reflecting the view of
 
FEDEXPOR as a viable and useful institution, are int,nded to
 
strengthen it substantially. These include giving FEDEXPOR the
 
status of a "camara", making membership in FEDEXPOR one of the
 
options mandated by law open to a business of industry,
 
qualifying FEDEXPOR as one of the electors to the two private
 
sector positions on the Monetary Board and making FEDEXPOR
 
membership obligatory for those wishing 'o use the preferential
 
credit lines of FOPEX and sui generis. Aside from formalizing
 
the role of FEDEXPOR as the recognized private sector
 
institution in thc export system, the proposed changes would
 
have the probable effect of ensuring the organization a
 
steadier and growing budgetary base.
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FEDEXPOR's links with the Cimaras are not as easy to
 
characterize. In interviews, private sector individuals
 
associated with the C~maras indicated either no knowledge of
 
FEDEPOR, a little knowledge (a vague response), a fair bit of
 
knowledge or great deal of knowledge. Similarly, opinions of
 
FEDEXPOR ranged from its being a small, inconsequential idea,
 
to its being a political vehicle of some unnamed group, to its
 

A cualifled
being a struggling and at times effective group. 

judgement would be that the CAmaras have been hesitant about
 
being too receptive to FEDEXPOR (there are exceptions; in Quito
 
their office is in the building of the C~maras and they use a
 
Cdmara telex) partly for reasons of bureaucratic turf
 
protection, and partly because FEDEXPOR has not been willing to
 
align itself, as it has at times been solicited to do, with the
 
public political statements and actions of the Camaras. The
 
proposal, in the draft bill for the new law, to give FEDEXPOR
 
the status of a OC~maraO is not lkely to increase the
 
receptivity of the existing CAmaras.
 

FEDEXPOR has become a standard stopping point for staff
 
of international organizations, public and private. A review
 

- March, 1983, period
of its activities over the January, 1982 

indicates that particularly in regional activities FEDEXPOR has
 
extended and deepened its connections.
 

in Social and Political terms, FEDEXPOR is an
 
It has not, however, attracted
organization of businessmen. 


the attention of labor or government groups except those
 
specifically engaged in exporting. It generally reflects a
 
social responsibility approach to the role of business. Its
 
members, most notably its directors and the ones with whom the
 
organization is identified, generally take a "what works"
 
approach to business, labor, and government relations. Its
 
most strained links would appear at the moment, given its
 
determination not to adopt a partisan stance, to be those with
 
some of the business interests most strongly associated with
 
the current election campaign. There is a tendency for the
 
orgapization to have a Quito oriented image (which would appear
 
to be a bold over from earlier days given that most of its
 
membership is now reportedly from Guayas) and a 'small'
 
exporters image (the latter is valid given,that the traditional
 
exporters of cacao, coffee and banana, are not, by definition,
 
included).
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FEDEXPOR has had difficulty in sustaining the interests
 
of its members, some of whom are firms that seem to join
 
several private sector organizations while not seeking or
 
hoping to receive a direct service from them. It has a
 
voluntary leadership which has dedicated time to the
 
organization and a somewhat lagging membership. The larger
 
member firms do not reauire any direct assistance, while the
 
smaller ones probably require more assistance than FEDEXPOR is
 
in a position to provide (e.g., with technical issue of Quality
 
control, packaging, purchasing contracts). Its members,
 
nonetheless, even when not receiving direct services, have a
 
regard for FEDEXPOR as a private organization which is playing
 
a role (some would say a limited one others would credit it
 
with substantial impact) in informing and influencing public
 
sector decisions.
 

10. 	 Private Sector Institutional Weaknesses in the
 
Non-traditional Export System
 

The constraints to the effective functioning of the
 
private sector institutions are financial, technical,
 
informational, training and 'mobilizational'o
 

Financial. Up to now there has been no strong financial
 
base for private institutions in this sector. This can be seen
 
in the failure of what would appear to be possibly good ideas
 
(CICE, EXOPIAR, CORFEX, FUNDEX) to get started, and in the
 
continuing budgetary weaknesL of FEDEXPOR. The proposed law
 
would be expected to help relieve this constraint to some
 
extent, but at the cost of converting membership in FEDEXPOR
 
from a purely voluntary one to one with a mandatory basis in
 
law. Given that other majnr private institutions have had this
 
statutory membership basis, FEDEXPOR has been at somewhat of a
 
disadvantage.
 

Technical. No private sector institution has had the
 
interna-jaacity to produce services of a high technical
 
nature, either to firms or to government. And none has served
 
as a consistent vehicle for the intermediation of such
 
services. This has been due partly to the very youth of
 
FEDEXPOR, but more so because of the practice.of the
 
significant providers of such assistance, such as the
 
multilateral and bilateral international-cooperation agencies,
 
to channel assistance through public sector institutions.
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Also, the larger export firms have well developed, often
 
contractual or equity based, arrangements for technical
 
assistance.
 

Informational. No private sector institution is
 
to provide private sector exporters
presenTy-n-a !isition 


with detailed, current data on markets and market-related
 
factors (e.g., distribution systems, packaging requirements,
 

There have been tentative and unsustained
bealth standards). 

attempts in this field, such as the current one of the Guayas
 
CAmara de Comercio (noted earlier) and some the activities
 
of FEDEXPOR.
 

Training. There is no established capacity within the
 
private sector to provide training in topics related to
 

As part of a two year Lima based UNCTAD/GATT
external trade. 

supported curriculum development project for the Andean region,
 
the Center for International Business developed courses which
 
are reportedly now being given at local universities in
 
international business admintstration topics, and the FUNDEX
 
concept for a training institution is now an active idea.
 

Mobilization. Without understating the impact of
 
FEDEXP no insttution has been able to strongly mobilize the
 
private sector to represent and promote its interests as
 
exporters. This is perhaps attributable to the tendency to
 
organize on a sectoral producer basis, but it would appear also
 

to be a hold over from the 1970's conception of production
 
being geared primarily to a limited, albeit growing, domestic
 
market and for producers and commercial interests alike thus to
 
adopt a zero sum game approach, in which internal struggle
 
rather than collaboration was the role (the coffee industry,
 
with its three way split amongst producers, processors and
 
exporters would be a classic example).
 

Strategies
Il. Recommmendations for possible Mission Assistance 


A. Basic Approach
 

There has been an open discussion within Ecuador in
 
recent years as to what policy and institutional changes are
 
required to increase non-traditional exports. This discussion,
 
which is on-going, has resulted in the drafting of the current
 
bill for the new export law. It reflects a wide consensus on
 

needed changes. .Private sector representatives have been
 
strong collaborators in the formulation of this bill.
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In the context of this discussion and consensus, the
 
suggested approach to the sector for the Mission, then, has two
 
aspects. First, activities of the Mission should be linked to
 
the detailed development of some of the proposed changes.
 
These changes likely will continue to be sought regardless of
 
whether this particular bill is passed into law. The strategy
 
suggestions which are proposed below, then, are made in the
 
context of their being pursued as part of this implementation
 
of a larger series of changes. Second, actions taken by the
 
Mission in this sector, whatever the specific programmatic
 
content, should have as a key objective the strengthening of
 
the private institutions in the sector. A consistent theme in
 
the Mission's approach should be the incremental correction to
 
the present structural distortion in resource control in the
 
sector (i.e., non-traditional exports are made by the private
 
sector while services to the sector are centered in the public
 
sector).
 

B. Strategies to address system weaknesses
 

The non-traditional export system's weaknesses can be
 
addressed, on the one hand, by internal, domestic activities,
 
and on the other, by a combination of internal and external
 
actions.
 

1. Internal
 

a. Training. Provide support for private individuals and
 
groups who are or potentially could be involved in export
 
trade. If this is pursued, the UNCTAD/GATT curriculum
 
developed for the Andean group and now being implemented in
 
loeal universities should be reviewedl also, the proposed
 
training institution concept shouldbe considered. Fields of
 
training would vary widely, from engineering and technical
 
specialities to international trade practices and agreements.
 

b. Service rationalization. Provide institutional
 
development support to efforts to rationalize the export
 
documentation process and the provision of public sector
 
services to exporters. The focus should be on strengthening
 
the capacity of the private sector to participate in the
 
control and management of these government services. The bill
 
for the proposed export law does provide for the establishment
 
of a central point which possibly might evolve into a
 
centralized service provider, and which thus would be a major
 
reference point for developing this strategy.
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Provide support for implementing
c. Detailed studies. 

specific export studies which have, as their priicipal
 

objective, the placing of specific products in external
 

markets. To distinguish this strategy from the more normal
 

practice of supporting "studies", they should be done on a
 

collaborative basis, in which potential private sector
 
Also, a possible device to
exporters play an important part. 


be considered would be including the costs of a study in a
 

subsequent FOPEX-type, credit should the study result in actual
 
(This is the approach being followed in
market entry and sales. 


the AID/CFN export project.)
 

2. External.
 

Technical assistance. Provide arrangements through
a. 

which external technical assistance can be directed to firms 

in
 

the sector. Firms have problems ranging from specific
 

technical ones (e.g., inadequate solubility of instant coffee)
 

to general ones such as export market packaging and health
 
There are no reliably consistent sources of
requirements. 


technical assistance now available, particularly in the
 

post-production or commercialization aspects.
 

b. Trading companies.1/ Provide assistance in the
 

initiation of private firms which would be specialized in the
 

commercial exportation of non-traditional products to U.S.
 

Smaller producer firms clearly need this assistance;
markets. 

larger Ecuador firms which have until recently not been strong
 

in U.S. markets (e.g., specialized plywood) might use it once
 

its capabilities were developed.
 

1/ Colombia's experinnce in successful export
 

development, including the activities of the export prrmotion
 

organization PROEXPO which has a Quito office, could be
 
AID's Washington based Bureau of
considered in this context. 

source of information on this
Private Enterprise is another 


topic. Roger Moeller of that office is the source of the
 
file at the Mission; Richard
following documents now on 


Cooper, et. al., "Export Trading Companies and National
 

Department in-Lesser Developed Countries," March, 1983; a
 

presentation by Lo Christy, to the President's Task Force on
 

International Private Enterprise, September, 1983; Letitia
 

Erler, "Export Trading Companies," September, 1982.
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C. Export agreements. Provide assistance in seeking,
 
formalizing and implementing sales contrapts fcr
 
non-traditional products in U.S. marke-s.'/
 

d. Export insurancc. vrovide assistance in the
 
implementation of an export insurance progLam. U.S. experience
 
in both the public and private sectors has developed a body of
 
expertise in this area which can be called upon. That the U.S.
 

market accepts the largest percentage of Ecuador's
 
non-traditional exports-estimated at more than 60 percent in
 
1983 - makes this n particularly logical connection.
 

C. Strategies to address institutional weaknesses
 

Institutionally the main weakness of the system are the
 
inadequate linkage between the exporters in the private sector
 
and the policy makers and service providers in the public
 
sector combined with the weaknesses of the private institutions
 
themselves. The strategies recommended are, thus, those which
 
serve to increase private sector involvement and those which
 
directly strengthen private institutions in the sector.
 

i. Private sector involvement
 

a. Projects. Provide for active and perhaps controlling
 
participation ot private2/institutions 

and firms in projects
 
dealing with the sector.


b. Policy. Consult with, inform and collaborate with
 
private sector export institutions and firms with a view both
 

i/ The Swedish model of developing global export
 
contracts based on non-binding target figures and on extensive
 
work in Sweden is a useful experience to consider. The current
 
president of FEDEXPOR is knowledgeable in this regard having
 
recently visited Sweden and having participated in the
 
intialling of a Sweden-Ecuador agreement.
 

2/ in the current AID/CFN project for studies aimed at
 

developing non-traditional agricultural and agro-industrial
 
exports, FEDEXPOR and several of tis member agro-sector firms
 
should be integrated into the studies from the initial design
 
stage onwards. Given the good working relations which already
 
exist between CFN and FOPEX and FEDEXPOR, this should present
 
nothing more than d normal amount of technical and professional
 
difficulty.
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to influencing private sector policy and to assisting the
 

private sector to influence public sector policy.
 

2. Specific Institution-strengthening efforts
 

a. FEDEXPOR. Assist FEDEXPOR to provide a range of
 

information services to its member non-traditional exporting
 

firms; to channel external technical assistande to these 
firms;
 

to mobilize increased membership participation; to improve 
its
 

links with other private sector institutions, especially 
the
 

CAmaras and producers associations; and, to develop a 
capacity
 

basis. The
to recover service costs from firms on a user 


Central Ban'. has funds which it is reportedly willing 
to
 

contribute to assAsting FEDEXPOR in a number of those areas.
 

Also, FEDEXPOR is currently participating in the emergency
 

committee established in July, 1983 by the Minister of MICE! 
to
 

deal with the export decline and this should help to ensure
 

that what is done with FEDEXPOR is not an isolated initiative.
 
Adopt a passive but open approach to other
b. Others. 

initiatives in the sector, initiatives which
private sector 


presumably will be made once the .Mission's interest becomes
 

apparent.
 

Strategies for inter-donor collaboration
D. 


Development cooperation agencies have not been very
 
There which have been active
active in Ecuador in this sector. 


recently or currently should be informed of the Mission's
 

evolving sector strategies and possible points of collaboration
 

The most obvious activities, in the short term,
identified. 

would be to: review the Ultramar studies on U.S. markets 

with
 

the UNDPI review the Metro studies on European markets 
wtih the
 

EIC consultants involved and participate in the currently
 

ongoing public sector institutional review being done 
by the
 

same group; establish at least an informational link with 
the
 

consultants carring out the World Bant incentives and
 

protection study.
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C. Sectoral Analysis Small Enterprise
 

1. Sector Definition
 

The small scale non-farm enterprise sector in ccuador
 
is normally discussed in terms of small businesses and
 
industries and, on the other hand, artisans. Small businesses
 
are sometimes subdivided into those who operate in a fixed site
 
with employees and those who are mobile, usially independent
 
street vendors. The precise definition of these groups is an
 
issue of some debate in Ecuadorl/. INEC, the National
 
Institute of Statistics and Census, has used the number of
 
employees and the gross value of production as criteria for
 
distinguifiiing the small from the medium and larger size
 
industrial units. "Small" in terms of employees, has ranged
 
from 49 or less to 20 or less, while artisanal is four or less
 
workers, including family whether or not the,. earn a formal
 
wage or salary. The World Bank, in the 1982 appraisal of the
 
small scale enterprise credit program through FOPINAR, defined
 
"small" in terms of assets of less than S/12.0 million sucres,
 
excluding land and buildings. It also saw the sector as"
 
divided into at least two sub-groups, formal firms having seven
 
to 20 employees and "artisan workshops" having less than
 
seven. The Law for the Development of Small Industry and
 
Prtisanary defines small in terms of assets in which machines
 
are used to process materials into pro'ducts and in which the
 
value of fixed capital, not including land and buildings does
 
not exceed a certain point.2/ Artisans are those units ir
 
which manual labor is the major production,element.
 

The major formal financial institutions for the small
 
scale sector, the BNF (National Development Bank) and the CFN
 
(National Finance Corporation), both define small in terms of
 
fixed capital (maximums of S/10.0 million and S/12.0 million,
 
respectively), not including land and buildings and not taking
 
the nature of the business into account.
 

A good review is, CENAPIA, "Estudio Sobre la Pequefia
 
Industria en el Ecuador," November, 1981.
 

2/ The point according to CONADE is now S/12.0 million, it
 
was raised recently from the former S/5.0 million.
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2. Sector Size and Economic Contribution
1 /
 

The manufacturing enterprise sector according to 1978
 

official statistics is composed of some 100,000 artisan
 
fewer work~ers) and 1,700 factories. Of the
workshops (four or 


latter., no more than 1,200 were small, that is having 20 or
 

less employees. On the other hand, the Federation of Small
 
Industries (FENAPI), reports 2,500 firms as members and 6,783
 

INSOTEC, a private consulting group,
as registered by law. 

identified 880 in the three provinces of Pichincha, Azuay and
 

Between 1970 and 1980, 2039 firms were registered under
Loja. 

the law providing incentives for small industries. During the
 

period mid-1982 to mid-1983, the last year for which figires
 

are available, 90 new units were registered. The national
 
census agency, INEC, reported that in 1980, 94 percent of the
 

manufacturing sector production units had le7s than 10
 
employees and annual sales of less than $200,000.
 

In terms of units, a reasonable approximation is that
 

in Ecuador there are more than 3,000 small manufacturing-units
 
with five to 20 employees and at least 100,000 artisan
 
workshops with four or fewer workers.
 

In terms of employment the artisanal group is the
 
major source of employment in the manufacturing sector,
 
providing an estimated 70 percent of 340,000 jobs. The small
 
group accounts for an estimated 10 percent, while the
 
"otbers"--the medium and larger firms --supply 20 percent of
 
the jobs. The "small" group in employment and output is of
 
relatively minor importance compared to the artisan group in
 
terms of employment and to the medium and large group in terms
 
of employment and output. The trend, however, has been for
 
this "small" sector to be the fastest growing.
 

1/ The figures presented in various reports are seldom in
 
agreement. The major sources are: Luis Luna Osorio,
 
Investi aci6n sobre la situaci6n de la Peauefla Industria en los
 
Paises Miembros del Acuerdo de Cartagena: Sitaci6inde la
 
Pequea industria en el Ecuad6r, Quito: Escuela Empresarial
 
Andina del Convenio "Andrds Bello", 1981. kTNAPI, "Informe del
 
Presidente", Quito, 1983 CENAPIA, nEstudio ...op.cit.;
 
CONADE-ILDIS, 'Las Politicas de Fomento a la Artesania en el
 
Ecuador," Quito: Enero, 1983; World Bank, "Second Small Scale
 
Enterprise Credit Project, Staff Appraisal Report, Ecuador,"
 
1982; MICEI, "Informe de Labores," Quito, 1983.
 

*
 
A
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In terms of output and contribution to GDP, the
 
figures are perhaps even more problematical than those for
 
units and employment. The national statistics rely on
 
information from units which actually report (i.e. for tax or
 
industrial census purposes); this is a weak information base.
 
The World Bank staff estimates are that the artisanal sector
 
contributes 20 percent of the value of manufacturing output (60
 
percent) is contributed by 200 large units employing more than
 
100 employees. A reasonable conclusion would be that
 
approximately seven percent of the output is produced by the
 
"small" group.
 

A group probably not as numeroua as the 250,000
 
(estimate run as high as 300,000) artisans, but signiticant in
 
terms of people supported, is that of itinerint vendors. In
 
Quito, there were 30,000 vendors identified ly the municipality
 
in 1982.1/ The number for the country in 1984 is on the
 
order of 100,000, or, in other words, an equal number of units
 
as those of the artisans.
 

The 3mall scale manufacturing sector in a comparative sense
 
contributes more efficiently to several aspects of Ecuador's
 
development than do the larger scale units. Its cost
 
structures are more dominated by the use of labor and national
 
raw materials, its unit costs of creating a job are lower (the

World Bank accepts the estimate that it requires about five
 
times as much capital investment in Ecuador to create a job in
 
larger scale industry than in the small scale sector), its
 
units are less concentrated in Guayas and Pichincha, and it is
 
the sector which is particularly oriented to producing goods
 
and services for the mass market.
 

3. Sector development
 

The small scale and artisanal manufacturing sector has
 
long been of interest and importance in.Ecuador. Cloth and
 
hats provided by the sector were for many years siqnificant
 
export products. In 1945 hats accounted for 23 percent of
 
Ecuador's exports. As recently as the 1960's, it has been
 

1/ See, Fundaci6n Ecuatoriana de Desarrollo and AITEC,
 
"Programa de Desarrollo de la Microempreia," Quito, 1984.
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suggested that artisan production supplied 98 percent of the
 
country's shoes, 26 percent of its wood products and the major
 
part for the clothing and household articles markets.l/
 

In recent years actions which have directly affected
 
the sector have shifted gradually from a guild-like concern
 
with craft protection to a more industrial expansion and
 
promotion approach. The initial law, la Ley de Defensa del
 
Artesano, was introduced in the late 1940's and passed by the
 
legislature in 1953. It provided, in addition to a guild-like
 
protection through the registration of artisans, exemption from
 
paying of certain taxes and meeting other financial
 
requirements of government. It also provided for mandatory
 

The major effect
participation in the social security system. 

of this law seems to be to permit many artisans who own
 
workshops and employ workers, as well as non-artisans who own
 
or contract workshops, to not pay sales and income taxes and to
 

be exempt from the application of many of the legal protections
 
which in formal sector enterprises are provided to employees.
 
The guild-lige pr6tection thus is In the form of a trade
 
restriction with the taxes and other requirements being ipplied
 
only to those who are not registered. Its trade restriction
 
(or effective protection) effect Is clear in that perhaps the
 
majority of artisans have not been registered. The law does
 
not provide for the improvement or expansion of the sector.2/
 

The more promotion oriented approach to the sector began
 
with the 1965 passing of La Ley de Fomento de la Pequea
 
Industria y Artesania. The objectives of this legislation have
 
been developmental (create jobs, increase savings, replace
 
imports, decentralize industrial development, and improve
 

1/ Victor Tokman, "D.&stribuci6n del Ingreso, Tecnologia y
 
Empleo" Santiago ILPES/CEPAL 1975, referred to in CONADE/ILDISI
 
"Las Politicas ...... u, o_. cit; see also, .CONADE/ILDIS,
 
"Artesanias y Politicas Estatales," Quito, 1983.
 

2/ Under this lawwartisans" are those largely ma-ual
 

skill based workers, or working owners who have no more than
 
six workers or employees
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It led in 1975, to the
 income distribution) from the outset. 


creation of one of the sector's major public 
sector
 

institutions CENAPIA, the National Center for the Promotion of
 

Small Industry and Artisanry, and led, in the 
1970's, to a wide
 

number of initiatives being taken by government 
to regulate and
 

a system of categories
provide incentives to the sector: 

according to scale was introduced; special guarantee and
 

development funds and special credit lines, including 
one from
 

for capital investments were
 AID for $4.5 million dollars 

established; specialized government bureaus were 

opened to deal
 

with the sectorl special fiscal incentives for units 
locating
 

in region other than Guayas, Pichincha and Galapagos 
were
 

developedl industrial estates were opened; and, 
special
 

government committees to coordinate inter-bureau 
activities
 

were formed. Apparently only a small number of small scale
 

enterprises apply for the benefits provided by 
the development
 

arrested legislation, and it has been estimated 
by CONADE that
 

the small scale sector receives only two percent 
of the fiscal
 

incentives of the total fiscal benefits actually 
provideid by
 

the government.
 

The result of both the "defense" and the "promotion"
 

laws, indtitutionally, aside from the growth of 
the public
 

sector regulatory, promotion and analysis units, has 
been the
 

growth a.id expansion of associations of artisans and small
 

industry owners at municipal, provincial and national 
levels.
 

The law provides that the small industrialist or artisan 
must
 

be a member of the relevant association as a condition 
for
 

receiving concessional credit and other assistance through 
the
 

Another result has been the continued seeking
public sector. 
 The

by the associations of more benefits for their members. 


unification of the two laws was proposed during the 1960's 
(AID
 

This was

supported the preparation of a draft, unified bill). 


not achieved, and the different interests of the different
 

gzoups covered by the two laws male such a unification
 

unlikely. Also, the smallest of thn small, the vendors, 
havq
 

been mainly approached from a conk% .)i (e.g.-, health
 
regulations; commercial zoning) perective.
 

The 1980-1984 national development plan emphasized
 

that the development of small industry and artisan workshops
 

was the "strategic element" in the national industry
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development strategy, especially because of the importance of
 
this sector to efforts to "decentralize" I/ the national
 
economy and solve the problems of unemployment and
 
underemployment.
 

In the last two years, there appears to have been an
 
intensification in the small industry efforts of the public
 
sector organizations which have the responsibility or potential
 
to assist the sector to make more effective their activities.
 
SECAP, the large public sector vocational and skill training
 
insititution, has secured major multilateral and bilateral
 
assistance (World Bank, Germany, U.K., Spain, Brazil) and at
 
the same time has begun to develop programs especially directed
 
at the needs of small industry. If successful, these will do
 
much to improve the (currently low) regard for SECAP held by
 
many of the sector's leaders. CENAPIA has moved to work more
 
closely with the sector on technology development, particularly
 
for small scale food processing. CENAPIA, the small industry
 
arm of MICEI, was the only part of MICEI to receive as budget
 

The CFN, in addition to its
increase between 1980 and 1981. 

FOPINAR credit program, has entered into an agreement with
 
INSOTEC, a non-profit group with a special interest in small
 
industry development, and FENAPI, the national federation of
 
small industry chambers, to assist the metal working
 

CONACYT, the National Science and Technology
sub-sector. 

Council has contributed to a technology development project.
 
with FENAPI and the Central Bank sponsored an agreeement with
 
Spain to promote, through a unit called PROECUADOR, joint
 
ventures involving small scale industry. CONADE, the national
 
planning agency, carried out a major-review of the sector and
 
has prepared comprehensive recommendations for government
 
action (this should be available in March, 1984).
 

Most "practical" actions over the past two years
 
directed to the sector, however, have concentrated on providing
 
greater (but still very limited) technical assistance in
 

on the
commercialization and production related areas; 

provision of industrial estates where services and utilities
 
are provided; and on ensuring a flow of concessional credit.
 
Thus the World Bank in 1982 approved a second small enterprise
 
credit to CFN-FOPINAR of $40.6 million dollars following a
 
$20.0 million dollar credit in 1980 and the Central Bank in
 
late 1983 opened a guarantee fund of US$0.6 million annually to
 

1/ The decentralization objeLtive was stressed anew in
 

the Ministry of Industry, Commerce and Integration report to
 
the Congress of mid-1983. See, MICEI, "Informe de Labores,"
 
1982-1983, Quito, July, 1983.
 



- 90 

cover up to 80 percent of the loans made by private banks to
 
the sector for specified productive activities. Nonetheless,
 
a negative development is the apparent falling off from late
 
1970's levels of credit to the sector provided by the financial
 
system and particularly by the National Development Bank, but
 
this appears to have been a problem more of poor administration
 
than of policy.
 

With regard to the artisan group, as well as to the
 
small commercial and service businesses, including vdndors, the
 
major positive developments in the past several years appear to
 
have been a heightened awareness of their importance as a
 
provider of large scale employment and of the need for more
 
active and coherent strategies and programs to assist them.
 

as is the case with the small
However, one does not see, 

industry group, an actual intensification of efforts to assist
 
these groups.
 

In 1983, as a response to the general decline in the
 
Ecuador economy, an interinstitutional commission was formed,
 
comprised of FENAPI, the Chamber of Small Industries of
 
Pichincha, CENAPIA and the small industry and artisan promotion
 
The purpose of the commission is to examine ways to assist the
 
small scale sector during what is expected to be several years
 

a
of economic difficulties. The commission has provided for 

group of studies to be carried out. Some are sub-sector
 
analyses (e.g., metalworking, textiles, wood products). while
 
others are more broad and indicate some of the strategies being
 

considered (e.g., credit guarartees, imported inpu:s, credit
 
unions for small scalle establishments and group pruchasing
 
arrangements).
 

4. Sector Trends
 

Major trends of the sector have been a continual
 
growth in the number employed by the artisan group (JUNAPLA
 
figures indicated a growth from 189,000 to 225,000 between 1966
 
and 1978), a continual decline in the proportion of
 
manufacturing sector employed who are in the artisan group
 
(from 84 percent in 1966 to 70 percent in 1979), and, according
 
to World Bank reports, relatively fast growth in output,
 
employment and productivity in the small industry group. By
 
comparision, there has been only slow and, in the past several
 
years, negative growth in the medium and large scale
 
manufacturing sectors.
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The rapid growth of cities 
in Ecuador , especially of
 

secondary cities, is a broad 
social trend which creates 

the
 

basic condition for much of the 
small scale sector expansion.
 

The growing informal sector, 
particularly of small commercial
 

and service establishments and 
of vendors, is a reaction to 

the
 

increased need for marketed 
goods and services that'has
 

as well as being the basic
 
accompanied this urban growth 


survival strategy of individuals 
in a situation in which the
 

zero 	national macro
formal sector is contracting (negative or 


growth in 1982 and 1983 and very 
low growth, at best in 1984),
 

in which there is not a developed 
"safety net" for the
 

unemployed and in which, thus, 
the most common, viable
 

The
 
alternative is to go into business, however 

small. 

artisan furniture workshops 

is most
 
exceedingly rapid growth or 


likely a direct reflection of 
this urbanization trend.
 

The small sector most likely 
has been less affected by
 

the national economic decline 
than the medium and large
 

One can assume that the cost 
structure of small (as
 

groups. 

opposed to the artisan) group 

has been affected by the
 

continued increases in nominal 
minimum wages, but these
 

increases'by law have been less 
for small units than for large
 

(partially offsetting their 
higher proportion of labor
 

ones 	 Also, the decline and particularly 
the
 

costs to total cost). 

external sector crisis and the 

demand and import restrictive
 

measures taken by government 
to deal with it, may have worked
 

Their main
 
to the relative advantage of 

the small sector. 


dependence is on domestic inputs 
and that their main industrial
 

sub-sector concentrations, in textiles and food products, 
are
 

in areas in which market demand 
is comparatively resistant to
 

The import restrictions however,
 
macro level demand declines. 

have 	had some effect on the sector 

and the sector's
 

associations in January and 
February of 1984 made
 

representations to government 
to have them lifted.
 

Performance

5. 	Comment! Analysis on Sector 


The broad thrust of the public 
policies for the small
 

scale aqctor over the past 20 
years have been to contribute 

to
 

The initial interest with
 
its modernization and steady 

growth. 
interest in the
 

craft defense, gradually evolved 
into an 


transformation of this group 
into a small and medium scale
 

industrial group within the general 
policy framework of import
 

substitution, industrial decentralization 
and job creation.
 

The growth of the sector, nonetheless, 
is due more to
 

the macro growth in demand during 
the 1972-1982 period than
 

government policies and public 
sector institutional efforts.
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By all accounts, the number of artisans and small manufacturing
 
units not registered under the law, and thus not eligible for
 
benefits, is much larger than the number registered. Secondly,
 
many of those registered are first time businesses as opposed
 
to already operating artisan units. According to the policy
 
intentions, the application of the policy regime was to offer
 
the opportunity for artisan units to be modernized, yet 70
 
percent to 90 percent of the registered small industries in
 
Ecuador have their origin in non-artisan backgrounds.
 

6. Components of Sector's System
 

a. Finance
 

Credit to the small scale sector is provided mainly by
 
private sector institutions. The results of a national survey
 
in 1978 indicated that private commercial banks (67 percent)
 
and private financieras (eight percent) provided 75 percent of
 
the credit received by small enterprises. The BNF (National
 
Development Bank), with 25 percent, was the largest single
 
source. World Bank estimates were that total credit reauired
 
by the small scale sector in 1982-1983, was on the order of
 
US$156 million. This represents about 20 percent of the total
 
industry sector credit demand. About 17 percent of the small
 
scale demand is intended to be met by FOPINAR, the CFN/World
 
Bank program which channels funds through the private banking
 
system.
 

Other sources of credit are suppliers, family and
 
friends, and the informal sector. An ANDE study in 1979
 
indicated that suppliers' credit accounts for 28 percent of
 
total credit to the sector. At the smallest often informal
 
level, the relative importance of the different sources f
 
finance are different from those of the more formal smai_
 
sector. The results of a 1983 survey by AITEC in Quito were
 
that were that the distribution of sources was suppliers (31
 
percent) ,. family and friends (29 percent); private banks (27
 
percent); and private non-formal lenders (12 percent)
 

Monetary regulations require that private banks
 
provide a certain portion (20 percent to 25 percent) of their
 
total credit to the productive sector including small scale
 
enterprises. It appears, however, that only about half of the
 
credit provided by the formal private banking sector can be
 
accounred for by this minimum and by the funds which the banks
 
receive through the Central Banks' rediscounting of loans. The
 
conclusion is that the private sector seeks small sector
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clients in excess of the levels required (by the regulations)
 
or promoted (by the fondos financieros discount mechanisms) by
 
the public sector. Aggresive banks, for example the fast
 
growing Banco Popular are reportedly interested in increasing
 
their penetration into the small scale market.
 

An important trend to observe is the lack Of any
 
particular dynamism in the provision of credit to the small
 
scale sector either by the national financial system (as
 
reported periodically by the Central Bank) or by Ecuador's
 
major public sector development.banking institutions (BNF, CFN
 
and the "fondos financieros" mechanism of the Central Bank).
 
In real terms (constant 1975 prices), credit by the system to
 
small industry reached its peak of 12.6 percent of total credit
 
in 1978; in 1981, the last year prior to credit restriction
 
being applied to contract the economy, it had fallen to 5.7
 
percent. In the public development banking sector small
 
industry han not been able to increase its total share from its
 
1979 high of 16 percent (in 1981 it was 15 percent) in spite of
 
the additional resources of the World Bank which weLe placed
 
into the CFN for the specific purpose of assisting small
 
industry. Fondos financieros now appears to be the principal
 
source of credit to the sector. And while the amount provided
 
thrcugh fondos financieros In current prices has steadily
 
increased, the actual proportion provided to small industry has
 
declited from a high of 30 percent in 1978 to 21 percent in
 198.!
 

The geographic distribution of credit to the small
 
Rcale sector by the public development banking sector appears
 
in recent years to have gone disproportionately to the Sierra
 
(principally Pichincba). According to official reports of the
 
institutions, 60 percent of the funds from CFN's FOP ;AR
 
program in 1983 were invested in the Sierra as compared with 40
 
percent in the coastal provinces, half of which was in Guayas.
 
A distribution of 56-44, Sierra-Costa, was reported for those
 
National.Development Bank funds which went to the small scale
 
sector.
 

b. Tachnical Assistance and Training
 

Technical assistance to th*,s sector is the
 
responsibility of two public sector institutions, CENAPIA and
 
SECAP. Recently, FOPINAR has begun to provide technical
 

1/ See the discussion in Suma, January, 1984, and the
 

Central Bank's Boletin-AnuarT - 1983.
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With CENAPIA
assistance as an element in its credit program. 

and FOPINAR, the technical assistance is at an administrative
 
or managerial level covering activities such as feasibility
 
studies, training, promotion, and legal bureaucratic or credit
 
process assistance. SECAP, while it recently has entered into
 
agreements with FENAPI and with international donors which
 
would result in a progzt;m components addressing the needs of
 
the small scale sector, has dealt principally with meeting the
 
accelerated training needs of medium and large scale industry
 
for technically traine operators and supervisors. CENDES, the
 
national center for industrial development, directs its
 
activities mainly to the medium and larger scale sectors.
 
CENDES does have a technology information center in Guayaquil
 
which could be of use to the small scale sector. There is a
 
coordinating committee for technical assistance (CCI) to the
 
sector (composed of the director of FOPINAR, the president of
 
FENAPI and a representative of CENAPIA) but unconfirmed reports
 
are that it does not function with consistent authority.
 

INSOTEC, a private institution, and OCEPA, a "mixed"
 
enterprise, make technical assistance available. The former
 
works closely with PENAPI mainly on topics which address
 
management and administrative needs. OCEPA, which in a sense
 
is one of the sector's more known institutions (e.g. the
 
president is one of the six directors of CENAPIA), is rarely
 
mentioned by the small scale sector as a source of assistance.
 
CENAPIA, partly with World Bank funds channeled through the CFN
 
and approved by the CCT, provides accounting assistance and
 
information assistance on credit lines, principally FOPINAR and
 
fondos financieros, throug. short courses. CENAPIA reports
 
that it provided, in the 1982-1983 fiscal year, on-site
 
technical assistance to 610 artisan workshops, 557 of which
 
were located in Guayaquil. It also reports on-site assistance
 
to 48 small industries in areas, in addition of accounting and
 
administration, such as fruit and vegetable processing, ceramic
 
production and small scale sugar and alcohol production.
 

The official point for the coordination of
 
international assistance to the industry sector is DINATI, the
 
technical assistance coordination division of MICEI. FENAPI
 
and its offices and membership at the province level are,
 
however, the organizations through which most of the actual
 
coordination occurs. Much of the assistance provided is help
 
with meeting documentation and other reauirements for securing
 
credit and fiscal incentives.
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CENAPIA directs its efforts primarily to small
 
industry and urban based artisans. Its main approach is the
 

giving of short courses which tend to be geared directly or
 

indirectly (e.g., management and accounting) to the
 
It also providen
commercialization and marketing of products. 


commercialization assistance through the organizing of fairs
 
the setting up of demonstration
and expositions and 


workshops. The assistance provided to the artisan group by
 

CENAPIA is oriented to the modernization of productive units,
 

as opposed to the development of groups or the identification
 
of strategies for more vertical integration which would be
 

geared to reducing the number of levels of middlemen, a
 

perennial (but not necessarily valid) complaint.
 

7. System Weaknesses
 

Major constraints to the development of the small
 

scale sector in Ecuador are credit availability, skills
 

deficiencies at management and technical levels and the limited
 

access of small firms to design, engineering, production and
 
In terms of the systems described in the
marketing assistance. 


previous sectionr the system weaknesses are those in the
 

finance and technical assistance and related policy areas which
 

result in the foregoing constraints not being satisfactorily
 
addressed.
 

There appears to be a shortage of finance
Finance. 

availa-b-eto the small sector at each scale level, for short,
 

For the formal small industry and
medium and long terms. 

artisan groups, the lack particularly of long term credit was
 

identified in 1982 by the World Bank as a major constraint.
 

IBRD funds made available to CFN/FOPINAR in 1980 to address
 

this constraint for the small (not the artisan) sector were
 

committed and disbursed at twice the rate anticipated; two
 

years after the credit's approval, funds were being disbursed
 

to the small scale sector at the rate of US$2 million per
 

month. A CENAPI study in mid-1981, based on sources which
 

included ANDE, INSOTEC and ILDIS, found that finance 
At
availability to the sector was a generalized constraint. 


the smallest scale levels, the 1983 AITEC survey of
 

micro-enterprises in Quito similarly demonstrated a financial
 

constraint, especially short term credit.
 

This financial constraint merits several comments.
 

First, the rapid growth of the number of establishments in
 

Ecuador over the past ten years has obviously strained the
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management and administrative capacity of the formal financial
 

This, combined with continually changing laws and
sector. 

regulations which affect, albeit with the intention of
 

benefitting, the sector results in a difficult, time consuming
 

documentation and application process for the small enterprise
 

which attempts to secure credit through the formal banking
 
Secondly, there is an obvious competition between
sector. 


small and large units for credit, and an equally obvious large
 

unit bias within the banking sector, because of presumed lower
 
This may
unit banking costs in larger loans to larger units. 


be part of the explanation for the fact that the decline in the
 

share of credit nationally directed to the small scale sector
 

occurred during a period of apparent intensive interest in and
 

promo'tion of the sector. Thirdly, in none of the reports or,
 

the sector has failure or slowness to repay credit been
 

identified as a problem.
 

Given the consistent findings of studies of the sector
 

that the unit costs of job creation are lower and that import
 

ifitensities of the production process are lower than at larger
 

scale levels, there are good policy reasonf for at least
 

moderating this financial constraint. Suggestions that the
 

constraint might be resolved by more centralization in the
 

responsibility for credit to the sector are, however, in the
 

view of the author, to be avoided. The inst4.tutional pluralism
 

of the sector's financing is Ln advantage, not a weakness.
 
What is needed is a simplification of application and appraisal
 
procedures (elaborate processes distort the market in favor of
 

larger firms; one of the reasons reported by private banks for
 

using more of their own funds rather than the ostensibly lower
 

-cost Central Bank rediscounts is the slow and staff time
 
intensive process of obtaining the latter), an improved policy
 

environment on interest rates (increased savings will raise the
 
a lower public deficit (to
gross-amalability of credit), 


reduce competitinn for the funds between the public ard the
 

private sectors), and the d-.velopment of low cost credit
 
extension mechanisms which would be suitable replacements for
 

the more traditional banking scctor style (which has a formal
 

sector bias) and the public sector's "desarrollistaw style
 

(which tends to load additional bureaucratic costs on to the
 

credit mechanism).
 

Technical Assistance. An evaluation of technical
 

assistance activities to the small scale induntry sector was
 
This was followed by
carried out in 1981 by the World Bank. 


further examination in 1982 during the appraisal of the second
 
Tie co3nclusion of these investigations was
FOA7 Credit, 


that technical assistance "efforts are thin, scattered and
 

generally uncoordinated."
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The major review of small industry carried out in 1981
 
by Luis Luna Osorio found that "the grand majority of the
 
country's small industries receive no technical assistance."
 
The total number of professional and technical staff providing
 
technical assistance is very small (in the range of 30 to 40
 
individuals) resulting in few actual visits t6 production
 
units, visits when made last only several hours and result in
 
only superficial reviews of technical accounting and similar
 

are
problems. CENAPIA's three to five day artisan courses 

criticized as being too short, not specific enough to the needs
 
of individual artisan sub-groups, and rarely followed by visits
 
by technicians to the actual workshop of the artisans. For the
 
small firms, it is extremely difficult to secure market studies
 
or to tap into reliable assistance for establishing or
 
upgrading production and accounting systems, for planning sales
 
strategies or for seeking information of any type.
 

In spite of an increased interest in the small scale
 
sector in Ecuador, an interest promoted both by local leaders
 
cnd by intlezational, particularly European and multi-lateral
 
institutions, there remains a lack of clear focus on the part
 
of policy-makters in the public sector as to who and what the
 
sector is. This contributes to weak diagnoses of the sector
 
(data scarcity and non-compatibility is a basis of inadeauate
 
policy formulation) and accordingly weak program efforts. The
 
legal framework provides no indication as to relative
 
priorities and organizations.which provida technical assistance
 

The 1984
are consequently left to make their own choices. 

CONADE study (forthcoming) may help to moderate so-me of these
 
problems.
 

The only firms that can receive public sector
 
technical assistance are those registered under the law as
 
either small industries or artisans. In fact it appears that
 
several times as many individuals are engaged in the
 
registration exercise as in providing technical assistance.
 
With only a minority of firms registered, and with a tendency
 
for these firms increasingly to be, in legal terms,
 
decentralized units of large firms (done so as to gain the
 
fiscal and other benefits of the laws promotinq small industry
 
while avoiding the legislation which regulates labor conditions
 
in medium and larger industries) the extent of the outreach of
 
technical assistance is limited and probably inconsequential.
 

The World Bank's strategy to improve technical
 
assistance to the sector has been to develop a public sector
 
unit within CFN's FOPINAR charged with coordinating ane
 
providing technical assistance. It is a strategy not
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dissimilar to the proposal in AID's February 1984 agribusiness 
development project identification document for establishing a 
specialized agribusiness unit in the CFN. INSOTEC and the 
Peace Corps s'rategies are to strengthen the capacity o2 the 
chambers of small industrialists as institutions capable of 
coordinating and delivering tcchnical assistance. A nuwtbet of 
organizations have oriented their efforts to strengthen 
existing public sector capacities in the l1ICEI or in CENAPIA. 

The artisan group is the group which is reiarkable for 
both the high number of organizations and laws intended to help 
it ftdv on the other hand, the relative lack of effective 
assisitance which it receives. The JNDA, the National Artisan 
Defense Commisisionf charged with registering artisans, has 
focr inspectors to cover the entire country, and an application
 
can often t -ke more than a year to be considered. The Ministry 
o? Labor, -,ften in collaboration with the Ministry of 
Education, church groups, artisan associations and municipal 
authorities, provides training at the local level but the
 
persons who complete the tza-ining, often in sewing related 
tasks, find the employment iwtazret limited. CENAPIA's prcgram 
has been mentioned earlier The programs ff technical 
assistance of most of the groups reflect a lack of clarity as
 
to whether they are attempting to preserve artisans and crafts
 
or develop them into small induatrialists with a wider skill 
range.
 

scale, the vendorsAt the smallest end of the smalIl 
and micro-businesses, there are no technical assistance 

This may not, however, be the binding constraint.
services, 

Access to credit rather than technical assistance ise according 
to infor:ed 7bservefs and to the AITEC study, the major 
obstacle. 

a. Public-private relations in the sector 

The small sector's relations with the public sector
 
are d feo:ent from those of the larger private sector and their
 
interests are often different from those of the more
 
"established" firms. Within the small scale sector there are
 
also of course, Quite wide variations in interests.
 

As a rule, the small sector, is less dependent on
 
government benefits and incentives and in many instances not
 
fully within the grasp of the tax system, and has had few
 
relations with the public sector in a development promotion
 
sense. This is beginning to change. The restrictions on
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imports applied in mid-i983 to address the external sector
 
crisis led in early 1964 to representations by small industry
 
groups to have them removed because of thie negative effects on
 
their businesses. A fai21y aggressive upper leadership in
 
FENATT As in recent years begun to interact frequently with 
public sector institutions to secvre, what in synthesis could 
be termet, a ration2ization and improvemen ot the services 

ficVyV intended for the sector. Because of the 
goveenment's role through the JNDA in the registration of 
artisans, a process open to subornation, arbitrariness and 
delay, public sector officials and private leaders are often in 
discussioni but normally from a regulatory control rather than 
a development perspective. 

9. Private Institutions of the Sector
 

The growth of the public sector in Ecuador, made
 
possible during the mid-1970's in particular by petroleum
 
revenues, is reflected in the number of governmental
 

Because
institutions which deal with the small scale sector. 

of the public sector institutional proliferation which has
 
resulted, before discussing the private sector institutions,
 
public institutions on the national level and regional level
 
which deal with the sector are mentioned:
 

CONADE. the national Ylanning agency, is the entity
 
rp sible for planning government programs and
 
policies for small enterprise and arttsanny. A small
 
staff of three is responsiole for the small sector.
 
It is a good vantage point and a source of useful
 
comments) but not a hforce" witbin the sector. it is
 
expected that the forthcoming CONADE review of the
 
sector will provide a comprehensive summary.
 

MICEI. the Ministry of Commercee Industry and
 
Integration, is responsible for executing, and
 
directing governmental policies for industrial
 
development and for providing technical assistance.
 
Its units include: 
- Direcci6n General de Fomento de la Peaueha 
. Industria y la Artesania (with a staff of 34 and a 

wide mandate, it is epread thin) 
- Comitd Interministerial de Fomento de la Pequeha 

Industria y la Arteeana 
- Junta Nacional de Defenea a la Agtesana (ARDA) 
- DINATi (Direccl6% Nacioana de AsesoramientoT~cnico 

al Sector industrial); some of its on-going 
activities deal with the small sector. 
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ntrof.Finance and Public Credit, along wtth
 
.4CI_ Mesfi-f1'al beneits or those 

establishments covered by the law for the developnient 
of small industry and artisanry.
 

CENAPIA, the Nt ai C-nter for the Promotion of 
SMM-lIndustry and Artisanry in an independent part of 
KXCEI which provides technical asrtance and 
coordinates vith other organizations - ~ronall 
indust:y and artisanry developraent. Xt has a good 
sized staff including a reported 10 technical 
specialiscs. In addition to the CNAPIA activities
already covered, it is charged with the 'supervision'
 
of fondos financieros small enterprise loans.
 

Central Bank of Ecuador distributes credit principally 
through - r e ountneha~isms (fondos financieros) 
to public and private enti ies to benefit the small 
industry and artisanry sector. 

CFU, the National Finance Corporation, hias its FOPXNAR 
e-Ction which supplies credit to the.. small scale 

asctor through commercial banks and which naost 
recently is developing a technical assistance capacity.
 

Banco Nacional do Fomentor the National Development 
Banke channels credit to small enterprises for 
development and technical assistance. it has been the 
major oingle istiLtutonkai source of credit. 

MinistrZ of Labor executes the government's labor
 
S-6Y es7estar shes minimum salaries for workers and 
arbitrates labor conflicts. It also arbitrates in
 
cases oL appeals against non-registration decisions by
 
tha JNDA.
 

CENDES, the National in~dstry Development Center* is 
responsible for promoting industrial development and,
 
for studies on industrial projects which fall within
 
the government's priorities. Since CENAPIA's
 
creation, CENDES has dedicated its efforts to medium
 
and large industry. CENDES was created in 1960 with
 
AID ass'stanceo
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SECAP, Servicio Ecuatoriano de Capacitaci6n
 
Profesional, (Ecuadorian Service for Vocational
 
Training), a large organization with a staff including
 
340 people with profess:onal or technical
 
qualifications, offers accelerated training courses to
 
skilled industrial workers and operators. It has
 

directed its major efforts to medium and large
 
induL-tryo
 

INEN, the iational Standards Institute, a part of
 
M-EI with offices in Quito and Guayaquil, is
 
responsible for auality conteol within the industrial
 
sec sr# throughout Ecuador.
 

Supeintendent o Co nies protects and controls 

smll industries established &as-stockholdiln companies 
for the interests of stockholdeits and associates. 

Reji2nal Entities are responsible for developing
 
e-onomic activities in specific provinces or regions: 

CREA. (Centro de Reconversi6n Econ6mica) for the
 
provinces of Azaays Caflar y Morona Santiago.
 

CRM. (Centro de Rehabilitaci6n de Manabi) for the
 
province of ManAbi.
 

PREDFSUR. promotes development in the provinces of
 

Loja, El Oro and Zamora Chinchipe. 

The major private sector institutions of the sector
 

are the following:
 

FENAPIc the National Federation of Chambers of Small 
(4 staff) Quito-dusiries of Ecuador, is a small 


based organization which has 16 associate provincial
 
chambers (Pichincha, Guayas, Cotopaxio Manabi, Azuay,
 
Chimborazo, Tungurahua, Imbabura, El Oro, Esmeraldas, 
Lojay Carp Zamora-Chinchipe, Carchi, Pastaza,
 

It claims to havw 6024 affiliated small
Boifva). 

industries. Its main objectives are, in addition to
 

defending the members' interests (law reforms, etc.),
 

to provide technical assistance and training and to
 

facilitate the channeling of credit to the sector.
 

FENAPI is represented in several of the public sector
 

entities (MI-CEI, BNF, Ministry of Labor, SECAP) and in
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the private sector with the council of Production
 
Chambers and Associations. The associated c~maras of
 
Pichincha and Guayasr are FENAPI's strongest members
 
although it is not clear how supportive they are of 
FENAPI. FENAPI in recent years has worked closely 
with CFN and CENAPIA. FENAPI works with four 
technical educational institutions in Ecuador in
 
providing short courses for small business people.
 
is also the main organization through which Peace
 
Corps assistance to the sector is channeled.
 

The relations between FENAPI and its inember chambers 
vary with changes in leaderships (the heads, usuially 
in office for one or two years, serve on a voluntary 
basis). Further investigation would be necessary to 
ascertain, particularlyp the relations between the two 
large CAMaras (.Guayas and Pichincha* with FENAPI, and 
most particularly that between the Ckmara de Peoueflos 
Industriales de Pichincha, with its more than 2,000 
members, and FENAPI. In it most recent report of its 
own activities, in which there is no mention of 
FENAPI, the Cgmara lists its many interventions with 
the public sector policy makers, made with a view to 
effecting changes which would benefit their.members. 
These activities 2anged from discussions of exchange 
policy, to price controls, to credit policies, to wage 
and other labor legislation to customs procedures and 
import policies. The Pichincha chamber, on its own, 
has taken the lead in major discussions with 
government and in promoting the export potential of 
Ecuador's small scale industry sector. 

INSOTEC, a non-profit organization, which specializes
 
fn e-oal science research and technical assistance to
 
Ecuadorian organizations (Insituto de Investigaciones
 
Socio-econ6micas y Tecnol6gicas) is closely linked to
 
FENAPI as ar advisor and as a trainer of its member
 
associations. Its staff do socio-economic studies, 
human xesources research and publish a monthly
 
economic analysis supplement for the newspaper Eoy.
 
INSOTEC, with FENAPI, has been attempting to promote
 
direct small entrepreneur to small entrepreneur ties
 
between Germany and Ecuador. INSOTEC began in 1979
 
with support from several local development speciality
 
and a few small business people. In 1980, it began a
 
program of assistance to small industry. INSOTEC
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receives its funds from the Konrad Adennauer
 
Foundation (West Germany). INSOTEC's collaboration
 
with FENAPI is intended to include helping the Peace
 
Corps volunteers assigned to FENAPI and its members.
 
INSOTEC will also be collaborating with AID in the
 
Washington funded small entrepreneur development
 
research project. INSOTEC, in its work with the
 
members of the Cazmaras of FENAPI, reportedly was
 
"organizational. development" techniques. 

OCEPA. Organizaci6n Comercial Ecuatoriana de 
Productos Artesanales, was created by government in 
1964 as an entity to cormercialie artisans' products 
both nationally and internationally. In 19750 it 
became a mixed-economy enterprise. 60.44 percent of 
the stocks went to the public sector (MICEX) and 39.55 
percent went to the private sector. At present, there 
are 218 stockholders, 80 percent of which are artisans 
(stockholdings from S/500 to S/150,000 sucres).
 

OCEPA has exported goods (textiles, tapicos,, masapan
 
figures, panama hats, baskets) since 1979. In 1983,
 
reportedly due to world economic problemse euports
 
went down, but internal sales went up. OCEPA has
 
stores in Quito, Guayaquil and Cuenca.
 

Carara Artesanal de Pichincha, was created in 1973 and 
represents an importaniT small portion (1800 members 
approxi.mately) of the sector9 in the following areas: 
leather arts, textiles and clothingv building and
 
construction materials,, tone and marble work, graphic
 
arts and metalwork. They accept artisans that
 
produce, not that provide services, like barbers and
 
beauticians. It functions under the Development Law
 
for Small Industry and Artisanry and receive an annual 
contriiution of S/300,000 sucres from MICEI for 
office rent and clerical stafk 

The Camara's main objectives are - to form artisans'
 
guilds, inform members of the laws' regulations and
 
benefits and maintain links between artisans and
 
development institutions. Most comonly, the Cgmara
 
provides advice concerning pertinent laws, benefits
 
and paperwork for ac(irirnq credit.
 

Banco del Pacifico. This is a private banke and the
 
only one in Ecuador with an specialized artisans'
 
credit fund, which was created in 1977. Offices at 
the Bank,which use this fund are in Quito, Guayactuil,
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Cuenca, Ambato, Machala and Manta. Betw-an 1977-83, 
S/20'000.000 sucres in loans were made to artisans for 
machinery and raw materials. The Bank also provides 
economic advice and seminars, In Quito, the Bank's 
artisan office has two inspectors and one project 
officer. The Bank have registered 440 &rtisans in 
Quito &nd 140 with current loans (S/6'500,000 
sucres). It deals with artisans whether or not they 
are registered with JNDA. The Bankvs small scale 
lending program has been 1-haracterized as too lengthy 
and complicated for the majority of the business
 
people in the small and artisan sectors. This is, of
 
course, also a criticism of the FOPINAR program. A
 
review of the Banco del Pacifico program is contained
 
in the "Problems Related to Microenterprise Assistance 
Programs" study done by Bruce Tippett and Cameron
 
Smith for the World Bank. 

FECOpC.. (Federaci6n Ecuatoriana de Cooperativas de 
Ahorro & Cr~dito)5 is an organization that groups 
together savings and loan coops in Ecuador and defends
 
their interests. It was created in 1961 with funds 
from AID. At present, they receive funds from CIDA 
(Canada). FECOAC represents its members in legal and 
credit matters concerning coops. They also provide 
technical assistance for a fee. This organization is 
not economically stable. 

The Peace Corps program in Ecuador has developed links
 
with the small scale sector. At present. there are six
 
volunteers working (total amount of voluntee:s in Ecuador is 
270) on a small enterp-ise development program. The volunteers 
are distributed among the following Jnstitutions: one in 
FENAPI one in the Chamber of Small Industries in lbarra and 
one in the Chamber in Riobamba doing technical assistance and 
guild and trade union movements; one volunteer in FECOAC doing. 
technical assistance in accounting systems and financial 
diagnosis; one volunteer in YCE (Institqjte Cooperativo 
c.uatoriano) providing technical assistance in financial 

management and accounting for tnis institution that does agro 
cooperative training; one volunteer in the Centre del foluchacho 
Trabajador, that provides technical assistance in their 
vocatidnal training and industrial placement programs. 
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D. Sector Analysis - AgribusinessLAgro-industry 

1. Sector Definition
 

Agribusiness as defined for this discussion includes 
enterprises which produce, process, and/or market crops, 

and forestry products, or which manufacturelivestock, fishing 
or distribute farm supplies. Agro-industries are defined as 
enterprises that process raw materials into consumer goods or 
inputs for othex Industries. 

The main focus eg this profile is on agro-industries and 
on the systems and institutions of the agrorindustry sector. 
However, because of the close linkage between comercially 
oriented farmers and the developm2nt of agro-indstriess as 
well as their importance for food security and export 
development, agribusinesses engaged in primiary production are 
also touched upon and the major institutions which concern them
 
are mentioned.
 

Because of the scope and the inherent complexity of 
agribusiness systerns, this procfile has been prepared using two 
approaches. The first is that of an overview of the svstem and 
its major institutions. The second has been a case study of a 
selected sub-system (abacA) in detail, because of its intrinsic 
interest as a commercial agribusiness sub-sector, the lack of
 
other studies on the Ecuador abaca system, and as a
 
demonstration of the carrying out of a rapid examination of a
 
system.
 

2. Sector size and economic contribution
 

Agricultural sector production in Ecuador in 1982
 
contributed 12 percent of GDP. Agro-industry represented by
 
(a) food products, beverages and tobacco, (b) textiles and
 
leather products, and (c) the wood and furniture Industry,
 
contributed 9 percent of GDP, accounting for 72 percent of
 
total non-petroleum industrial production. The agricultural
 
sector provides employment for 48 percent of the economically
 
active population, and the agro-industry sector provides
 
employment for additional 2 percent (17 percent of
 
manufacturing sector employment).
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Of the approximately 1,000 agro-industries in Ecuador, 30 
percent are located in the province of Pichincha and 30 percent 
in Guayas. ,This apparently indicates that the proximity to 
markets and developed industrial infrastructure are more 
important location decision Xactors than closeness to raw 
material sources. There is a difference in the relative 
concentration of types of agro-industries in these two 
centegi. Guayas is in order of major importance, principally 
engaged in beverages and food, while in Pichincha the major 
emphasis is in textilis and food. 

Agrod-ndustries In Ecuador produce a wide variety of 
products including leather goods, paper and paper products, 
wood products, processed foods and beverages. tobacco products, 
animal feeds and alcoholic beverages. 

3. Sector Developtent 

The agro-industry sector in Ecuador grew steadily over
 
the 1970's. Agro-industry (volume output) in 1982 was
 
dramatically higher than "hatt it had been in 1970. The food
 
and beverage production index was at 193 (taking 1970 av the
 
base 100 year), the index for textiles was at 250, and for wood
 
products at 320. This development occured within an import
 
substitution policy orientation which provided many advantages
 
to industry sector investors generally. The major actions with
 
regard to the sector are those which created this framework for
 
growthe and then, in 1983-1984: the stabilization measures
 
which tend to work against this protective framework and which
 
contributed to a drop in agro-industry output in 1982 and 1983
 
(the el Nifo current related climatic disturbances was an
 
additional factor).
 

The initial industrial development law (1957), as
 
subsequently amended is the framework of fiscal incentives.
 
Amendments in the 1970's emphasized decentralization and
 
greater use of local raw materials, both of which would seem to
 
favor agro-industries. The law provide.; for the granting of
 
benefits to an establishment depending on the developmentel
 
value of its industrial category. Agro-industries of a large
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varietyl/ receive the large number of benefits
2/
 

4. Sector Trends
 

The agro-industry sector's relative contribution to
 
Ecuador's economic performance has remained steady over a
 

1/ For example in the 1982, those agro-industries on the
 
Ospecial list of MICEI (which issues a list each year) and thus
 
elegible for very complete benefits and protection were:
 

1. Edible crude palm oil.
 
2. Sesame seed oil for human consumption.
 
3. Soybean milk.
 
4. Soybean oil and flour for human consumption.
 
5. High protein vegetable food products for human
 

consumption..
 
6. Rice, potatoe, yuca and cuinua flours for baking bread.
 
7. Canned heart of palm for human consumption.
 
8. Industrial. processing'of coconut.
 
9. Essential juices and oils for human consumption and
 

dehydrated pulp for animals.
 
10oCanned cooked or semicooked vegetables and meats.
 
ll.Canned goat meat and sausages.
 
12.Canned foods in general.
 
13.Pureed banana and other fruiLs.
 
14.Jellies and rtarmelades.
 
15.Proteins and enriched foods for human consumption.
 
16.Enriched fruit and vegetable juices or concentrates.
 
17.Canned fruit and fruit juices.
 
18.Banana and platain flour.
 
19.Powdered milk.
 
20.Pateuri.ed milk and its deratives.
 
21.Baby food.
 

.2/ Benefits include: exoneration of licenses, registration
 
fees and taxes; exoneration of capital subscription and working
 
capital taxesl exoneration of export taxes; exoneration of
 
import duties; income tax deductions for reinvestment;
 
exoneration of local and municipal fees and taxes; etc.
 

http:20.Pateuri.ed
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ten year period. It contibuted 74.1 percent of industrial
 
sector gross value added in 1972 and 72.3 percent, ten years
 
later. Over the same 1972-1982 period industrial output as a
 

portion of total output also remained fairly steady moving from
 

19.7 percent to 17.5 percent of GDP. Over a alightly larger
 
period (1965-1981), while the contribution of industry trended
 
upwards very slowly, the major chainge was in the composition of
 
the output within the agro-Lndustry sector.
 

Textiles and wood product sub-sectors have been more
 
dynamic than food and beverages. in 1965, the relative
 
distribution was food and teverages and tobacco, 72 percent;
 
textiles, clothing and leather, 20 percent; and, wood and
 
furniture, 8 percent. In 1981, the distribution was 60
 
percent, 30 percent, and 10 percent. A similar phenomenon
 
occured with regard to employment within the agro-industry
 

:sing 1970 and 1980 2igures the relativesub-sector. 
contributions were, in 1970: food, beverages, and tobacco, 52 
percert; textil3es, clothing and leather, 38 percent; and wood 
and furniture, 10 porcent; ten years later the contributions
 
were 30 percentr 50 percent and 20 percent, respectively. The


1 

food and beverage subsectors, however, grew very rapidly in
 
1974-1978. Tlood urniture-production has been one of the most
 
dynamic of the eub-sectors, growing at a 25 percent annual rate
 

during the 1969-1980 period. This sub-sector is also of
 
interest because o2 the great number of artisan workshops (86
 

percent of the total number of establishments) and the heavy
 
concentration in Ilichincha (46 percent of the total).
 

Exports of processed agricultural products rose from
 
US$25.5 million in 1972 to US$256.1 million in 1981. This
 
growth resulted largely from the development of agro-industries
 
processing marine products and cocoa (l.iquor, butter, cakes,
 
and powder; and to a lesser extent, coffee products . In these
 
cases the amount of processing done is very limited and thus
 
the actual industrial value added as a proportion of total
 
value is relatively minor. As an import substitution sector,
 
agro-industry is attractive and the foreign exchange savings
 
generated by the sector are perhaps its major contribution.
 
2owever, impozts of agricultural origin for industry over the
 

211.2
1972-1982 period moved from US$ 40.3 million to US$ 

million. The volume of production of the principal
 
agro-industry inputs produced in Ecuador (cotton, tobacco,
 
African palm oil, sugarcane) have not, with the exception of
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African palm which increased tenfold over the 1971-1984 period,
 
ke t pace with industrial needs. Sugar now is an imported
 
commodity and in 1983 Ecuador lost its sugar quota in the
 
United States. In tobacco, the 1981 volume indice for the
 
tobacco industry using 1970 as the base (100) year, was at 605;
 
over the same period tobacco output had increased only 65
 
percent.
 

The stabilization measures of 1982-1984, because of their
 
general orientation towards making Ecuador products more
 
competitive domestically (through import restrictions) and
 
internationally (through devaluation) combined with a increased
 
policy level interest in the agro-related sector, tended to
 
create an environment conducive to the expansion of the
 
agro-industry sector. Initial indications are, however, that
 
the response nas not been strong. Partly, this is explicable
 
in tesms of climate (major production declines of 30 percent in
 
the coastal areas were caused by heavy rains) partly in terms
 
of the macro-level fall-off in demand as the government
 
introduced restrictive policies to redress the linked external
 
sector-fiscal sector de4ci.ts and partly in terms of a lack of
 
investor confidence generally (pending elections, currency
 
uncertainties). These factors notwithstanding, the response
 
has been contrained by weaknesses in the agro-industry's system
 
and in its instituticns.
 

5. Cmmentsns is/Constraints
 

Agro-industry shares many of the weaknesses of the
 
Ecuador industry sector generally. Its growth was stimulated
 
by protectionist policies and by large increases in demand
 
during the petroleum boom. It is now under strain as effective
 
protection levels are gradually being reduced and a& the former
 
steady increases in demand have changed, for three consecutive
 
years (1982f1983,1984). into negative per capita growth. The
 
agro-industry sector, much as the industry sector as a whole,
 
is dependent on imports for capital goods. It is also,
 
however, surprisingly reliant on imported raw materials and
 
remains a net importer even without taking into account capital
 
goods imports. The food sub-sector, the major group within the
 
agro-subsector, has a lou (compared with other sectors)
 
proportion of its gross product in labor payments (7 percent an
 
compared with 29 percent,20 percente 29 percent and 25 percent
 
for construction, agriculture, commerce, and textiles,
 
respectively) and reflecting the nature of agro-industry but
 
also the shallowness of much of this industrial processing of
 
the sector, only 38 percent of the value of its products is
 
added by the sector itself.
 

http:de4ci.ts
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Agro-irJustry in Ecuador has suffered indirectly because
 
of the tendency for agricultural sector policies to be income
 
distribution oriented, as opposed to production oriented. This
 
has resulted in supply inconsistencies and insufficiencits
 
domestically and a reliance on imported, and in some cases,
 
subsidized inputs. Industry sector policies, on the other
 
hand, have not favored a comparative advantage based
 
industrialization, and thus have probably been distortionary in
 
that industrial investments which under perfect competition
 
would have gone into agro-industry sub-sectors, have instead
 
gone into assembly, chemicals, metals and other sub-sectors.
 
The incentives have provided a bias in favor of high capital
 
and high import intensities, and by effect, though not by
 

(e.g.,
intention, a bias against high labor and high domestic 

agricultural raw material) intensities which would be more in
 
line with Ecuador's endowments.
 

Constraints to agro-industry development in Ecuador have
 
being examined by AID over the first half of 1984, in the
 
preparation of a agribusiness development project. Constraints
 
which were identified are: i) credit, ii) technical assistancr,
 
iii) documentation and iv) policy.
 

i) Credit:
 
Investment capital is a critical financial constraint in
 

the agro-industrial sector. The estimated demand for
 
industrial investment (including agro-industry) to be financed
 
between 1984 and 1986 is around $660 million. The IDB
 
considers that approximately 60 percent ($390 million) of this
 
amount would be required by agro-industrial and export
 
enterprises over the next three years. The IBRD and the IDB
 
last year provided loans to be channelled to private sector
 
industrial investment of $59 million and $35 million
 
respectively through Central Bank rediscounting mechanisms.
 
The loans include financing of foreign exchange costs for
 
agro-industrial projects.
 

In the agricultural sector most credit available is short
 
term production credit. The development of agribusinesses
 
based on permanent crop production or on-farm infrastructure
 
investment which requires long term credit is difficult.
 
Currently, the only source of long-term credit for tgricultural
 
production investment is an IDB credit line of $3.6 million.
 



Sectoral Review
 
- 111 -

Additional resources to cover financing needs of new or
 
expanded agribusinesses consist of domestic credit, supplier
 
credits and guarantee operations with foreign banks throuqh
 
national banks and finance corporations. The combined IBRD and
 
1DB resources amounting to $94 million, are currently the only
 
long-term resources available to the sector. Counterpart
 
financing mechanisms provide short term credit particularly for
 
export production (FOPEX), but generally do not provide funds
 
on terms exceeding two years. Therefore, a large gap for
 
financing agro-industrial investments will Kemain over the next
 
several years. A key bottleneck to the mobilization of the DE
 
and IBRD funds will be the long term financing of local costs
 
for agro-industrial investments.
 

There is no specific line of credit thin the financia 
system available to the private sector for pre-invetment
 
studies. The rondo Nacional de Preinversi6n (FONAPRE) is a
 
pre-investment fund for the feasibility study of projects
 
considered by CONADE as national priorities. During 1980-82,
 
FONAPRE lent $20 million for pre-in'estment studie5, alziost
 
exclusively to utility companies, state enterprises and
 
municipalities for public sector investment studies. The IBRD
 
and IDB loans for industrial finance do not include funds for
 
pre-inveotment studies. The lack of funds for such studies has
 
limited private agribusiness investments.
 

ii) Technical Assistance:
 

Technical expertise in agribusiness technology, marketing
 
and management are generally unavailable within Ecuador.
 
Private secor firms considering plant modernization, recuiring
 
quality control improvements in order < o enter foreign markets,
 
requiring improvements in marketing and managerial systems,
 
trouble shooting, etc., need foreign exchange and institutional
 
support to finance and locate appropriate short term technical
 
assistance. While technical assistance is generally provided
 
through multilateral or bilateral agencies to public sector
 
institutions, there is no established vehicle by which private
 
sector firms can obtain the technical and managerial assistance
 
which is periodically required.
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Coordination of Documentation:
iii) 


process required to export an 
The docjmentation or ato establish

processed agicultural product
unprocessed or public

relcuires a pilgrimage through umerons 
new agEo-industrY lost 

New exporter8 of agricultural products bave 
agencies" pear shble products'nd occasionally their
export opportunitiez ingencies

of lacit oL coordination between public
because of theis centrlizationlicenses. There voprocessing export and the-1dtr es,establiahing
document proceoo -o'r 

to Vear to complete due to 
procedures frec.uei-tly require up one 

and red tope.the lacki oaif coordination 

iv)
 
imdustrial incentives

AS discussed earlier, Ecador's 
have tended to work against endowment and comparative advantage 

To createagro-industries.based industries, qotably 
conditions gor the development of a 

more efgiclent industrial
 
to the industrialhas draited a revizion 

sectore the governaent areThe proposed improverent.:developmnnt law 
in the area of trade policymarginal and regorms particularly 


will still be needed to Gtimulate greater 
use of manpower in
 

At the
 
the sector and to spur agzo-industrial 

exports, 


government's reguest, the World Bank has provided 
financial and
 

industrial protectiontechnical support for a study of 
/incentives, to be undertaken with the help og highly 

aalified 

This itudy, which is to be completed by
U.S. consultants. 

August, 1984, is expected to provide the data and analytical
 -

important restructuring o government policy in 
basis for an 

support of a more dynamic, competitive and 

outward oriented
 

industrial sector.
 

6. Case Study Abaci
 

commercially as a 
Abacg is a banana-like plant grown 

the hard fiber which is extracted form 
rainfed monoculture for 

its stalks. Severaluunusual properties of the abaci 

fiber
 

(molecular structure, tensile strength, 
non-absorptive,
 

stronger when wet) have contributed to 
its specialized
 

application In the paper and to a lesser 
extent cordage
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It is the highest priced of the hard vegetable
industries. 

fibers. Ecuador and the Philippines are the two major abaca
 

exporting countries with Ecuador producing 20 percent
 
C.i. Dexter Corporation of
internationally traded absc4 fiber. 


Windst- Locks? Conn.± pu-chaes 40 percent of world abaci fiber 

including zoie 70 oEacvadort-trcent exports. The U.S. 

wholte haz ~t ; hsw 80 percent to 90 percentmarket a5 a 
of Ecuaorean abartex" zsr '&tictzI oc:'gel"fmtl total. abotu't 9,000 to 

-the abaca sector10,000 ton& per Litft2w -a~r year, 
exchange from tb-e exrportearned US-3$068 r11lon 1tatn e~ 


Of S,700 tont; i/. iit :.teptxon of less: than half a ton
 
Nactona! S~.A, a Guayaquilof ~ir:~.t twisOtdera 

the ca2.e vrapartion otfil rop S witb Whichbased fti:, and 
the b l.a,a tied in prepration for shipment, proce" Ling is 

lit,:ed to classifiCat9'n and baling and all exports atai of 

Abacs production, processing and exporting, in Ycuado. 

is totally in the private sector:. it is an exPort commodity in 
basedwhich Ecuador bas a demonstrated comparative advantaqe 

optimal groing conditionslargely oin bA. quality fiber and on 
being defined in terms of distance from the aouator (within 600 

sIe)e altitude (1,000-2,000 ft.) evenly spaced annual 
to 600 ) , volcanic soilsv and adecuate sunlight.raiunall (3011 

It is a labor intensive crop with labor estimated to be an mueh 

.*ae 50 percent of production costs. 

1/ This is the zigure compiled from Ecuador trade data by 

Adminconsult. Data compiled by Dexter shows a US$9.5 a total.
 

2/ The U.S. Embassy, Agricultural Attachd Keported a total
 

Ecuador production in 1982 of i,000 tons (see report EC3006,
 

1983).
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ii. stem Comonents 

Land SuEl and Production Unit Sizes: Abaci is produced
 
on privately ownsdland loc-ate -ithln 100 km of Santo
 

There are three large firms which produce abacc on a
Domingo. 

total of 3,000 hectarea plus one large and one small marketing
 

cooperative whose members vzoduce on a total of 9,000 hectares
 

The single largest eprorter, Coopex atlva Aba~cv Ecuador, has 130 
to 170 members whaea 1.-elds range f!rom 20 to 150 hectares with 
a reported mean of 35 to 0 hactrares The legal and 
institutional frVeoo. rop-rivate land ownership has 
generally served to ptect the Interests of the owners. One 
fairly major att p an linvasion", while eventually set 
back through legal chnrealss did however contribute tc the 
owners su sequent decizion to sell out. Land supply does not 
appear lto be a constraint. Suitable lands ate readily 
available. In Zact, it has been $ungeqted that as much as 
4,000 hectares has been taken out of abacA production in the
 
past seven years Wbile this figure is diffic lt to verify, 
one of the major producing firms reports removing 250 hectares 
of a total of 1,000 hectares. The alternatlive crop usually 
adoptea is African palm. 

8 0 0 
Labor SupDlr Basic labor (an estitnated 2 , field 

worke -M-0-TeZ aaci system is paid on a piece.-rate basis. 
While it appears to be lowly remunerated, it is on a par with
 
agricultural wage rates in Ecuador. The owners of the farms in 
some casep nupply food and lodging as well. The labor supply 
i reportedly adequater often from the coatal areas of 
Eameraldas and, more predominantly, from Manabi, Riobamba and
 
drouqht affected Loja. Labor is not unionized. Attempts to 
foc unions have been unsuccessful in gcod measure because of
 
le ,a obstacles (see the following "ranagement" se(;tion) The 
"enti frcmework for labor supply is the minimum wage (although
 
it is open to interpretation in the price-rate environment) and 
the Suarsntea, backed by lawy that the worker be paid for work 

ILSup22!X The use of purcbised inputs varies widely 
among tho prducer units. Government, ir the 1976-78 period 
under it5 banana program, had promoted the application to abacA 
of certain agro-chemical practices which had been shown to be 
economic in banana cultivation. AbacA producers after 
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following some of the practices were not convinced of their 
value. Those inputs which are used to some extent by sorne 
producers --fertilizers, nemacide,.e hebicldess insecticides-
are purectased from 8 to 10 ivate suppliero. Tho Centro 
Agricola does not play a role In input suppl1y. A corn weevil 
is reportedly the most serioua pcoblene, h .J_, *'eed by 
purchased inputs. input supply ia constrained in Eauaor by 
limited knowledge as to the en] as to the 
economies of application c crCpthe ef in
production and ptotecto o n 

Equipment, 72h1e ZAt( t-6 in Ecador uses 
siple tecoh 70io CFtendTA.. and inn, - e ".crt-%ahetes muw.les 
the f eid to 62" tO 7hp English and Brasilien Ao!ine a d 
diene CngieG to .7lve locly made t pln-1e machines for fiber 
Stripping. T)e fgor the ar m in onecores binding rade, 
casec by a s±01 engn drivan weving mchine and in the other 
by a hand pouered Yeavinq sachine. Machinery improvements 
would seen to be feasible at all of these atages. In addition,
 
thege ii,the potetial for mechanization ok selected field

Act i'Xti_ eg. 

Tecihnical Information: Research -nd Development roduction 
Th e etr cao engaged

in field tr'als or other investigations into the production or 
processing oe abaci. INIAP (Instiutto Nacional de 
Investigaconzs Agropecuarias) is the parastatal agency which 
might e expected to be engaged in the abaca sector. It 
operates a major research station in the abaca prcducing area 
whose activities ar focused on cacao, African palm, coffee and 
livestock. MAG (Ministerio de Aqricultura y Ganaderfa) 
operates a banana entension program but this does not cover 
abaci. Furukawag one of the private abacS producing companies 
has been furnishing seven hectares for a series of production 
experiments being conducted by persons 6ontracted by Dexter. 
Dexter also is paying for the other costs involved. These
 
experiments have at least IS months to run. No information is
 
available to indicate the prospects of useful results being
 
achieved. The experiments are addressing issues of ros
 
spacing, density, optimum harvest time and fertilizer
 
application with several v&rieties of abacA. 
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C.H. Dexter had, i. the past, a research and development 
capacity which addressed abaci production issues. There are 
reports, for instance, of a Dexter agronomist attending 
FAO/UCTAM ime :tizaga La 1979 with hard fibers, incucling abacb. 
The follovingg which io an excerpt from an annex to the FAO's 
1979 ORenort on the Tech ical Consultation an Abaci and 
Coir". 11/ uggoests major areas in which rezarch and 
development L. eequixdc 

- Weed control which is pre3ntly done by Slashing 
with a machete. Thio is a very labor-intensive and 
coetiy peacess. Grass woed are also known as a 
prima;ry Dost to V,¢Ctors of virus dizeases. 

- Ferti!e2ation in ab C& Lz rarely practiced. There 
exists very little {noicledge of which ertiizers 
are needed for abac6 in different producinrr areas° 
No reliable data exist as to what amount of 
fectiizer could be applied at, d r t ;nit prices 
while still producing acceptable -et - " to the 
producer when he 5olis his fiber at a given price. 

- The p:actice of shading i as old as the abac& 
Industry# but onlly lately have itz f ets become 
better known. Shaded and nonhaded abacA plants in 

- Philippines have eihib~led phyala and 
morphological Properties. Shading modifles the 
properties of the fiber, i.e. the strand tensile 
strength As reduced, the lumen is widened and the 
unit fiber length is increased. 

- In Ecuado, and the Philippix,,iesr ha:vei,tng is done 
when the stalk has. borne the fit. Rearchers 
bave found, howovez, that the beat yields and 
quality of ftber are obteai.ned when abackk is 
harvested just beforxe the Umet of the appearance of 
the f1acleaf. The delaying of harvest can cause 
brittlenees and reduced tensile strength of fibers. 
Since fruiting is nutrient exhaustive, any delay in 
harvesting also means competition for solid 
nutrients and subseauentiy a d~lay in the production
 
of leaves on other stalks. Furthermore, this delay 

/ FAO, "Report of the Technical Consultation on Abach 

and CoirO, Rome# Octoberp 1979. The report identification 
number is CCS, HB/TG 79/2 Part B (Abaci).
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in harvest can also mean a loss of outer ieafsheaths 

due to drying during this period. There May thua be 

considerable merit in harvestinq stalks before the 
that these have attainedflagleaf stage provided 

acceptable stalk sizes for good yielde.
 

- Desuckering is in practice in some greas and not in 
some indication that thisothers. There has been 

beenpractice Is beneficial to the plant. Thege has 
no long-terri controlled study of. this practice or of
 

its ecoDomicaA effects.
 

Some very recent studies have indicated that it
-
might be possible to plant abacS like sugar-cane
 

If tUii could be poosible th.(rtooning) 

planting end harvesting might be mechanized. 

The abaca producersTechnical Information: Extension: withprovides themreport at eo 

and Farming are reported totechnical advice guidance. methods 
have chanqed little over the years. The pre ident of one of 

the abac p)roducing campanies io a close observer of the 
and his obser ations alorq witheffects of different practices 

the majortbose of ome of the cooper.atve members are perbaps 
sources of knowledge. 

tPro d uc t etInratiog UCM;Oor Developlo~m2,USstrySTecbnica - tbe an"1rd SEE¢,OAPotentil. Strategy Xor 

fiber as wellthe diversification of te product marlet for the 
as the development of varieties with &fferent 

This would enit.l the identification ok net,characteristics-
the 1iaret in terms of volunteuses for te fiteE thus widening 

the iao ent, there i. apparently no institutionand buyer ;- At 
encgaged 4.,i,abacS product development as such, although Dex--er's 

research interesLs in innovative specialty papers may lead to 

new uses lor abaca' giber. The fallowing, an additional excerpt 

from the FAO repori: x!eferred to above, uggesto some of the 

areas in which investigations into dive-rsified uses for ab~zcl 

might be tJirranti,,i. 

Explore abac, pulps of iarious kinds,, Incling those 
made from whole stalfts and from do-fibering waste tor 

traditional paper-ma ting in tropical area., The 
blending ot abaca pulp as substitute fog imported 
softwood p,'Ips witlD native hardwood pulps for 
manufactur. of packaging board, should also be studied. 



Sectoral Review
 
- 118 -

Explore high quality abacA pulp for dissolving pulp
 
applications, specifically for rayon. With the
 
shortage of hydrocarbons, non-oil based fibers may
 
become economically important again.
 

The development of a domestic bag industry ior abacA,
 
possibly mixed with other fibers, for use in
 
agriculture.
 

The use of abaca in composite structures. This might 
be similar to the work that had been done with sisal 
in concraIb- or used with resins as binder in place of 
f iber a 

Develop posible uses of abaca fiber for the textile
 
Industry, specifically for stiff woven material.
 

A closing abservation on this Question of product 
developient: in apite of vast sums having been spent by many 
companies oiu the seach for synthetic fibers, the special 
properties of abaca (e.g., it Is non-harmful in sausage linings 
and cigarette filters) have not been totally duplicated. 

Credit: llhexe is no development c eit availale in 

Ecuador-f-r *abaca'production. This is a result of tio 
financial sector's view that the market potential for new 
supplies of abacA is non-existent. Short-term commercial 
credit, including overd;afLs, are available for fiber purchases 
and etorage at the 'areeiouse level and for ecuir:.-ent purchase. 
Over the 1972-1976 period the Y1nco Nacional de Fomento had 
provided five year credits, with two year's grace, at nine 
percent interest for abac. development. S/500.000 (S/18 per US. 
$1) was the amount extended per 50 hectares A number of 
borrowers (number unknown, but not insificant) were unable 
to repay their loans and the result has been fore-.closure 
aales. The producers' explanation Lor the credit repzyment 
problem is in terrms of the abac& market's demand and price 
levels# which hiatorically, especially in terma o price have 
been erratic.
 

Transortation: The abac& stalks are transorted from 
the fieZds to ifreder roads by mules (sometimes ty hand or by 
tractors), on the feeder roads to the defibering and dr~ing 
location by wules, tractors and vans, and to the storage 
location by vans. From the storage points the baled fiber is 
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moved over road in 10 to 14 ton trucks, usually those owned by
 

one of three transportation cooperativas (consortiums of
 
private owners), 600 km to the port of Guayacuil. -rom
 

Guayaquil all the Dexter purchases are shipped break-;ulk on a
 

Chilean line to Ne London; other orders are shipped either
 
brea-bilft oz in containers. Dexter guarantees a load of 500
 

per ship ca)ll, thus enzurinq the. Ne London delivery.tons 
rDexter takes ownership in Guayauil
 

sstem In the EcuadorManagqeent: The basic Syt 

'the, .irms and the smallerabac6TXd"nsutry is the same Ior 1irge 


ones. The owner, who not uncoionly is not resident, hires an 
on theadminintrator on a laried basis to operate and to live 

farm. The administrator hirev, tr cr on a fixed price 
basis to carry out the main harves Jrns to delivery operations. 
The contractor in turn hires piece work labor to carry out the 
specialized tasks. Additional operation such as road 
maintainancee cleaning and fertilizer and inecticide 
applicatienrs are paid on a day or hectare basis. In the 
smallest karms the level of administrator is not always 
present In the largest ones an additional foreran level may 
be added. OfU garm management, at the wazehouses, is organized 
in a similar way. With the exception of the paying fuuctiono, 
the CAE marketing co 2-rativa employs the ccntractor ystem 
fully at this stage a wells the larger companies have salaried 
staff in the Rey clerical and warehouse manager positicti'h The 
cooperativas, and the 'Uims .inUntain svall (three to four 
'people) central staffs--manager and assistants-- to organize 
and record the enti.e process from the fields to the ships. 

The management system appe ers lean and to the point. In 
the case of CAE it is not very technified and this is reflected 
In the less technied (ie., fewer imputs, feser farming 

yields per stalk, more Oproblews"
prdctice canges, lower fiber 
with fiber grading) oppenravce of its operation. It should be 
pointed out that no conclusion in being drawn as to the 
economic or financial effects of the difference in degrees of
 
tachnification. Ther*e are no imimdiately obvious, economies of 
scale achiavd by the larger units.
 

The orga.izationnl structure specifically avoids Lhe
 
possibility of unions. The workers van not organize against
 
the owner as th, y are not working for him, and, the unit 
sizes--the contractocla group--are below the minimum legal size
 
required tor collective bargaining.
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Dryin and Storage: Once the broad fiber strips have
 
been removed from the stock in the field, defibering must occur 
in the same day. If not, yellowing and hardening (a problem 
for the extracting machines) set in. The drying, which in 
Ecuador requires a day in the sun, can occur more gradually, 
conditions permitting. Drying in Ecuador is a problem; the 
exported fib r often has a 12 percent moisture content. Dexter
 
discounts the final price after measuring the moisture level.
 
Movement from the drying racks to the storage points takes
 
place trequently with the warehouses receiving on a five to six 
day per week basiso The storage of the fi.ber takses place at 
one of an etimated 15 warehouses, the ownership of which is 
spread over the major exporters and the small non-exporting 
Agro-fiber Cooprativa. Total storage capacity in all the
 

At the warebouse, the
warehouses is an estimated 5,003 tons. 
loose fiber is graded, weighed, baleK (sometimes under
 
pressure), labeled and stacked in preparation for shipmant.
 
Storage at the port is not normally for more than one day as 
shilpments are only made on the basis of the confirmed arrival
 
of the specific ship.
 

Processingt Processing Is limited to the making of the 
rope wiT wRAcN the abac bales are bound (at the rate of one 
kg of rope per export bale of V? kg). The two artisans or 

businesses in Santo Domingo who to this rope-making use
small 

simple technologies° Onep a family operation which has been
 
going for some ten years/, receives refuse or tou grade 
fiber from the various warihouses and returns woven cords to 
them. They are paid, as they say, for their labor. The 
other 2 / uses a self-invented machine driven by a small engine 
to make a tighter cord. The owner, who sometimes has one 
employee, purchases refuse or tow grade fiber and sells cords,
 
almost exclusively to the abaci warehouses. He reports having'
 
received a request from the banana box manufacturing firm for a
 

Located next to a 2urniture factory at 5 1/2 km
 

outside o Santo Domingo on via Quevedo.
 

2/ Alfonso Saago, located on the Santo Domingo by-pass
 

between via Quevedo aad via Chone oppcaite the oAfce og
 
modelo Santo Dominqo".
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large order of cords which were to have been used to bind the
 

flattened banana boxes prior to shipment from the factory. He
 
did not accept the ordee because of the large Quantity
 
involved. ie also reports that attempts by several artisans to
 
make abaca floor coverings for local sale were unsuccessful 
because of the low prices received. 

CozzlIe'a Nacional (Guayacuil) a cordage and bag making 
firim, exports from 4 percent to 14 percent of total Ecuador 
abaca exports, it 1982 being at the very bottom o the 
range. All its enportp are appazently in the form of first 
twit yarn. This firm is Xeported to have bad the capability 
several years ago of manufacturing a full range of yarns and
 
manila rope. Since then there have been ownership and 
management changes. 

External processers, primarily Dexter, convert the fiber 
inte paper and other products used for sue, end-products 
as ten bags, surgical applications anti-static coverings, meat
 
casings, oil filters, insulation paper for tclephone cables,
 
cigarette and other filters, currency papery etc. Cordage
 
plants in the U.S. and other countries import abe- flbe , that
 
has been converted into a twine or yarn in the abacA growing 
area. Their products are numirous sizes and Izinds of co cds or 
ropes; a classic use of abacA has been for yacht deckiipg. 

Markets and MarIket Information: The world market In 
abaca sTid Dy Dexter Corporation, a specialty manufacturing
 
firm and the purchaser of some 40 percent of internationally
 
traded abaca fiber. Dexter has a contract with the major
 
Ecuadorean exporter, Cooperativa Abaca Ecuador (CAB), to
 
purchase a minimum of 4,200 tons (35,000 fardos) annuallyp up
 
to a maximum of 408100 tanz,. CAE can sell any excess on the 
world market, which in practice has meant that CAP,hes shipped* 
exclusively to Dexter. Other exporters sell both under long 

A
term an opot c.sntracts with Infu.mation coming via telex fron 
tfoo brokc-cs, Hanson and Orth, and Wiqgleswortb and Co Ltd.9 
one in 14a;v York and the ether in London plus two Japanese 
brokers. Dexter's contract with CAE, whicb would seen to be 
the major market factor for Ecuador exports, allows Dexter to 
met the price, on a quarterly basis, and the grade desired& at 
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(some

the time of its placement of each specific shipment order 


10 a year to CAE)I/
 

Market information in Ecuador is thus dependent on a very
 
A somewhat


few sources. Ecuador producers are price takers. 


spectacular price rise in 1975 to $0.75 per pound in the
 

Philippinese a result of market supply/demand concerns
 

following the selling off to paper and cordage manufacturers 
of
 

the U.S. official abaca stockpile, in turn has given 
rise to
 

rumors or questions in Ecuador over Dexter's motives 
in its
 

market interventions. For instance, it is believed by some
 

that Dexter attempted tnrough disinformation in the 
late 1970's
 

to stimulate production so as to lower'the price; 
another
 

in attempting to ensureexplanatlon is that Dexter went too far 
adequate supply level. The situation is one in which market 

an 
information is both good (in the sense that people know what
 

(in that other
Dexter wants and, later, will pay) and poor 


actors are not significant).
 

for abaci fiber dropped from 110000
The-world Market 
The current world market
 tons in 1974 to 60,000 tons in 1976. 


has been estimated at 50,000 tons per
for raw azaca fiber 
to which the fiber
 year. It is constrained by the limited uses 


1981 was reported to be
 is applied. 2
Total
/ 

world product ion in 

86,700 tons.


bought F.O.B. at
!/ Grade 1 fiber in late 1983 was belw 

30% price dif.fecential between grades 1

US$0.44/lbs. There is a 
were d$W tributed in 1982 as followsand 5. Ecuador's exports 

The price per
over the five grades: 2%, ;, 25;, 20%, 
Pound for the s,,me gradeds are crFently (in US ts.): 44, 44, 

32.75. Ecuador's fibre is said to be
42.75, 37.25 and While 

its relatively highconszder-(.c^, o relatively high quality, 
price is a d-Ua.sincentive to the cordage industry. 

2/ U.SoD.A., Foreign Agricultural Service "Foreign 
7


Fibers," July, 1981 p.
Agricultural Circular: Vegetable 
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A. Ecuador: Abacg exoorts by volume* 
.0.0 tons 

1982 

8.7 

1981 

10.7 

1980 

10.0 

1979 

9.7 

1978 

10.3 

1977 

9.6 

1976 

10.2 

80.6 88.7 

Percent exported to U.S. 

84.3 92.2 91.9 93.3 91.1 

66.1 68.3 

Percent bou ht by Dexter 

65.1 69.3 72.1 70.0 72.7 

45.5 

Percent 

44.3 36,4 

ed by Cooperative Abaca Ecuador 

35.8 42.9 ;8-2 45.8 

B.1 Estimated Wc-ld AbMv-PProduction: 

Tons-% 

198-** 

Philippines 
Ecuador 
Others 

TOTAL 

71,000 
Il,v00 
12000 
4,00 

85 
13 
2 

B.2 Estimated Exports of Raw Abaci Fiber: 1983** 

Tons J 

Philippines 
Ecuador 
Others 

TOTAL 

40,000 
10,000 
IF 00 
"1,000 

78 
20 

2 
100 

Source: , Collected abach statistics of Ecuador, available from 

Adminconsult, Quito. 

** M.L. Gilmore 
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The main Institution of the Ecuador abacS industry in
 
terms of impact at policy levels is the Asociaci6n Nacional de 
Productores de Abacge which represents the 350'-400 abac' 
producers. Operating in a quiet fasbion (receptions and 
dinners involving the key public sector decision naketrs; the
 
placing of informative newspaper art.icles) the A.,ociaci6n would 
seem to have been successful in ropresentIrig the ondustryr 
interests to 'he government. They have gained Important 
objectives which they sought - deiaye4 removal ok the export 
incentive (thQ abaca induty was tIe 1.ast exporting sector to 
loose the tax credit 4hncantive at , end of 1983) and the 
Asociac!6n persuaded the government to turn over to it revenues 
from the disease control program of the mid-19701so But, given 
that the sectors markets are essentiall private ones (with the 
exception of foreign exchange), the public sector policy level 
interventions have not proven to be critical. The general 
investment "climate", of coovse, is Lportant and clearly 
effects the reinvestment decisions of the sector. The 
impression gained from talks with several of the key 
individuals in the sector and with other observers of the abacA 
industry, is that the producers are well linked both with their 
counterparts in the private sector and with the key policy 
makers. Internationally, the Association leaders know and are 
in contact with the abaca sector leaders in the Philippines and 
with the FAO's hard fiber section. 

iii. bi_or institutions
 

Cooperative Abaca Ecuador (CAE)
 

Summary
 

CAB is the export-marketing consortion of small and
 
medium abaca producers.l/ It is composed of members who are
 
of reasonable means and who have important military and
 
professional ties. It has the basic capacity to efficiently
 
buy and export. It has no technical or extension links or
 
capacity. It woild be an important organization to consider in
 
framing any abaci related program.
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Resource Mobili~ation
 

The CA receives a sall percentage from the abacA sales 

of its mebeK nd with this base cooperates as a marketing 
organizati~o. Its salaried staff apparently number, at most 

five; all otheiz are on a contract basis, each of which is 

piece work related. The CAE has been composed of military and 

professional people who bad the capacity to secure land from 

the government and to ensure that quite substantial credits on
 

subsidized terms vauld be available for cleaning, planting and
 

development.
 

In recent years they have not actively sought to mobilize 
or to 	the sector.
new resources to the members or to the CA, 


They do operate with bank credits for the buying and storage of
 
fiber.
 

Resource Manaqement
 

CAE runs quite a substantial operation, including six 

large (estimated 5,000 ton capacity total) warehouses. It 
buys, stores and exports 40 percent of Ecuador's abacS 

Its internal systems for these operations are simple
exports. 

and effective. Very little actual cash is involved as almost
 

all transactions are handled by checks writtenG on a Santo
 
Domingo bank account (BCI). As much as S/4,000,000 may be paid
 

out in one six day week. While the appearance is that the CAE
 

is adequately managed, ne comment is being made as to
 
efficiency or need for improvement.
 

CAE appears to "runh Monterrey, the small market town 
It has a
("el Diablo" on some maps) center of the CAE area. 


population of perhaps 2,500 and serves as a the main center for
 

an estimated 10,000 people. It has 4 primary schools
 
with a reported
(escuelas) and 2 secondary schools ( 


enrofYflt of 1,400, and two health centers, one private and
 

one governmental. Monterrey is a comune, the lowest level of
 

local government organization. CAE members say that they
 
Ocreated" Monterrey.
 

1/ 	 The sector's only other cooperative is a 25 member one
 

based in Santo Domingo which buys from its members but
 
which does not export directly.
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Cneation
 

The CAE does not provide technical information to 1ts 
members. it does not allow new members to join (ix t.i ageard 
it iz something of a closed guild) reportedly because of its 
view of the limitod and non-growing market for the fibe it 
clearly se:ved as a formal development vehicle when in the 
eary 1970's 1t waz part of the legal framework undear whiic 
land was gzanted to the individual members. (N. B. , the tembers 
are also menbera cf the area based cooperatives which are 
ccmposed of ownera of land in specific areas; the CAB
 
membersip i. based on abac-A production.)
 

System Linkaqe
 

CAE is the !a&gest organized group of abacl producers
(130 to 170 members, both figures being supplied by the CAr). 
It's links with the poor, in Monterrey and in the fieldo ae 
through its memberss who are clearly the area's priviliged 
group. Links with higher levels of the political system ara 
unknownj presumably the members are not without influence.
 
They have reported strong military and professicnal links.
 
They rely on the Aseciaci6n to do any required reeresentational
 
work 

CAE :s not linked to any sources of technical advice or 
guidance other than representatives of agro-chemical companies 
M,:rk ting inputs. 

The CAE's learning initiatives have focused on operating 
a smooth buying-exporting system. There is no system for 
evaluation, nor would such be expected given the guild like 
orientation og the organization. At a technical levelp it has 
bee euggest that C,2 exports have grading and moisture 
1roblem. CAB doet not appear to have had the capacity to 
address the issue. 
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Adminconsult
 

.... one of the three private abac fiber 
S,#:tp1- a,11/TI addition to its coxvecial success, ite 

~V~ ~x~r :.tx fly technical an5'.ttr~~ r-& yroriotici0alI 
.lds '1" provides the It a,,, cnt to k~ector. i 

'fUCQ f Zeta onr Ectt ) zc 'aaa I t 

aJ2t. ct any p pz a cbaac , Y.* 

' n
A,,: i. , . , ,a,:," o a rivenot pr iv3 te 
y- thE rvans brot ;r U., 

( f'I 23 T1he now.5Tvuarcxtr years. g::oup owns 
and £o;aUn, .r.P, e 71V. t.- ythe Santa Domingo area (abacae 

d oef. fstaveread over 9 haci.felas leqaltt 
diu~tte ~mn'~~tu.tn~:,icrs~ it has a~reniztae capacitzy 

to nx*#CUlit"tV tzcet;,t'!,lea and politi.cal 

I/ ome other are Kwoqure a inot availabAle for the aount 
!g teo ctaiy dtposal of Adminconsult, other

l~~~a-.Iregev ,als agriculturalt
t.hn tar ., tey acc. cear-ly not inubstantial. There are 
45 saflaried1 e: staff and 400-500 contractd~~poata 
employees. Thcey have recen'tly fired a Ph.D level agronomist to 
manage their pineapple trials. 

1/ The other are two Furakawa and PATE, the latter in effect
 
being two companies. Adminconsult is the major firm of the
 
sector.
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ResorceManaqIent
 

The Admincopittl group is personally managed by th-e 
President, Mr Edwazd Evans It appears to be a group built by
 
him and his brotther andr ',eema to be a professionally Varaged 
and technically 'ot:nt group of firms. With regard to 
aba g Adiaincostit i z MajOK[ sOUrce o InforMation. In 
interviews, Hr. Evanze dis=GSseS Ad incorSutU, pat and 
projected decisions an the basis of often auantified data.
 
Adminconsult aperat, a s. fl office in Quito and a large
(48O06 2 ) warehollse i~n Santo Depmlngo 

Adminconsult is an important opportunity generator in the 
abacA system in Ecuador. It provides technical information (on 
a non-paid informal basis) to other growers. It buys and 
arranges th exportatlion of abaca produced by small growers who 
are not iacmbar ot CAE,, Jxicluding the 25 members of Cooperative 
Agro-Fibra of Santo Domingo. It io perhaps the leading force 
in identifying abaca cropping alternatives. It is important in 
maintaining and attempting to expand international markets for 
Ecuador abaci it is an innovative and energetic propozer of 
ideas (e~g. a paper pulp operation) for industrial development
 
of abacg.
 

The caution to be maitaid itb regard to Adminconsult on 
this point is that its capacity has very much to do with the
 
personal presence knowledge and management capacity of Mr..
 
Edward Evans. It does not appear to be an "institutionalized"
 
force as yet.
 

stmLk aqes 

Adminconsult is a fairly well connected organization. At
 
policy levelz within Ecuador it has played a central role in
 
keeping government and other interested parties (e.g. the U.S.
 
Embassy's agricultural attache's office) informed about abacA
 
and in making representations to government when abaeA
 
interests are involved. its horizontal links with other firms,
 
with private sector leaders and with others in the abaca sector
 
are extensive and apparently have generated a solid respect for
 
the business and technical capacity of the group. it is
 
difficult at this point to judge its relation with "the peopleO
 
especially with the field workers, and small,* nc-CAE farmers.
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The impression is that Adminconsult is a fair and fairly 
progressive firm. At the sase time, it would appear to be 
atrong on principles -- wihther on need to move wage rates in 
line with basic family food costs (with which it .eems to 
agree) or on the need to deal firmly with "invasions".
 

LeanIncICa 0~1 ty 

Admiinconult is the major "learner" in Ecuador abaca'. it 
does this on a systematic basin through field records and 
observations. Organizationally, it hds with success Cone 
through several. criaes it has continually adopted to changing 
market situations and will apparently continue to do so. 

ASOCIACION NACrIOAL DE PRODUCTORES DE ABACA 

This organization is the producer's association for 
abaci. It is representative but small. Within its very 
limited range of activities it is well. jaiged anC efftw:; va. 
It has thp repect of the meMers und0 L-,iS Pbli ouctot it 
haso progrm metion capacity at this time. Iti)ireci 
is a possileo and possibly essential, sponsoring organization
 
for any abaca development efforts
 

Resource mobilization
 

The Asociaci6n has a small capital fund of S/6,000,000.
 
The earnings from this are used to finance the few activities
 
-- e.g., representation, postage, phone calls - which reauire•
 
funds. There are no paid staff; one of the staff of one of the
 
exporting companiese Adminconsult, serves as secretary. Yhe
 
capital base was formed by the balance of the funds turned over
 
to the Asociaci6n by the government during the disease control
 
campaign.
 

The Asociaci6n has mobilized resources to the sector in
 
the form of its role in securing and maintaining in effect the
 
CAT (Certificado de Abono Tributario), and export bonus, up
 
until the and of 1983.
 

Resource manaqement
 

The Asociaci6n.manages few resources and has the minimum
 
of internal systems.
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0iortunit creation
 

The Asociaci6n has not been providing technical 
information, seeking markets or encouraging new investments, 
activities which might be regarded as developmental in the
 
sense of creating opportunities. It has assisted in the
 

IV.has the core
documentation and facliitation of exporta 

legitimacy,to serve as a base for such acti-vities but it has 
not perceived itself, nor the prospects for abacS. as 
justifying an aggressive role for the Asoc.aci6n. 

Sy;em i~kge6 

Tfhe Anaciani&nrp~e~ h 5-, bc o~es 

It is by five , thee f.om the the primary 
~tin " one from Cooperative AbacA Ecuador, and one 

f1rom Cooperative Agro-Fiber which sells all its fiber to 
distribution ofAdminconsult for subseauent export. The 

ensure that control ieaA.ns in the
directorships is intended to 
hands oj the companies viich have strong foreign (U.S., Dutch 
and japapese) as well as Ecuadorean origins. 'There seems to be 

an inactive pa ticipation in the oaganizztion on the part of 
most of tihe nwmbar&, 

The Asoiatc icn s links with "the people" in the sense of
 
the poarr here ,epcesented directly by the some 2,800 field
 
worker ae as to te expected given the lack of organized
 

be characterized
worker representeSion. '1ne Asociaci6n could 
as "'protective" in relation to this gLoup, both in the sense of 

defending the Ascciacion members and in being somewhat 
workers'Omanagerialist" in air approach to defining the 

interests. The Psciac 2.6n s self-description of its purpose is 
defensa cait 

The Aso acian is headed and led by the president of 
Adminconsult. He would appear, at the moment, to be the 
strength of the Asociacion and a )erson who provider, through 
his long experience his knowledget and the time he is willing 
to devote to it, an important learning capacity. The
 

Asociaci6n,- as an entity0 has no systematic learning capacity.
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7. Issues from the case study-substantive
 

The Poor
 

The poor in the abaci system are the 1ofly-paid
 
agricultural field woriers. Any effort to Increase or improve
 
abach production will affect them. Some of the Ideas proposed,
 
e.g., those to increase mechanization at the critical
 
harvesting stage so as to reduce total 1&aor costs, would have
 
an impact on the poor whict. should be examined closely. The
 
trade-offs among higher productivity, lower production costs,
 
lower pricee (?) and expanded export sales (?), the sorts of
 
banamptions made in di~cussions about mechanization, would need
 
to Do looked at in terms of factor incomes, especlaly to wage
 
labor. As AID moves to strengthen the private enterprise
 
systei, of which the Ecuador abacA production system is an
 
example, it will need to find ways to maintain its now
 
"traditional concern that the poor benefit. There are
 
technical methods available for making 1:he calculations as to
 
trade offs, aiid they should be appIlled so as to fully inform
 
the decisions which invevitably will need to be made.
 

Extension
 

There is no extension bystem in Ecuador which addresses
 
the needs of abaci producers, in fact, it is commonly said
 
that there is no en:tension as such in Ecuador. This may appear
 
to be a bit extreme, there ai2e certain specialized commodity
 
programs, and the Central Baink apparently has vn extension
 
program. Nonetheler3, the question of how to (should one want
 
to) mount an extension program in Ecuador is a broad based
 
issue. As recently as several years ago, for instance, the
 

of any such system should be
XBRD was proposing that the iasis 

a multi-skiled field or v.llage worke'r. Another more recent
 
and more focused approach, the "training and visit system"
 
which has been tried with success and is being promoted by the
 
IBRD elsewhere, would certainly be worthy of consideration in 
the case of abach. As AID considers program assistance in the
 
Ecuador agricultural sector, whether for export or internal
 
com-mercialization, it will have to address the issue of how to
 
channel research findings, advice, market and other
 

For abacA, Mr. M.L. Gilmore, on
information, to the producers. 

behalf of Dexterp the main buyer, is developing the outline of
 
a proto-type system, one aspect of which mtght be its
 

Its strengths and
management control by the private sector. 

weaknesses as it is put into practice should be closely
 
observed. Somewhat as an aside, I would note that much of the
 
land presently cropped with abaci might be better suited for
 
other uses. Also, there is probably a large amount of high
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potential abaci land which is not in abac&. Thus, any

extension etfort should be based on a review of alternatives
 
and not a simple, straight forward continuation of the present
 
arrangements.
 

Product Research
 

A atrategy of liftely great importance in tny concerted 
effort to incroeae abac' ezports would be the identification of 
additional intermediary or final products for which the fiber 
has a special or comparative advantage. Such identification 
work, "research and development". in the gield of fibers 1,.an 
expensive one in which some of the world's largest companies 
are expending large sums and competing for vast earkets. One 
should not te surprised to find existing patents covering abacu 
fiber uses thich hava not yet been comerclally applied. 

Should AID, given its programmatic interest in assisting 
Ecuador develop its export potential, enter into the field of 
abac& product development, which may be a logical choice, then 
it will confron issues both of institutional development and of 
private enterprise. On the former, the institutions to do the 
research and development work may not (likely will not) be 
located in Ecuador. On the lattenr the interests of a number 
of firms, some of them U.S. owned and/or based, would be 
affected by a development assistance effort which was directed 
at the expanded use of a vegetable fiber. Success would affect 
price and demand levels not only for abaci. 

Companies, Markets, Profits
 

The abac& system is one of private companies operating in
 
largely free markets with the intention of making profits. On
 
the Ecuador and the U.S. sides any development assistance
 
intervention will have to take this context into account. For
 
an idea of the sort of thinking which may sometimes be present
 
in "official circles', it was suggested that the U.S. Embassy,

in its annual agricultural situation report from Quito, would
 
no longer include abacf, because it appeared that the
 
information gathering was of benefit to only one company
 
(Dexter). In other words, the appearance that a company may be
 
benefiting (although I suspect that a company of Dexter's size
 
and performance does not rely wholly upon the Embassy's annual
 
report for the information) may be off-putting to some.
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Certainlyp those who have come to recoqnize the value of aid
 
programo "ta,7gletadw on the poo., May have 3o.e difficulty in
 
identify Ln th enoit flows in those more indirect intiatives
 
hlch at ani±ied:i e level clearly benefit pr°vate enterprises. 

Mzthex n.; can sp~culate as to the .coivocal thinkinq 
of the private f on the prospect of davelopment assistance 
interwat ions in the sbystem wth all that this might 
iply of a 0-der foJI:" n uarkets and profits° Certainly 
those ptivate .hich have not come to recognize the value 
of e ,®;. nteen~tons might have some difficulty in 
idtfyi , t~ St 22ows (as opponed to costs) to them. 

Should AD iove into th:A,,s type of private enterprise system it 

for reliance the 

will xant to have a thociagh and open dialogue with the private 
Andind al least in the case of aLnCa. it 

wi.11 wa~t vafr tiit § adopting a simple "hand in thi cookie 
, r. ,ace; tht: corip A':,Lte involved in abac& are not sucessful 

tor zeaso-n of either grantsmanship or upon
publ ic aect:tor . 

Th, key Insti tutions in Ecuador abac& are all either 
private coutpanse or: groupings "cooperatives" of private 
owners. As, whole the organizations are adequate given the 
limited o ',-rwth view which the members hold of the abaci 
fiber mi:get,, A-y significant program would, with the 
exception of Admin.onsult in the technical field, auickly come 
up against organi:ational capacity constraints. '-his is, it 
would uppose, not unusual in the case of other agricultural 
production Systems in Ecuador. 

The issue of'wholesale institutional development is
 
al.way On thric horizon - if there is no organization doing a 
partiouar f.u rm--,ition, create one. This is the long-term, low 
probability approach iohic:h, in my view, should be a very last 
resor3t. UeainnS in miind the limits of what can be achieved in
 
a rural agricaltural production system through the application
 
of foreign technical and management leadership, which normally 
arrive in !an amounts when starting institutions from 
scratch? and the general worthiness of an incremental, 
learning, adaptive approach to institutional development, I 
would suggest that the existing institutions be the basis for 
any program initiative . This would be neither 'clean' nor 
without sensitivitiest but it would have a reasonable chance of 
being viable. 
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issues from the case study Methodological 

First, the data used in compiling the abacA system 
description does not include that from two *f the three large 
exporting firms. I estimate, however, that it does represent 
the picture on some 9,000 out of total of 12,000 hectares 
Second: the data was compiled from intervisws and published 
sources. None was taKen from interviews with the workers, with 
the people of the areas, or with "popular" organizations. None
 
was taken from an actual review of the tnternal accounting of 
any of the production units. in other words, it is wt the 
producers, and, very indirectly, Dexter, were willing to 
reveal. There were, nonetheless, many differences of opinion 
which led to the subsequent verifLcation of facts, and the main 
part of the report was reviewed in draft by those entrepreneurs 
most knowledgeable about the functioning of the system. Third,
 
the data is based on a very brief field visit and a week of
 
information review and interviews. 

I hope thpt it has been demonstrated that a systematic 
approach such as used here combined with a dynamic or 
capacities approach to institutions, can yield an intormative 
perspective iA a rather abort-time. The issue,, then, becomes
 
how reliable is such an approach given the very complicated
 

In my view
social and agricultural system aspects involved. 

such an approach represents an institutional environmental
 
scan, one result of which is the preliminary identification of 

development opportunities. Obviously, it is not adeauate to
 

serve as the basis for any firm programmatic decisions.
 

The approach with its rather extreme rapidity and narrow 
base of informants, is probably weakest, in a general sense, in 

verifiable judgements on organizational
providing the basis for 
capacities. Much of any success achieved in gathering the data 

to support such judgemants depends on skill (e.g.0, interviewing
 
access to informed
and data selecting) and good fortune (e.g., 


and helpful individuals, reliable secondary data sources). if
 

the3e are not likely to ba available, the approach would
 
certainly best not be attempted.
 

Issues from the case study.=.cCeatual 

The main conceptual issues, in my view, are where does
 
one draw the system boundaries, how does one define the
 
system's components and how does one judge the capacity of any
 

one of the system's many organizations.
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The system boundaries adopted are based on a view of
 
abacA as a commercial agricultural production and marketing
 
operation. A social system view of, for itan nce# Monterrey
 
(the CAX area) or of Santo Domingo wou1d hzve been of equal 
merit and led to quite a different outcome., my view is that
 
the system definition should be purpose dependente and in this
 
case programmatic interests in agricultural com nncialization
 
were foremost.
 

As to the issue of how one then in turn defines the 
individual components of an agricultural system, I adopted a 
sornewhat auick common sense and abac'related scheme. 11here 
are elegant frameworks for agro-systems available in the 
literature and in doing any additional work ne might want to 
consider employing them
 

Judging the development capacity of an organization has
 
been a 'soft' field in the best of times. This is not to say
 
it cannot be done, nor that the specialized capability to do so
 
cannot be learned. Rather, that it is an endeavor which relies
 
upon subjective s~eients. These can be improved as the
 
quality and, in some cases quantity of data available increses;
 
they can be improved through tUe use of acceptable research
 
methods; they can be improved through the use of an analytical
 
framework which is tied to the capabilities being sought. In
 

my view, precisely because of this inherent softness or
 
subjectivity, these organizational capacity assessments are the
 

most difficult and most critical of any study of the program
 
needs of a sector.
 



ECUADOR
 

SOCIAL AND INSTITUTIONAL PROFILE
 

PART II
 

LOCAL GOVERNM4ENT
 

Prepared by
 

Pririe M. Gall
 

for the
 

U.S. Agency for International Development
 

Mission to Ecuador
 

July 1983
 



CONTENTS
 

BACKGROUND AND INTRODUCTION 	 1
 

A. THE SYSTEM OF LOCAL GOVERNMENT IN ECUADOR 	 6
 

1. 	 Overview of Structure and Functions of the 
Local Government System 	 6
 

2. 	 The Urban System and Typology of Municipal
ities ii
 

3. 	 National Agencies Affecting Municipal
 
Aministration 14
 

4. 	 A Day in the Life of a municipality 23
 

B. FACTORLS AND TREADS AFFECTING THE MUNICIPAL ROLE IN 
DEVELOPMENT 	 27
 

1. 	 Financial itatuso Performance, and Prospects 27
 
2. 	 Development Planning and Implementation 35
 
3. 	 Delivery of Basic Services 42
 
4. 	 Management and Administrative Capacity 43
 
5. 	 institutional Linkages 44
 
6. 	 Summary of Factors aad Trends 63
 

C PROGNOSIS AND RECO414ENDATIONS 	 64
 

1. 	 Concepts of Municipal Development 64
 
2. 	 Balance of Forces 65
 
3. 	 Current State of Dialogue 68
 
4. 	 Range of Options for GOE Considerations 69
 
5. 	 USAID Strategy 71
 



TABLES AND EXHIBITS 

Pages 

Exhibit A-i Types of Municipalities 

Table 1 BEDE Amortization Terms 19 

Table 2 Amortization Terms of Granted Loans 20 

Table 3 Selected Measures of Municipal 

Finances-Ecuador 1975, 1978, 1981 28 

Table 4 Municipal Expenditures 30 

Table 5 Municipal Budget Performance 31 

Exhibit I Ecuadorean Municipalities: Present 

Focus 35 

Exhibit 2 Ecuadorean System of Relations Between 

National and Municipal E'ntities 53 

Exhibit 3 Institutions Related to Municipal" 

Administration 66 

Exhibit 4 Cycle of Municipal Development 67 

ExhiVit 5 Role of Municipalities in Development 68 

Exhibit 6 Rational for Municipal Development 72 



BACKGROUND AND INTRODUCTION
 

BACKGROUND
 

A few months ago, the newly-appointed Director of
 
Ecuador's Development Bank (BEDE) visited the office of the AID 
Mission in Ecuador to discuss possible working relationships. 
Among the areas of potential collaboration, one emerged as the 
most obviously in need of attention: the present and potential 
role of municipalities. 

Among AID and BEDE officials, a consensus was reached 
that municipalities are at present ignored actors in the 
process of davelopment of the country. it was smggestzd that 
local governments were not only not contributing in any 
significant manner to the progress of the country, but that
 
they draw signific:ant revenues in the formi of transfers or 
grants. This is a disincentive for the municipalities to be
 
more responsible for their own financial operations.
 

Several other hypothesis were formulited. An important
 
one Is that municipalities in Ecuador do not seem to have 
adjusted to changes in the roles expected of them, as part of
 
the institutional framework of the country. Ecuadorean
 
municipalities, up to the last three or four decades, were
 
probably the most important of all public sector institations, 
with a capacity to legislate and to enforce their own policies
 
and regulations for most matters of community life. At that
 
time, Ecuador's smaller cities were largely isolated, closed-in
 
societies. With improvements in communications, municipalities
 
became more and more dependent on central govermaent, and
 
resigned to it the control over many administrative and
 
financial functions. it was also hypothesized that 
municipalities have not adjusted to the new roles demanded by
 
changes in the agrarian reform process, since the old hacienda
 
system was abolished, and nothing replaced it as the principal
 
mechanism to market and distribute farm goods. It was expected
 
that ruxal service townr dould adopt those new roles, but that
 
seems not to have been the case.
 

One of the most challenging aspects of Ecuadorean
 
Development is whether the municipalities can become again
 
significant actors in the development process. To do so, major
 
changes are probably needed, and must be identified.
 
Municipalities need to find a new life of their own, and a new
 
self-reliance, abandoning the unfortunate process of dependence
 
on transfers and decisions from other government agencies. Can
 
municipalities do this? Can municipalities become new actors
 
in the development process of the country, bringing at the same
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time new impetus to the development of Ecuador's secondary
 
cities and small towns? These are questions which AID and BEDE
 
were jointly to try to answer. These thoughts and initiatives,
 
prevalent in the first conversations between the Ecuadorean
 
Development Bank and AID, were later shared with other GOE
 
agencies, who expressed similar concerns and willingness to
 
participate in an initial diagnosis.
 

At roughly the same time, AID/Washingtones initiative to
 
carry out research on the social and institutional profile

(SIP) of various countries was being explored. Thus, a door
 
was opened to test some of the hypotheses, and to start
 
analyzing whether there was inerit in the idea of
 
emphasizing--within USAID/Ecuadorls country development
 
strategies--the stzengthening of local level public
 
administration units, as a necessary complement Eequisite to
 
the g ass-rootG private sector development which is expected to
 
be the miajor gocus of this new development sl:rategy.

Initially, secondary city and still smaller governmental and
 
parastatal institutions were meant to be analyzed, including
 
regional, provincial and other sectional bodies. This first
 
stage study focusses primarily on municipalities, mentioning
 
regional and provincial entities as they affect municipal
 
development.
 

This study focuses on a description and analysis of 
municipalities as significant development institutions. The 
SIP is a OSAID-directed effort, carried out in close 
collaboration with pertinent GOE agencies. Moreover, the study 
is meant to be not a final product, but the inital step in an 
on-going process. Follow-up investigations will be carried 
out, to arrive at the levels of detail needed to inform 
programatic decisions and actions. 

OBJECTIVES AND EXPECTED OUTC0ME
 

The study in meant to test various hypotheses. 
Underlining these is the broad supposition that municipalities 
are not at preznt performing up to their potential, and that, 
with the support and catalytic action of various entities 
(including Ai)D)., municipalities can become again significant
 
actors in the development of the country.
 

The study seeks to provide initial answers to the
 
following questions:
 

l. 	 Can local needs in Ecuador's secondary cities and small
 
towns be met increasingly by local resources, at a time
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when Ecuador's central finances and capacity are
 
undergoing stressful change?
 

2. 	 What is the tctai level of municipal "autonomy"? 

3. What is Lhe local government capacity to carry out 
actions such as devalopnent planning, project planning 
and execution, pcovision of basic aervices, and the 
financial. planning and nianageient neeed to guide and 
support these act n ? . 

4. 	 What are the attitudes and style witiiin hich 
municipalities involve, including their formI:a! and 
informal relationshiz with other levels of government? 

5. 	 What are the moot critical problems confronting the 
municipalities in Ecuador, constraining them in the
 
process of participat ion In the development process?
 

6. 	 What are the cases of these proolems?
 

7. 	 What are the positive achievements that indicate the
 
feasibility of developing municipalities into relevant
 
actors in the progress of the country?..
 

8. 	 What are the current financial conditions of
 
manicipalities, as a whole as well as in selected case
 
studies? What is the income and expenditure situation? 
What are the implications for municipalities of current
 
financial conditions confronting the country?
 

9. 	 What is the impact of financing agencies on the economies
 
of the recipient municipalities? Does borrowing have a
 
significant impact on future revenues Q.nod expenditures? 

10. 	 How can municipalities generate new surces of income and
 
revenue? Can, for example, the cadastral and local
 
taxation processes be turned into significant sources of
 
self-generated revenues?
 

11. 	 What additional areas of study5 discussion with the GOB,
 
or pilot activities are suggested by the current
 
situation and potential. future of lopal government?
 

12. 	 What does'the present diagnosis suggest for the various
 
sectors and means contemplated in the USAID development
 
strategy over the next few years?
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METHODOLOGY
 

From the start, tne research for the SIP was intended to
 
focus on three areas: the financial situation,
 
institutional/legal relationships, and project-specific needs
 
and demands. Later, it was found that, within each topic, a
 
whole universe of individual concerns, each to be addressed
 
individually, could be identified.
 

Two methods were used to arrive at that analysis, and
 
through it, at answers to the questions and hypotheses cited
 
above. The first one was to identify and contract recognized
 
leaders and researchers on local government in Latin America.
 
The second one was to initiatev with GOE agencies, a process of
 
reaching muniCipalities to dialogue and discuss with theta their
 
own perceptions of needs, problems and potential. Through
 
these two methods, USAID/Ecuador sought a range of perspectives
 
on municipal conditions and prospects which would assuce a high
 
degree of reliability of the findings and recommendations
 
contained in this report.
 

The consultants responded to significantly different
 
scopes-of-work. Pirie Gall was asked to look at municipalities
 
as.a whole, inasmuch as it would be possible to rely on
 
secondary sources, and to open a series of conversations on the
 
perceptions of public sector agencies, based in Quito, of
 
municipal performance. His report examined a series of issues
 
in municipal administration and development, from the
 
standpoint of central government officials, These issues were
 
further iluminated by his direct contact with municipal
 
officials and repcesentatives of non-governmental organizations
 
in four local governments from various regions of the country.
 

Mauricio Silva was asked to look into the institutional,
 
legal and political aspects of municipal action, He also
 
approached this from the central and local perspectives. He
 
identified, interviewed, and analyzed some fifteen entities
 
which affect municipal administration, including
 
national-level, central government agencies, financial lending
 
institutions of the public sector, municipal associations,
 
regional development agencies, and training institutes. Their
 
opinion was matched with those of at least fifty municipal
 
governiment officials with whom he had the opportunity to meet.
 
From these perspectives, Mr, Silva assessed the possibilities
 
and mechanisms for interagency collaboration.
 

The Research Triangle Institute (RTI) team, headed by
 
James Hicks, was asked to adopt a quantitative aproach to the
 
analysis of municipal finances, and to arrive at projections
 



from this baseline. They analyzed the 1981 financial condition
 
of municipalities as wholee using data aggregated at the 
national level, as well as basic revenue and expenditure 
patterns of a sample of twenty-two municipalit.ies. The RTX 
group adopted a matrix of representative municipalities of the 
Coastal, Sierra, and Oriente regions, subdivided in three 
empirically determined municipal population classifications, 
The computer-assisted projections requested from RTI appraised
 
the levels to which locally raised revenues would have to 
increase, in order to account for possible changes in central 
government transfers and in the borrowing capacity of the 
municipalities. The RTI team was also asked to offer 
suggestions for improving municipal financial management. 

David Greytak's two visits to Ecuador were meant to look
 
closely into BEDE's municipal lending operations, including 
processing and approval of applications, loan team, debt
 
service capacity and the impact future finances. In addition
 
Dr. Greytak assessed the levels of commitment and the capacity
 
for BEDE to become a leader in the process of municipal
 
assistance in Ecuador.
 

During the same period, working with the BEDE and the 
National Pre-Investment Fund (FONAPFR), USAID sponsored a 
complex and lengthy process of reaching all of the
 
municipalities in order to assess their needs and potential. 
Through this innovative three-way partnership, a series of 
seven regional one-week meetings were carried out. The 
BEDE/FONLPRE Program was initiated as the first step in a 
process of channeling technical support to municipalities.
 
This was done by means of assessing their demands , financing
 
infrastructure projects, their concerns for their managerial
 
capacity, and their experience with the processes of
 
negotiation over clearances, mpprovals, and funding with the
 
several pertinent government zgencies. The meetings included.a
 
series of bilateral conversations with each individual
 
municipality as well as the collection of two surveys, one on
 
basic municipal data with comments on financialp 
project-specific and aaministrative aspects, and one survey 
which gathered the comments of the municipalities on the 
follow-up actions which they expect should be carried out.
 

A. THE SYSTEM OF LOCAL GOVERNMENT IN ECUADOR 

This section establishes the framework of our analysis.
 
It describes (1) the legal and organizational structure of
 
sub-national government in Ecuador; (2) the urban hierarchy
 
and the variety of types of municipalities: (3) the national
 
agencies that presently exert the most influence on local
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administration, and finally (4)depicts a day in the life of a 
municipal council chairman of a market town, 
1. 	Overview of the Structure and Functions of the Local
ve~nint systera 

1.1 	 Muncipal Level

There are currently 1,26 municipalities in Ecuador,
distrib:ted among the 20 provinces. 57 located in theareten Sierra provinces: 46 in th five coastal provincese 20in 	 the k.azon (or Oriente) region's four provinces, andthree in the Galapagos Islands. The average sizemunicipalities and capital towns 	

of 
is 	 highest on the coast,followed byI the Sierza, witah. the smallest ones in the Amazonand the Galapagos. The municipalitis& jurcidictionsinclude rural areas the and areatown rural together arealso called a cant6n), and the of 	populationoutside the town center may range from 50, to as ashigh 90%. 

The Municipal Law governs the major functions of thelocal government system, and wao most recently reformed in
part during 1981-82, 
Changes to 440 articles were proposedby a study team of th Association of Municipalities, ofwhich 140 were passed by the national legi lature. There is
a separate law governing provincial councils.
Municipalities are also subject to the dispositions ofnational laws regarding public sector finances, procurement,personnel, and expectedare to 	plian their investments withreference to the current national develOpment plan. 
The Municipal Law is discuased in section B., 
so 	a few
observations 

Like 
will suffice for the purposes of this section.laws of its kind elsewhere in Latin Amrica, thedocument Nan a long history, has been amended numerous
times, and goes into extensive detail regarding procedures,
management of municipal property and finances, and evenestablishment of 	rates Lor certain taxes and services, Itreflects a highly centralind and regulated view of local
government, and in the opinion of a number of Ecuadorianadministrators is overdue for thorough restructuring. 
Given
the complexities of 	this legal structure, it is notsurprising thft ,even the smallest municipalities have alegal advisor o.rking till. time for the mayor.
 

The organizational structure 
of 	municipal governmentestablished in the Municipal Law, 	
is 

The minimum structure,
for municipalities having annual income of less than S/.5 
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million (of which there was only one in 1981, according to
 
the Controller General's report for that year) is:
 

Cil
 

LM Sr Ch arman*-

I Plannegnl A1d~visorl 

Public Works &I F 	 Admliistration] SlociallServices 	 Services
 

* 	 Mayors are separately elected administrators of provincial 
capitalsl council chairmen are administrators of other 
municipalities0 elected within the council.
 

MunLcipalities having more than S/. 5
 
million income are to have the following structure:
 

VCouIc il
 

Mayor or Cha irmna n
 

Plann.i...d -Urban 


et Sttitial 
 Aditratio 

Proqamrnin~J Oraiain id 

Publicc ncj [~lh Iducation 
U~viWo ks LjjJClture 



Municipalities are expected to expand and adjust

these organizational patterns as necessary to fit local
 
situations. In reality, the structure and nomenclature
 
of the operating units of most municipalities follows
 
that shown above, while the advisory or staff functions
 
(other than legal advisor) are seldom as complete or
 
organized in the way indicated by the municipal law,
 
except in a few of the larger provincial capitals. The
 
budget function is likely to be lodged in the financial
 
department, personnel under the council secretary, and
 
the planning, statistical, and O&0 functions absent.
 

The law encourages municipalities to establish both 
economic and physical (urban) plans, but for reasons to 
be explored below, such plans are care. 

Municipal employees aee hired in two broad
 
categories, employees (meaning professional and
 
administrative staff) and workers (drivers, mechanics,
 
sanitation laborers, etc). The employees' terms of
 
employment are covered by the national civil serviced
 
law, while workers' conditioins are covered by the
 
national labor law, and in many municipalities by union
 
contracts.
 

Municipal councils now hold office for five years.

in smaller municipalities, there a seven council members
 
including the mayor or chairman, in medium-sized ones
 
nine, and in the largest ones 13. Only the mayors and
 
chairmen receive payment for service to tie municipality.
 

The three overall goals of municipal government are
 
as follows:
 

1. 	Promote the material welfare of the collectivity and
 
contribute to the development and protection og

local interestsl
 

2. 	Plan and promote the physical development of the
 
canton and of its urban and rural areas;


3. Increase the spirit of nationality, civic spirit,
and brotherhood of the citizens to achieve progress

and unity of the nation.
 

The principal functions of the municipality under the
 
law are:
 

1. 	Provide drinking water and sewage systems;

2. 	Construct, maintain, clean, beautify, and regulate
 



the use of roads, streets, parks, plazas, and other
 
public spaces;


3. 	Collectg process, utilize waste material;

4. 	Provide and maintain public lighting;

5. 	Control the processing, handling, and distribution
 

of bhasic foodstuffs;

.6. Police the putblic morality and behavior;
 
7. 	Control construction;

8. 	Authocize the operation of industrial, commercial,


and 	professional establishments; 
9. 	P.rovide cemetery services;
 
10. 	Develop tourism; and
 
11. 	Provide slaughterhouse and market place services.
 

These are the farailiar time-honored functions of

municipalities in Latin America, largely of a social
 
service and infrastructure nature, and primarily urban
 
in focus.
 

The range of financial resources available to
 
Ecuadorean municipalities includes:
 

a. 	income derived from the sale, use, or rental of
 
municipal assets;


b. 	transfers or subsidies from the central government
 
or other public entities;
 

c. 	ioans from national or international banking
institutions;
 
d. 	taxesp service fees, or improvement levies; and
 
e. 	fines or fees.
 

Municipalities may levy taxes on urban and rural
 
property, property transfers and registry, vehicles,

public entertainment, capital gains'or property due to
 
municipal improvements, and they may issue business
 
licenses. 
Service fees may be charged for construction
 
approvals and inspections, slaughter of livestock,

potable water, sewage and drainage, electric power,

solid waste collection, and the like.
 

1.2 	Provincial Level
 
The provincial councils are a more recent creation
 

than the municipal structure. The Provincial Code

establishes the following aims for the 20 provincial

unitsZ (a) promote the progress of the province; (b)

carry out public works and provide servicesi (c)

coordinate,the action oZ the municipalities and (d)

oversee the sanitary conditions of the province through

joint action with the municipalities.
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In practice, the provincial councils concentrate
 
their efforts principally on the construction of roads,
schools. tourist complexes, and other special projects.

Most have adequate fleets of road maintenance equipment,

which they share with municipalities.
 

The organization of the provincial councils is

similar to that of the municipalit's, The top
authorib'V is the councilr to which the prefect reports.
Both the counfll and the prefect are elected by popular
ballot for four years. The number of councillors varies 
from five to nine {with the population of the

province). Municipalities are not directly represented 
on the provincial council,
 

Provincial councils' budgets are almost entirely

funded by central government transfers, altnough the
 
Provincial Code does confer limited taxation powers on
th'em. Zn their financial matters, the provincial
councils are regulated by the same central agencies and 
procedures as the municipalities. The provinces work
 
most closely ith the ministries of Public Works and
Eucationr,although the degree of cooperation and

coordinat.en varies considerably among provinces. 

1.3 egional Entities 

There ae five regional development entities in
Ecuador, each create:cd at a different time for a
different purpose. CREA (Centro de Reconverai6n
Econ6mica del Azuay, Caflar y Morona Santiago), and CR
(Centro de Rehabilitaci6n de Manabf), are tinder the
inistry of Agriculture; INGALA (Instituto Nacional de

Galapagos), and CEDEGE (Comisi6n de Estudios para elDesarrollo de la Cuenca del Rio Guayas), under the
Presidency; and PRFMESUR (Prograsma Regional pars el.
Desarrollo del Sur del Ecuador), created to develop the
conflicted border region with Perua under the Ministry
of FOrziqn Affairs. 

CREA., one of the more active regional development

agencies, was examined for this study. 
It was created
in 1958 as a branch of the Ministry of Agriculture to
assist in the integrated development of the provinces ofAzuay and Caiiar (both in the Sierra) and Morona Santiago
in the Oriente. CREA receives 90% of its budget from
the Ministry, the remainder from income from assets and 
some minimal (subsidized) service charges. it has 260employees, of whom 76 are professionals. plus 400 

http:coordinat.en


laborers. About half of the professional staff have
 
received specialized training.
 

CREA engages in a wide range of development
 
activities, and in recent years has moved from planning,
 
coordination and assistance to a more direct role in
 
project implementation on a regional scale. The agency
 
seeks to hand over to local authot-ities the projects it
 
has initiated, once the local bodies are prepared to
 
absorb them. CREA has promoted industry, setting up an
 
industrial park. It has provided artisan training:
 
carried out a range of agricultural activities; and
 
through contracts with technical ministries, has
 
implemented a number of infrastructure works (schools,
 
roads, health centers, etc.). CRA carries out
 
preinvestment and nmacro studies of the development of
 
the region, in coordination with the National Planning
 
Council (CONADE)o It has recently begun a pilot program
 
of technical assistance in administrative matters with
 
municipalities.
 

2. The Urban s~tem and a loy of ciities 

2.1 Redistribution of Urban Growth
 

Like other countries in Latin America, Ecuador is
 
rapidly becoming a predominantly urban society. In 
addition, the patterns of rura-uzban migration are 
chaiging, with a wider distribution of urban growth 
outside the primate cities of Quito and Guayaquill/ 
Since the previous census in 1974, the two main cities 
(about a million people in each of the metropolitan 
areas) grew by about 45%, while the next range of cities 
and towns (150,000-20,000) grew by an average of 50%, 
and the next smaller group (20,000 - 100000) grew by an 
average of 66%. 

Research shows that there is a step-wise pattern to
 
this migration from rural area to small or intetmediate
 
.city, and thence to the primates. People of the sierra
 
are migrating the most, with cities in the Pacific coast
 
region showing the highest rates of expansion. Certain
 

1/ This information is from Richard Wilkie, Clark
 
University geographer who compiled urban growth data from
 
the preliminary results of the 1980 census, and Carlos
 
Luzuriaga's excellent 1980 paper on wIssues of Human
 
Settlements in Ecuador" (USAID/Quito).
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sierra market.centers (some of them small and sleepy certain
 
deys of the week, sprawling and dynamic on other
 
days) are showing rapid growth, or at least an increasing
 
demand on their limited urban services, transportation
 
networks, and the like. This change is producing unmet
 
demands for housing, employment, social services,
 
infrastructure, support for the modernization o' agriculture
 
production and marketing, and a series of other needs not
 
previously encountered in these smaller urban places.
 

2.2 esof Municipalities
 

There are a number of way.5 of characterizing the 

differences between the local jurisdictions in Ecuador, and 
of categorizing them fov descriptive and resource 
allocation purpose. The Government oL Rouador (GOE) has not 
yet established an official typology of muniCipalities. in 
order to illustra.te the range of conditions in t1he 
jurisdictions, we have selected some key ind.cators to 
divide the 126 municipalities int* four groups- ta) 
metropolitan, (b) urban, c) s ,emiurban, and fd) rua. The 
indicators include population, se4tement patten, ad level
 

of access to selected basic servicao (water supply, sewage,
 
paved steetsp etc.) Exhibit A-1 on the Kollowing page
 
shows the typology, and the numbe o municipalities 
falling into each cate-gory. 

As the chart shows Bcuadoe~s municipalities are over 60% 
rura.l. with the others (apart from the two primate cities o 
Quito and Gayaquil) made up of small towns and interwediate 
cities. Taking the rural and semiurban municipaxities as a 
group, 85% of tha jurisdictions lack sufficient provision of 
basic infrastructure. These problems are acute in both the 
dispersed rural com~inunities of the Sierrar and in the 
growing towns of the coastal region. 

The lassif ication of a municipality in one category or 
with potential imprtance foranother sbould not be equated 

developuento In the urban group are Sierra towns which have 
shown little growth or change in recent years, while in the 
rural group, there are burgeoning market centers in each of 
the three main geographic regions which are potential 
investment targets. A more complete and sophisticated 
typology is needed in order to serve as the basis for
 
planning a program of funding and technical assistance.
 

http:illustra.te


TEXH BM A-I 
TYME OF MMIPALITME 
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URaH Men OLITA " 

Size of pop ation Cant6n: 0 - 50,000 
.2Q Twn 0 - 10,000 

50,001 - 100,000 
10,001"- 40,000 

100,001 - I million 
40,001 - '400000 

OGer I million 
Over 400000 

Annual Budget 

Settlewent 
pattern 

S~rall dispecsed
villages 

Srl 
one 

cCarunities oad 
main town 

Fore than tw 
towns 

rajor Major. concentrations 
and Lor tant towns. 

Basic Services 
(%of pulation with 
Potable water 
Sewage 
Street lighting 
Paved streets zand 
sidewalks 
Trash collection 

a cess) 
ess than 10% 

Abent 

Less than 50% 
0 V 

Less than 30% 
Insufficient 

Less than 70% 
50% 70% 
Less than 70% 

Less than 50% 
Insufficient 

lbre than 90% 
70%or more 
Vre than 90% 

More than70% 
Adequate 

SchoIs, health 
services Minimal Insufficient Insufficient Adequate 

taimer of 
unicipalities 79 29 16 2 
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3. National Aencies AffectinQ Municipal Administration
 

As noted earlier, Ecuador is rich in laws related to
 
municipal (and 3eneral public) administration. So is it
 
rich in institutions that play important roles in municipal
 
business. What follows is a description of (1) the units of 
the central government which by law or uustom are involved
 
with municipal finances, planning, and project
 
implementation and (2) organizations of municipalities for
 
mutual benefit. In Section B is a more evaluative analysis
 
of how the relationships work in practice, and of the trends
 
in national-local collaboration for development and basic
 
administration.
 

3.1 Central Government Aenicies 

National Development Council MCONADE
 

'The National Development Council is chaired by the
 
Vice-President of Ecuador and is responsible for the
 
formulation and supervision of the national development
 
plan. It exercises budgetary supervision over all public
 
sector entities, including provincial councils,
 
municipalities, municipal enterprises, and port
 
authorities. Its regional, rural, and urban planning units
 
provide advice (and at times in the past) direct services to
 
local governments on matters of physical and socioeconmic
 
planning. 

The Division of Fiscal Coordination and Policy for the
 
Public Sector seeks to assure that municipal investments 
are retiective of national developmenkt priorities, and in
 
cases where a local development plan has baen prepared, that
 
local projects are in accord with the plan. This CONE 
office is also responsible for seeing that provisions of the 
national laws regarding public spending and finance are 
adhered to by the municipalitias. The review of annual 
budgets (which takes the form of an "opinion" to be issued 
within 60 days of budget submission by the local gqvernment) 
seeks to assure that the municipality (a) has the f inancial 
capacity to make the planned expenditvres, (b) spends its 
funds according to the corresponding laws, (c) finances its 
investments and operating expenses under the cori:eot 
headings, and (d) that the municipality's proposed 
investments are technically acceptable. 

The Section for Decentralized and Local Entities analyzes 
the budgets of 126 municipalities, 19 provinces, and 13 
municipal enterprises (water/sewer: electricity). The staff 
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of eight professionals in the Section seeks the cooperation
 

of other CONADE Divisions in its reviews of local budgets.
 

The Regional Studies Division advises on matters of regional
 
and urban development and basic services, while the Social
 

Development Division advises on plans for housing,
 
sanitation, and education. The municipality or province
 
develops its budget, and it is approved by the corresponding
 
elected council and sent to the Fiscal Coordination Division 
of CONADE0o That Division does its own analysis and consults 

with the other Divisions, and issues its opinion. if 
favorable, the budget is sent to the provincial governor for 

If unfavorable, the
sanction, and it goes into effect. 

CONADE staff will explain its opinion to the municipality 

CONADE canand seek corrections from the local officials. 
inform the Ministry of Finance to "immobilize" transfer 

agreement is reached with the municipality.
payments until 
If CONADE offeo no opinion on the local authority's budget 
within the specified time period, it automatically goes into 
effect. 

Ministry-of Finance
 

Transfers from the central government are a major source
 
of funds tor the municipalities. The magnitude and
 
consequences of this are discussed in Section B. The
 

Ministry of Finance controls municipal transfers through the
 
There are two kinds of funds, those
Disbursements Section. 


that are automatically retained portions of national taxes
 
set aside by. law for municipalities to use as they wish, and
 

These latter funds are restricted in
fund for investment. 
their use for "priority" purposes, and are more closely
 
controlled by the Disbursements Section. The criteria for
 
establishing 'priority" are legally supposed to be
 
established y CONADE, but the Ministry maintains that they
 
have received no such guidance, and they have therefore
 
established their own criteria. 

Government transfers to the municipalities come from four
 
sources; special fundsg the National Participation Fund 
(FONAPAR), petroleum: revenues, and two percent of the net
 
current income of the national budget. The special funds
 

are provided for specific projects by action of national
 
In 1983 this amounted to S1.
legislators or the Ptesident. 


2 billion. Petroleum revenues are provided directly by the
 

Central Bankp in fixed amounts of S/.250 million per year
 

per municipality, beginning in 1981. The petroleum revenues
 
are supposed to be used 'specialiy' for investment purposes,
 
but municipalities are using them increasingly for operating
 
expenses as well,
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The recent Decree on Regulation of the Economy and Public
 
Expenditures established a top limit of S/.60 billion for
 
the net current income of the national government, of which
 
two percent would be for municipalities. This means S1.1.2
 
billion for provincial capitals only, with 25% each for
 
Quito and Guayaquil, and the remaining 50% distributed among
 
the other provincial capitals.
 

The FONAPAR is an amount which varies every two years, 
and is drawn trom a variety of sources. 40% is 
automatically retained and disbursed for local use, and 60% 
is to he for investment purposes only. The sources are (a) 
tariff rights (S1/ 720 million per year ); (b) 10% of the 
income t.xv (c) fixed percentages of petroleum income 
(6.073% from Texaco and 3.484% of the income of the
 
Ecuadorian Petroleum Company -- CEPE); (d) 40% of the
 
cigarette tax e) 100% of the income from tax stamps; (f)
 
taxes on exports (S/.3.65 million per yeaz); and (g),1% of
 
import duties. 

The Ministry controls each of these accounts, how much is 
distributed to each municipality, and approves the projects
 
to be built with the funds. Once the Ministry has approved
 
a project, it advances up to 30% of the funds needed to
 
.onstru.t it. The rest is paid against invoices paid or
 
other justifications. This often causes problems for
 
municipalities, especially near the end of the fiscal year,
 
when the Ministry's disbursements are often delayed, and
 
municipalities must either finance the project from other
 
funds, or stop construction.
 

These controls are handled by computer, and are
 
apparently current. The Section wants to improve its
 
controls, and is preparing to offer courses on budget
 
administration to the municipalities.
 

Controller General
 

The Controller General carries out operational,
 
financial, and special audits of all public organizations.
 
For this it receives 5% of the budget of all public
 
agencies. The Municipal Code and the Financial
 
Administration Code require that,, the Controller General
 
audit the municipalities. This is done on the basis of the
 
budget passed by CONADE, and is done selectively (a few
 
municipalities each year; and on selected parts of the
 
municipality's operations).
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The Controller General uses internationally accepted
 

audit standards. Its services are respected by the public
 
(since 1981) a
institutions. It has recently established 


standard accounting format for all public agencies. The
 
Controller General maintains a training school for public
 

employees on such topics as basic laws, accounting,
 
auditing, and project control.
 

Attorney__iGfneral
 

Apart from its role as the prosecuting body of the state,
 

the Attorney C-eneral oversees all procurement of goods and
 
This means that
services by the public sector. 


municipalities must submit any requests for bids on local
 

projects to the Attorney General for a legal opinion before
 
they are issued.
 

Chapter IV of the Municipal Code regulates the relations
 
between the municipality and the central government,
 
represented by the Ministry of Governmentp which has a
 

Sectional Affairs Directorate to oversee municipal
 
relations. The specific functions provided in the lao, for
 

the Ministry are to (a) intervene to take over municipal
 
oversee the proper
administration if it is paralyzed; (b) 


administration of the municipalities; (c) respond to
 
fiscal
inquiries from municipalities? (d) call for audits or 


reviews; and (e) bring charges in case of wrongdoing.
 

During times of dictatorship, the Ministry named the mayors
 

and council members.
 

In practice, the main function of the Sectional Affairs
 

Directorate is to approve or reject any transfers of fixed
 

assets of municipalities, in order to protect the patrimony
 
Also, when the municipality
of the municipalties. 


expropriates property and there is a dispute with the owner,
 
The Ministry also sanctions the
the Ministry acts as judge. 


budget of the Province of Pichincha, which he' nc gue'nor 
to perform this function, and approves the ozc"tion of 
municipal pazishes.
 

The Ministry of Govermuent distributes and supervises the
 

special grants provided through the Chamber of Deputies for
 

communal projects of the municipalitiea. The Ministry has
 

not yet used its power to bring judgement agains a mayor or
 
council membee, but it has intervened in the case of the
 

Municipality of Sucre, where the council disbanded because
 

of internal disputes.
 



The Sectional Affairs Directorate has a staff of ten
 
persons, two of whom are professionals.
 

Ecuadorian Developent Bank EDE) 

The BEDE was established by Decree No. 774 in August,
 
1979 as an autonomous stock company. BEDE incorporated the
 
existing programs, operations, personnel obligations, and
 
responsibilities ot the National Development Fund (FONADE)
 
and the Municipal Development Fund (FODEM). The Bank's
 
statutory mandate is to provide credit finance for
 
programs, projects, works, and services to all. segmentd of
 
the public sector -- municipalities, provincial councils,
 
autonomous agencies, and the various ministries.
 

Municipal lending is but one part o! BEDE's activities,
 
which include financing of major projects of technical
 
ministries,. and providing the national counterpart funds for
 
loans from the World Bank and the Inter-American Development
 
Bank. It was capitalized with an initial fund of S/.25
 
billion and the loan portfolios of FONADE and FODER. BEDE's
 
income is derived from the proceeds of its loan portfolio,
 
fees and commissions, the petroleum participation fund, and
 
from FONAPAR.
 

BEDE makes loans only for the actual construction phase

of project development and implementation. Its priorities
 
are established by national development guidelines and the
 
following criteria:
 

a, 	Projects included in the national Development Plan or
 
those considered by the national government to be of
 
major importancel
 

b. 	Projects which will remove major obstacles to local,
 
regional, or provincial development;
 

c. Projects which will generate new stimuli to local
 
developmentl


d. Work projects to be carried out in areas of high social
 
marginality;
 

e. Balanced distribution among provinces, giving minimal
 
spatial coverage;


f. Projects which permit the exploitation of natural
 
resources and thus promote related employment in the
 
regions, and
 

g. Capacity of the entities to carry out the project and
 
hear the debt.
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To date, BEDE has approved 46 loans, 20 of which are to
 
water
municipalities. The 46 are distributed as follows: 


supply-8, roads -10i sewage -14; markets -5-, canals -3-,
 
electricity -2, and others - 4.
 

The loan application; approval, and implementaticn
 
process of BEDE has three main stages: (a) presentation and
 
review of the application by BEDE, (b) review and approval
 
by other central agencies (Ministry of Finance, Central
 
Bank, CONADE, and the Attorney General), and (c contracting
 
and disbursement.
 

The municipality is responsible for the preparation of
 
the loan application, drawing on its own staff, seeking
 

hiring consultants.
assistance form technical agencies, or 

The documentation required to start the process includes (a)
 

a
a formal request, (b) technical plans for the project, (c) 

detailed project budget; (d) a calendar of implementatione
 
(e) a projection of income to be generated by the project,
 
and (f) proof of local approvals and support for the
 
project. Once this documentation is considered complete and
 
technically sound by the Bank, the Board approves the 
project, and sends it on for a total of sixteen more steps 
before the first disbursement. Given the various factors 
involved, the entire process may take as much as a year to 
complete. BEDE currently is not placing loans as quickly as 
projected (only 33% of planned in 1982)q and has a 
considerable backlog of incomplete or unprocessed 

149 of these (worth
applications, 475 by recent count. 

S/.5.9 million) are in planning or review by CONAD2. The
 
remaining 36 have completed studies, and are in various
 
stages of processing.
 

BEDE loan terms vary by type of project and length of
 
amortization:
 

TABLE 1
 

AMORTIZATION TERMS
 
Up to Amortizatio>nProcess
 
3 yrs. 3-5 rs. 5+Yer
 

Export and Agriculture
 
Promotion Projects 8% 9% 10%
 

12% 13% 14%
Others 


Source: BEDE Internal Documents
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They include a 2-year grace'period, a one-time service
 

charge of 1.5 percent of the loan value, and a commission
 

charged annually which is equal to 1.5 percent on the
 

unspent loan balance. The majority of the loans granted
 

have been for ten years with interest rates of 10 or 14
 

percent.
 

TABLE 2
 

AMORTIZATION TERMS OF GRANTED LOANS
 
Interest
 Number
Rate Number L 


23 5 yrs. 2
10% 
 2
11% 6 8 

1 10 39
13% 

1 13 1
14% 


17 1
 

Source: BEDE Internal Records
 

Municipality's capacity to service BEDE debt its
 

determined by the amount of revenues it received from the
 

central government (FONAPAR) minus other debt obligations.
 

The debt service obligation of a municipality to BEDE is
 

deducted from its FORAPAR transfer funds prior to their
 

distribution. Collateralizing and collecting debt service
 

in this fashion minimizes the risk of arrears and default
 

as a unilateral decision on the part of a debtor
 
To the extent that a creditor's share of the
municipality. 


FONAPAR transfer funds does not fall below existing
 

amounts, BEDE loan repayments are guaranteed and its
 

portfolio of loans to municipalities is risk free.
 

Nation". Preinvestment Fund (FONAPRE)
 

FONAPRE's purpose is to carry out or sportsor the
 

preparation of studies, up to the final design stage, of
 
a public agency offering
development projects. It is 


credit to other public entities. Its board is chaired by
 

the head of CONADE (the Vice-President), and includes the
 

Minister of Finance and the Secretary Genaral of the
 
The Fund is organized in three
National Security Council. 


technical Divisions (Agricultural Development, Physical
 

Infrastructure, and Urban Development) as well as an
 
Administrative-Financial Division and a Programming and
 

Coordination Division.
 



21 -


The three technical divisions provide advice and guidance
 
to borrowers in applying for preinvestment study loans, and
 
in contracting with consultants to carry out the studies.
 
The Financial Division Studies the debt-carrying capacity of
 
the borrower, audits the funds, and advises on accounting.
 
The Programming and Coordination Unit.offers training,
 
control of documents and operations, and coordination of
 
international agreements (FONAPRE itself borrows from the
 
World Bank and the IADB).
 

The Fund's principal borrowers are the major technical
 
agencies of the central government, such as the electric
 
authority (INECEL), the Ministries of Agriculture and of
 
Public Works, etc. However, the 1982 Annual Report shows
 
that the number of loans to municipalities for studies is
 
growing, particularly in the areas of urban plans, cadastral
 
studies, and studies for specific works such as water supply
 
and a port. Of the 72 studies completed or in progress
 
during 1982, 11 (or 15 percent) were for municipalities.
 
Plans for the coming year show 38 approved and being
 
processed for disbursement, of which 13 (or 34 percent) are
 
for municipalities, principally intermediate cities.
 

The terms of FONAPRE's loans are geared to 60% of the
 
maximum rate established by the Monetary Board (presently
 
9.6%)e applied to the outstanding balance. The period is up
 
to 10 years, including a grace period when the study is 
being done (6 months to three years).
 

FONAPRE's procedures for securing a loan. and contracting 
consultants to carry out the planning or feasibility study 
are modelled on those of the international development 
banks, and involve formal procedures of pre-qualification, 
bidding, selection, and negotiation with consultants FONAPRE 
has prepared materials and conducted courses for potential 
borrowers (including municipalities) on how to successfully 
carry out the steps required to obtain and use the Fund's 
resources0
 

Technicaencies
 

The National Sanitary Works Institute (IEOS), the
 
National Electric Institute (INECEL), and the various
 
functional ministries (public works, health, education,
 
etc.) also interact on a regular basis with the
 
municipalities. The principal point of contact with these
 
agencies is through their regional or provincial-level
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offices. They may be called upon to assist with technical 
studies sometimes at the municipality's expense), to provide 
advice on project implementation, to lend equipment, such as 
a road grader, or to give a technical opinion required by a 
lending agency) on a project. They of course also interact 
with the municipalities in the course of carrying out 
nationally-mandated projects and programs. 

if3.2 Lunic!paltiesitazations 

Assocation of Municipalities 

This organization is provided for in the Municipal Code 
as an entity of assistance and coordination. Since the 
August 1982 reform of the Code, all municipalities are now 
automatically members o4' the Association, and their dues (1% 
of ordinary income) are withheld from central government 
transfers. The c.bjectives of the Association, according to 
the CODE, are to- (a) safeguard municipal autonomy1 (bi 
promote the progress and represent the interests of the 
municipalitiese {c) cooperate with the central government in 
plans which benefit the municipalities, and (d) participate 
in international events. The law provides that the seat of 
the Association shall be in Quito. An Executive Committee 
is elected by a General Assembly of representatives from all 
municipalities, and the Association's business is managed by 
a Secretary General# who has held the position since 1979. 

The Association holds an annual congzess to discuss 
common interests of the municipalities. It has prepared 
analyses and proposals for reform of the Municinal Code for 
consideration of Congress, prepared special studies on 
municipal topics, and promoted the attendance of its members 
at international conferences. The Association names
 
representatives to such national bodies as the directorates
 
of IEOS, the Hcusing Bank (BEV), BEDE, and the National
 
Transit Boa,d, and is seeking representation on the CONADE
 
board and in the Chamber of Deputies.
 

The Association currently has a staff of six, three of
 
whom are professionals. Through a recent technical
 
assistance agreement with the International Union of Local
 
Authorities (IULA), based in the Hague, the Association has 
become the headquarters for a Latin America-Regional Chapter
 
of IULA. This is staffed with two expatriate experts in
 
local administration. They are developing a program of
 
training and technical assistance for local authoritiesethat
 
will benefit Ecuador as well as other Latin countries.
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Municipal Consortia
 

There are at least three consortia of municipalities from
 
different regions of the country (Amazon, Manabi, and
 
Loja). The Amazon Consortium was funded 20 years ago,
 
composed of 20 municipalities of the Oriente. It has been
 
active for about a year and a half, maintaining, a small
 
staff (five persons) in Quito. The purpose is to bring
 
together the interests of smraller municipalities in dealinqs
 
with the central government, to share technical assistance
 
resources and information, to track the procedures for
 
specific projects, prepare manuals and propose legal
 
reforms, and provide or locate whatever assistance the
 
member municipalities may need. The Amazon Consortium is
 
funded by member contributions of 5/. 7 000 per month.
 

4. A Dav in the Life of a Munici tl
 

fdlakPz#e chairman of the Municipal Council of Salpuyo, 
realized that the pounding in his head was not a bad dream, 
or thunder, but someone beating on the door of his house. 
He rolled over to see that the clock read 2:30 M-1. Throwing 
a woolen wrap :ound hImself, he stumped downstairs. At the 
door he found his chief of public workgr stamping his feet 
and swearing. NMr. Chair-man. the water main outside town 
just burst", he reported. 

"So why aren't you rounding up the men to fix it, instead
 
of running to me at this hour?" cursed the chairman,
 
thinkir.g about 15,000 people who would wake to no bath water.
 

"Because the workers decided to go on strike last night,
 
Ra6tl and I don't thin: I can get anyone else to come out at
 
this hour.0
 

uSave yo called the IOS engineer? It's still legally
 
their system, you know. We haven't taken on the
 
administration just because these kinds of things keep
 
happening. Why can't those guys get the thing to function?"
 

By this time# the two men were on their way to the
 
kitchen, and Raul's wife was scooping water from a barrel to
 
make coffee. After an hour of discussion, the Public Works
 
Chief left to roust out the ZEOS engineer and whatever
 
workforce he could find to tackle the water problem. Raul
 
went back to bed, but slept very little, thinking about his
 
plans for the day. It would be feria day, with .many people
 
and problems to attend to.
 

When hereached the office at 8:00, he found nine people
 
waiting in the anteroom, and three of his staff members
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already seated arouand his desks each with a file tied with
 
string. The chief of finance had ten petty purchase forms
 
to be signed. ?he legal advisor was ready to review the BMDrE
 
loan package %(for additional financing to cover the
 
increased costs of electrify ing one of the rural pblados) 
and the assistant engineer (really a crew foreman) had the 
workers' petition and statement of principles to discuos 
Ra6l yelled for the council secretary, and .asked her who all 
those people were outside, just as each of his staff members 
started talking about his individual probice. The secretary 
went outside to make a list of names and problems as Rat... 
started signing forms, and asking his foreman what the 
strike was all about. He told the legal advisor to come 
back in half an hour. After listening to the foreman for 
some time, he said he would meet with the workers'
 
representative at noon -- not with the union leader, but
 
with the senior worker.- ft Weveloped that the group waiting
 
outside was mostl! there to complain about the water, and
 
Radl assured them that the system would be working by noon.
 
As he turned to go back into his office to look at the BEDE
 
papers: the provincial prefects chief political aide walked
 
in, and insisted that he and Ralol go out for coffee to
 
discuss some party business. In the corner caf6-, Rav 
fended off the smart remarks of the market people about the
 
water problem, and took his favorite table to talk politics. 

Meanwhile, back at. the cluttered municipal office, the 
was hunched over a table with his accountingfinancial chief 

assistant, staring at the formats in the program budgeting 
manual issued by the national planning office. He had asked 
his accountant, Jose, to spread the year's figures over the 
various spending categories 11 can't expl.ain those damned 
categories to your Jose6' said the o'h.Le. 11m a, bookkeeper 
just like yout have been .in this office for 15 years, and 
I've never had anybody give me a decent bxplanation of what 
that damned manual is all about. You're a bright lad. Just 
do the best you can. The CONADE peop-le in Quito will send 
th budget back anyway, as they have every year, and I 
suppose we'll hear all about how we've messed things up. '. 

Ra1u! Paez left the cafe at mid-morning, and catchi i °a 
ride on one of the town's two dump trucks (the other having 
been sent to Ajabato for a transmission overhaul), he and the 
foreman drove out to check progress on the water main. At
 
the site he controlled his anger at the SEOS engineer, who 
reported that the break would in fact be fixed by noon.
 
"Well, that's certainly an improvement ove. the last time,"
 
grumbled Paez. Olt took you almost a week then.'
 



The engineer just turned his back and walked away. He and
 
the chairman had been around too many times on this problem,
 
and he knew he would be leaving on his transfer to Guayaquil
 
next week to help repair flood-damaged water systems in
 
Guayas. He'd let the next fellow struggle with the stubborn
 
chairman.
 

Radl drove back through the streets, now crowded with
 
sidewalk stands, peasant women squatting next to their piles
 
of bruised fruity neatly tied bundles of greens, and
 
coverful knicknacks. When he reacned the market square, he 
smelled the odors of freshly slaughtered livestock, cooking
 
fires in the food stallsp and not.ed that his ta. clerk was 
walking through the squarev collecting a few sucres from
 
each of the vendors. He thought again about his discussion
 
earlier in the week with his council members about raising
 
the market fees, and how the discussion had turned into a 
heatede and pointless debate about inflation, costs of food
 
in town, and a number of other old points of contention 
among the members. Ie decided that this was one fight he 
would leave alone for a while. He still had to break the 
news about the cost of the rural cadaster the council had 
decided to carry out (after much debate). He had received a 
.letter saying that the municipality would have to pay
 
several hundred thousand srcres to obtain help from DINAC, 
and that work probably would not start for sLx More months. 
By then Raadl would be entering his final year as chairman, 
and he wasn't sure that the cadaster would ever happen.
 

His lunch meeting with the workers' kepresentative (and
 
the union leader, who happened to appear at the cafe) went
 
well, after the chairman reminded them both of the law
 
against public employees' strikes, and how the chairman in
 
the next town had broken the union hold on the workforce.
 
As they finished their lunch, including a couple more beers
 
than Ra6l usually took at that hour, the pipes of the caf4
 
started to gurgle as the water from the repaired main began
 
to flow again.
 

By three o'clock Rall was sitting down in his office with
 
the legal advisor, who in iact counseled Rail on planning,
 
dealings with Quito agencies, and even some political
 
matters. By 5:00 they were as satisfied as they could be
 
that the request to BEDE for additional funds was
 
a convincing and complete package. They reviewed the
 
problems with the contractor, with INECEL, the delays in
 
receiving the imported transformers, and the various cost
 
increases each had entailed. It was agreed that the Raul and
 
the legal man would personally carry the request to the head
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of BEDE, just to be sure they has everything right, and
 
would get quick consideration. It seemed to have worked for
 
them the last time.
 

As they broke up, the council secretary came in to tell
 
Raul that three council members, the group from the Radical
 
Liberal Democratic Party, wanted to see him in the council's
 
meeting room about a petition they had received to pave the
 
streets in Barrio Mario Jesds. The chairmen knew that this
 
small but growing slum area was a stronghold of the RLDP,
 
and that if he didn't find some money for this, he would
 
lose the votes of the council on the rural cadaster question.
 

Raul entered the council room, greeting each councilman
 
warmly, and accepting congratulations for getting the water
 
started again. He read the petition, which was written more
 
as a political tract than a justification for a public works
 
project. "1 think I can do something about this," he said.
 
"We have some paving blocks left over grom the market repair
 
we did last summer, aiid they should just about do the job.
 
Will you fellows organize some community work crews to help
 
lay the blocks? We can get the provincial councilts grader
 
down here next week to level the streets."
 

Ramnin Torres, the senior member of the group, exploded.
 
"What do you mean, paving blocks? Those people deserve
 
asphalt, and curbs and sidewalks. They're part of this town
 
too, aren't they? And what's this about community work
 
crewd. Can't our illustrious public works team get off their
 
behinds and take care of this one?O
 

Rati had known it wouldn't be as easy as he had laid it
 
out. It was 9s30 when the meeting finally broke up. The
 
formula for getting paving done-in the barrio wasn't much
 
like Ra'l's original proposal, but neither had he committed
 
to asphalt. In return for dropping the idea of community
 
work crews, he picked up some support for his tentative
 
agreement with the union man to allow extra time off at
 
Christmas for the public works team.
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B. FACTORS AND TRENDS AFFECTING THE MUNICIPAL ROLE IN
 
DEVELOPMENT
 

In this sectiong the judgements of the team of analysts,
 
and the findings of the series of municipal meetings, are
 
assembled around certain major themes related to be current and
 
potential state of municipal participation in Ecuador's
 
development. These themes are (1) thk changing financial
 
circumstances of the municipalities, (2) development planning
 
and implementation, (3) delivery of basic services (water,
 
sewage, power, solid waste, markets, etc.), (4) general
 
management and administrative capacity, and (5) institutional
 
linkages between municipalities and local entities, and with
 
national institutions.
 

It will be noted that not all factors can be clearly
 
negative effects. For
identified has having either positive or 


example, the increased transfers of central funds have raised
 
the municipalities' awareness of the need for management skills
 
(providing a ready audience for training and technical
 
assistance), while at the same time creating increased
 
dependence of central funding. The political freedom allowed
 
since the return to constitut'onal government has allowed local
 
needs to be more frequently expressed, but has also caused
 
deadlocks within municipal councils.
 

1. Financial Status Peformance,_andProspects 

1.1 Income and Revenues
 

Municipalities in Ecuador have experienced a financial
 
bonanza since the mid-1970s. As the table below showsr
 
between 1975 and 1978, municipal income increased 69
 
percent. As large as this increase was, it was a bit less
 
than the overall growth of the Ecuadozian public sector. As
 
a besult, the municipal share of public sector income tall
 
slightly from 10 percent in 1975 to 9 percent "n 1979.
 

As Rat'l walked home past the market square, he saw the
 
town truck being loaded with the last of the market trash.
 
It was a day like most, perhaps a little better than some.
 
He promised himself that he would think long and hard about
 
accepting another political post. His small potato farm and
 
the shoestore would give him enough excitement for some time
 
after this term was over. He might even go back to teaching
 
in the local high school, if they'd have him.
 

During the four years between 1978 and 1981, municipal
 
income (including local revenues, central government
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transfers, and loans) increased each year in amvunts roughly
 
to the whole of the three years prior. Total publicequal 

sector income did not increase at the s rate, so that the 
181 percent ireas Tn municipal income increased the 
municipal shaze of public sector revenues to 12 percent. 
The aggregate municipal income growth between 1975 and 198l 
of 377 percent, when adjusted for population g'oith and 
rising pricesf wo ks out to be 277 percent, still a 
substantial amount.
 

Table 3 

SELECTED MEASURES OF MUNICIPAL i~CZ.J 

ECUADOR 1975, 1979, 1981 

1975 1979 1981
 

Municipal Income 
(millions of sucres) S/2,505.9 S/4,246.8 S/11,953.3 

Percent of Total 
Government Income 10% 9% 12% 

Per Capita Incomea 366.9 549.15 S/ l?382.8 

Constant sucres Per 
Capita Income 
(1975 sucres) S/ 366.9 S/ 434,74 S/ 881.88 

Own Source Constantab 
sucres 
Income 

Per Capita 
S1 130.0. S/ 135.4 S/ 167o0 

Central Governmentc 
Transfer as a Percent 
of Municipal Income 33.8% 43.2% 54%" 

a1975 Calculated using 1974 population, 1978 population
 
estimated on base of straight line interpolati on between 

° 
1National price index for 1981 estimated by aiumi. that 

prices between June 1980 and June 1981 incaaoe~ d .: the same 
rate as between December 1979 and June 1980 ( 2, . 54) 

CIncludes' petro participationi 1975 price~ t'ex 
1976. RCvz'ruesby assuming a .2rice increase betwnet 1975 and 

from unpublished data provided by CONADE. Pacu lation and 
priceslIndice Eatadl....ico 
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The principal source of increased municipal income was
 
the dramatic growth in the aliccation of petroleum
 
participation funds° These central transfers grew gradually
 
from 1975 to 1979 %S/.20 million to 65 million): but in 1980
 
and 1981 the petro participation transfers to municipalities
 
jumped to S/.1.4 billion and S/2.0 billion respectively, On
 
the other hand, real per capita income raised by "-he
 
municipalities from their own sources increased Ky only 20
 
percent during the 1975 - 1981 period, or about 4 percent
 
per year. Thusy while the volumie of resources channelled to
 
the municipalities has increased greatly, the municipalities
 
in the aggregate have not mobilized many additional
 
resources to help increase the level of service they
 
proviae, with a few notable exceptions. This brings the 
result that central government transfers as a percent of 
local income have grown from 34 percent in 1975 to 54 
percent in 1981, a clear measure of increasing dependence, 
or decreased decentralization. 

The S/1l.3 billion municipal income from all sources in
 
1981 can be broken down into three basic categories (based
 
on data from the Controller General, 1981);
 

Own source. 20.6 percent 

Non-loan external: 53.1 percent 

borrowingz 26.3 percent. 

Xf both loan and non-loan sources are combined, less
 
than 21 percent of total municipal income in 1981 was
 
generated from local tax revenueso service charges# income
 
on assetz, etc. It should be noted that future loan
 
repayments of the 26 percent borrowing could come :rom
 
either ow-n sources or non-loan external transfers. In 
either caseg the current dependency of municipalteis on 
central sources is Large, znd as we have seen, is 
increasing. 

Whether this dependency is or is not a problem depends
 
on several factors. These include (a) the continuing
 
availability of central government revenuese (b) the
 
relative efficiency of national versus local revcnue
 
collection, and (c) one's views on the behavioral virtues
 
of collecting and spending at the some level of government,
 
where people can see locally-determined results and
 
benefits of their taxes.
 



" 30 

1.2 Expenditures ang budget.!_
 

The table below shows the tzend from 1075 to 1981 on
 
the expenditure side of the municipal accounts, based on
 
CONADS'S financial statistics.
 

Table 4 

MUNICIPAL EXPENDITULUS 

1975-1981 

(Millions of sucres - rounded) 
1975 1977 1979 198] Percent Change 

Current 1,078 1,557 2,68 3,633 +296% 

Capital 958 1,497 1,602 6,186 +546% 

As the table showsp capital ezpenditures have, after a
 
history of being nearly equal to current expenditures,
 
taken a massive leaL to be nearly double the amn.unt spent
 
on current operations. This is directly related to the
 
fact that the increaed central transfers on the income side
 
which took a signifizant upboing in i980, were aLmost
 
entirely restricted to investment use, as explained above
 
in Section A-3. DurI-ng the same period, COWAD was closely
 
scrutinizing the current expense buidgets, restricting
 
salary increases or staff grrwth
 

Data from the Controller General for 19 1 shows that
 
the municipalities budgeted S/14.8 billion for total income
 
and expenditures. As noted above, income amounted to only
 
S/.11.3 billion, a 23 percent shortfalls of which 54 
percent came from external non-,loan sources. On the
 
-expenditure side, the shortfall was even greater. Only
 
S/.9.3 billion was actually spent, a 37 percent difference
 
between planned and actual perfori'nce.
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The table below highlights some key differences between
 
planned and actual income and expenditures, using
 
Controller General data.
 

Table 5
 

MUNICIPAL BUDGET PERFORMANCE 
1981 

(millions of sucres)
 

. . Planned Actual Am't Diff. % Diff. 
Example 
Income
 

1. Local
 
Tax Revenues 1,931.2 1,648.7 282.5 -17%
 

2.Central non
loan Transfers 7,812.1 6,016.8 1,795.3 -30%
 

Example 
Editures 

1. Construc
tion invest. 7,358.9 3,611.1 3,747.8 -103%
 

2. Salaries
 
& benefits 2,404.7 2,219.5 185.2 -8%
 

We have selected some example figures in each case
 
(local taxes and central transfers on the income side, and
 
construction investment as a measure of capital spending
 
performance, and salaries as a measure of current
 
expenditures) to try to assess possible reasons for the
 
differences between budgeted finances and actual outcomes.*
 
In the area of tax-raising, while the amount raised is low,
 
the difference is less than the overall spread of 23
 
percent on the income side, suggesting that municipalities'
 
availability to project tax income is better than might be
 
expected. Central transfers, on the other had& fell 30
 
percent below estimates. This could represent optimistic
 
projection by the municipal budget-markers, but it could
 
also represent delayed or diminished transfers from
 
FONAPAR, the petroleum fund, or other central sources.
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On the expenditure side, clearly the municipalities are 
better at estimating and paying out such recurrent costs as 
salaries than they are at projecting the flow of investment 
funds. As reported elsewhere, there is considerable shared 
responsibility between local and national authorities for 
this differenceg given the many agencies and complex steps 
involved In p~anning and implementing construction projects 
at the municipal level. It is interestin9 to note that in 
those areas where the central government has the greatest 
involvement -in providing income, and in reviewing and 
approving investmenta--the greatest shortfalls occur. 

1.3 Municipal Revenue
 

Here, as elsewhere 4n this report, the term revenue is
 
used as a subset of income, to mean municipal actions to
 
collect taxes, service fees, And improvement levies.
 

Studies conducted to dat suggezt that there is good 
potential tc raise the amount of income unicipalities can 
realize from tnese avnmes. This has been shown by 
positive steps taken in the municipalities of Machala (a 
coastal cant6n of 110,000), Ventanas (a coastal cant6n of 
59.000) Mera (an Amazon cant6 of 4,500) and Salcedo (a 
sierra cant6n of 45P000). In these places, by updating 
cadasters, building public undezstanding of the purposes 
and benefits of increased local revenue, setting service 
fees at real cost levels, and other measures, revenue
 
increases have started to keep pace with other sources of
 
income. 

Our inquiry has found that the greatest obstacles to
 
increasing the amount of municipal income realized from
 
local revenues includez
 

(a) the studies and documentation (registers6 maps, etc.) 
that serve as the basis for property taxes, potentially 
the largest source of local revenue, are outdated, 
poorly done, or poorly maintained; 

(b the tan rates, service rates, and improvement levies
 
are also obsolete, or set at levels that do not equate
 
with current costs; and
 

(c) tax collection systems, and related records, are
 
handled haphazardly with outdated manual procedures,
 
allowing many tax payers to escape payment.
 

Aside from these technical problems which are partly
 
due to staffing levels and skills, there is a more basic
 
problem of motivation and political will. With tha
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dramatic rise in central funding of municipal programs and 
projects of recent years, therc is little incentive to 
increase taxes. In fact, one part of our analysis
suggested that the less local revenue a municipality 
raises, the more central funds provided. And of course, 
taxes are never popular& and the municipalities are 
political instiutions. Mayors, council chairpersons, and

.council members often represent different political parties
 
and factions, and cannot agree on improving tax collection
 
or raising rates. In one town, Usmraldas, the mayor

maintains that the economic depression the town is
 
experiencing makes increased taxation an unfair imposition
 
on the coamunity. In Ambato, following a major urban
 
cadastral study and recommended improved property tax rates 
and systems, the implementation of the plan was delayed for 
months in a stalemate between the mayor and the council. 
The plan finally went into effect, but at 50 percent of the 
suggested rates. 

1.4 Effects and Prospects
 

Detailed analysis by our team of both the aggregate
 
financial picture, and of a sample of 22 municipalities
 
(small, medium and large, from the three main geographic
 
regions) shows that the trends described abov'e are
 
producing results that raise concerns for the future.
 

Municipalities are relying more on external sources
 
(both loan and non-loan) for their income. This is less 
true in the coastal region than in the sierra and the 
Amazon, and less true of larger municipalities than of 
medium and small ones but neverthelesse is the general
trend. This has various effects. First, the reliance on 
externalp rather than local sources, generally equates with 
greantly increased investment spending and slower increases
 
in current expenditures. It also means increased debt 
burden. Municipalities do use some central transfer funds 
to meet current costs, but this is in contravention to 
general policy of the Ecuadorian government; which assumes 
that operating costs will be met from local revenues.
 

Increased investments, and increased borrowing, imply

future demands on municipal own-source income to operate
 
and maintain new installations facilities and services, and
 
to repay loans. This will require increased property
 
taxes, cost-recovery rates for services and other measures
 
which are presently difficult for municipalities to pursue,

both technically and politically. as noted earlie . In El
 
Puyo (Pastaza), an Amazon municipality with a dynamic
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mayor, and recipient of especially large central transfers,
 
over 20 major public works have been completed in the last
 
three years, including paving and lighting of streets,
 
sports, tourism, and recreation complexes, community
 
centers, improved drainage and water, a market and civic
 
center, a bvs terminal, and so forth. El Puyo, like other
 
places of its size, will not have to worry about the future
 
costs of this building program as long as.central transfers
 
and loans keep flowing from Quito. But the prospects for
 
this, given Ecuador's economic and financial straits, are
 
poor. Unless local revenues grow to offset dealing FONAPAR
 
and petro funds, the debt-bearing capacity of
 
municipalities will diminish. Investment programs will
 
have to be cut, and depending on how serious the squeeze
 
becomes, facilities and services may have to be cut back or
 
shut down. The choice for the future becomes quite simple
 
and stark--either raise revenues locally, or cut services.
 

Another effect of the changing financial circumstances
 
of municipalities, particularly the imbalance between
 
rapidly rising investment and slowly rising current
 
expenditures, is that there is simply not enough staff,
 
well enough prepared and compensated, to perform all the
 
new functions requieed. This topic is to be explored under
 
the following topicsp but it is a recurring theme,
 
suggested by the financial data on budget performance, and
 
directly and forcefully discussed by every municipal


Examples abound
administrator we interviewed or surveyed. 

of equipment for which there are not operators or
 
mechanics# financial reporting requirements which cannot be
 

There will have
fulfilled for lack of staff, and the like. 

to be increased investment in human resources to complement
 
the drive for physical resources.
 

Borrowing by municipalities from official agencies such
 
as BEDE and FONAPRE does not at present represent a
 
financial difficulty for municipalitieso The terms of the
 
loans are reasonable, the agencies carefully examine the
 
financial status of the cant6n before making a loan, and
 
they are willing to-refinance or modify terms if a good
 
case is made by the municipality. This is not the case
 
when a municipality borrows funds form a foreign private
 
bank# as did Abato for a traffic overpass project. Given
 
the city's revenue problems and the country's foreign
 
exchange problems, it will probably require action by the
 
central government to clear the debt.
 

However, in the case of BEDE lending, there are some
 
aspects that will deserve careful attention in the future.
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BEDE presently has little involvement in assuring that
 
potential revenue-producing projects in fact pay for
 
themselves, including debt service as well as operations
 
and maintenance. This may leave municipalities with
 
uneconomic projects wfiich have to be operated and amortized
 
Out of other sources, as noted above. BEDE may want to
 
consider conditions on its loans, so that municipalities
 
are required to set adequate service fees for the use of
 
BEDE-funded facilities.
 

BEDE's loans are now guaranteed by FONAPAR accounts. 
Payments on loans are withheld for BEDE by the Ministry of 
Finance. This places BEWD in a risk-free position as long 
as FONAPAR, which is in turn derived from national taxes, 
continues strong. This is uncertain, given current
 
economic prospects, and may be an incentive for BEDE to be
 
more diligent in assuring the self-financing nature of
 
mupicipal projects.
 

2. Development Plannin nd I lementation
 

2.1 Role of theMuni: litin Ike loMent
 

As defined by the Municipal Code, and sunuarized in 
the municipal role in development
Section A-l of the studyv 

is currently defined in terms of providing social 
infrastructure for the urban areas, although municipal 
jurisdictions include significant rural populations in 
nearly all cases. The present focus is depicted in Exhibit
 

The needs for basic services,
1 on the following page. 

such as water/sewer, electricity, and the like, are serious
 
in nearly all municipalitiest a suggested by the typology
 
in Section A-2.2. Systems for the older central towns are
 
in need of renewal, and in many of the newer marginal urban
 
settlements or built-Lp rural areas, these facilities range
 
between rudimentary and non-existent. 

From the viewpoint of development technicians in Quito; 
the municipal role is to accept centnal resources for 
investment in projects identified as national priorities,? 
with a rough division of labor with the Provincial Councils 
in this page goes Exhibit 1 providing for the rural 
areas--especially schools, health facilities, and feeder 
roads--and the municipaliti.es attending to the urban areas.
 

To date, the municipalities have not been expected to
 
take a significant role in providing-economic
 
infrastructure (industrial sites, wholesale markets, and
 
the like). ThiA has been the responsibility of national
 

http:municipaliti.es
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agencies or the private sector. Housing development has
 
also been left to private individuals or organizations,
 
with government incentives geared mainly to middle and
 
upper-class needs until recently.
 

Municipal leaders traditionally have been elected or 
selected from among the business and professional classes. 
These town-based people saw the focus of municipal action 
as being to assure that public offices were well-housed, 
that commercial areas were policed, drained: and kept 
clean, and traffic problems resolved. This concept of 
municipal development has its roots deep in Latin American, 
and even Spanish, history. 

There are signs that this concept is changing in
 
Ecuador, as it is elsewhere in Taitin America. Council
 
members and mayors increasirigly come frow working-class,
 
organized groups, such as teachers and arivers. M-ayors and
 
council presidents from agricultural backgrounds now hold
 
office.
 

Through them, and from the people directly, are coming
 
demands for extending municipal services both
 
geographically and functionally, to attend to the poorer
 
areas,. to respond more to rural needs, to attend to
 
problems of irkigation, marketing, health youth and
 
recreation--programs assumed to be central government
 
responsibilities, but which do not reach effectively all
 
parts of the country.
 

With the expanded financial resources available to
 
municipalities, expectations have been raised that local
 
government will respond more to local needs, including
 
expansion of basic services, but also advocating or
 
directly pursuing economic growth opportunities. In
 
Esmeraldasp where port and refinery development produced
 
little of the expected employment (but a large inpouring of 
job-seekers); development of light industry, or
 
.reestablishment of banana production, to czeate jobs and 
occupy the port. are of higher interest. In El Puyo, which
 
3exports" lumber, hides and field crops to be processed in
 
the slerra, there is a desire to create local processing
 
enterprises to capture the value-added. While many mayors
 
and council presidents appreciate the need to raise local
 
taxes, they also want to link it to improving the area's
 
economy, and thereby expanding the tax base.
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2.2 	National-Efforts in Local'Planninq
 

As mentioned briefly in Section A-2, the urban
 
structure of Ecuador is changing, with increased population
 
pressures on the smaller cities and towns.
 

As these changes have become more apparent, a series of
 
studies of the development problems of secondary cities.
 
market townsy and other growith poles (like ports) have been
 
done, principally by the National Development Council
 
(CONADE), formerly the National Planning and Coordination 
Council (JUMAPLA). With participation of advisors from the 
OAS and the UNDP, a number of analyses were done in 
3976-77e and again in 1979, which focused on a wide range 
of issues related to local development outside (Quitoand 
Guayaquil. The earlier series were prepared as part of an 
effort called "Bases for the Establishment of a National 
System of Local Development", others were part of a 
microregional planning activity, and other studies were 
done in preparation for an urban strategy for the 1980-1984 
national development plan. 

The urban hierarchy was studied, applying regional
 
analysis techniques. Agricultural marketing interactions
 
were studied. Issues of local government finance and
 
administrative capacity were analyzed. Socio-economic
 
research was done on the urban poor in a number of cities.
 
Shortfalls in housing supply, availability of basic
 
services like potable waterl electric power, schools and 
health facilities were identified for most of the towns.
 

The 1980-84 national plan distilled the following from
 
this comprehensive study: 

(a) 	 Need for better conuitunication between regions and 
provinces 1 4 

(b)Need to reduce the concentrating power of some cities 

(c) 	 Need to articulate the roles and production functions
 
among the country's rural areas
 

(d)Need to Articulate the rural and urban functions, via
 
the provision og services, articulation between
 
agricultural production and industrial processing, and
 
improvements "inwelfare.
 

(e) Need to articulate the urban centers, to insure the
 
adequate provision of services around and in each
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center, and to reduce the increasing primacy of Quito
 
and Guayaquil.
 

(f)Need to articulate the use of urban lands, so as to put
 
into effect a low-income housing policy, an industrial
 
development function, better provision of services,
 
marketingr etc.
 

To the evident disappointment of the technicians who
 
assembled the material at great cost and personal
 
dedication, the current published national plan offers
 
little in tee way of action plans and resources to address
 
these problems. What remains, however, is valuable body of
 
information and ideas for use when the policy climate is 
more receptive, and a group of people, most of them still
 
working in CONADEp who have direct experience with the
 
analysis, and an active interest in its eventual
 
application..
 

During the 1970s CONADE sponsored, or directly 
implemented a number of local development plans. 4ost of 
them emphasize physical planning (land use, zoning, traffic 
patterns). Review of a sample of these shows that they are 
weighty, often very academic# and do not show much evidence 
of participation of local leaders and interest groups. 
Social and economic analysis is minimal, the main focus 
being on establishing guidelines for future construction. 

Ecuador lags behind other Latin American countries in
 
the application of simplified technology to the solution of
 
urban problems. Technical standards for public works and
 
private construction remain high. This has the following
 
kinds of effects:
 

(a) Land-use plans provide for unnecessarily large lots and
 
wide streets which are more difficult and costly to
 
supply with water, sewer, and electric connections;
 

(b) Services are provided at a maximum level (water piped
 
to each home# daily trash collection, sodium street
 
lamps on reinforced concrete poles, streets paved with
 
asphalt rather than blocks or stones)l
 

(c) Housing standards are set at levels which prohibit the
 
use of local materials and simple techniques which
 
owners could practice to upgrade or replace their
 
dwellingsl and
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(d) Construction designs and practices appropriate to one.
 
part of the country -- often the Sierra-- are
 
recommended by experts without adaptation to different
 
regions with their distinctive climates, materials, and
 
conditions.
 

All of this means that if the experts' plans and 
standards are adhered to by local authorities, the 
investment funds cover less area and fewer people, have 
less effect on local economies (employment of local labor 
and aterials), and seldom reach to the people most in 
need. Municipal administrators who want to experiment with 
lower-cost, simplified methods are denied approval by 
technical agencies or experts, or opposed by town leaders 
who want only the latest and the Obest" technology. 

2.3 Local Plann o velopment
 

Planning units are scarce in Ecuadorian
 
municipalities.. The inaugural meeting of the Association
 
of Municipal Plannersp held last spring in Ambato, brought
 
togetner ten ok the fourteen fulltime municipal planners in
 
the countryp all located in provincial capitals. In
 
smaller places like Salcedo and Z! Puyo, the planning
 
function is located in the public works departinent. The
 
staff obeys the priorities of that unit, largely focussed
 
on street paving and repair, and tries to carry out the
 
provisions of a land use and zoning plan, if one has been
 
done. These plans provide some guidelines.for future
 
investment, but don't really help local officials to face
 
questions of overall development of the cant6n. The rmaps
 
are usually posted on the municipal walls to be used for
 
issuing building permits and guiding land development in 
the central town, but it is difficult to determine whether 
they influence or inform the investment and budget
 
decisions of the municipalities.
 

Rural development planning, to the extent that it is
 
done by municipalities rather than the ministry of
 
Agriculture or provincial officials, is really
 
project-by-project responses to demands from the rural
 
parishes for basic services like water supply and
 
electricity. Since there is no formal representation of
 
rural parish leaders on the municipal councils, municipal
 
planning tends to be focused on the capital town and its
 
immediate environs.
 

Rural-urban planning, or microregional planning, has.
 
been of growing interest at the national level since the
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late 70s. The interest in this that is now being expressed
 
by mayors and council chairmen, arises in part because of
 
the pressures they are facing from in-migration, and
 
because of urgings of national planners and technical
 
agencies. A UNDP project in this area was cancelled when a
 
number of local plans were in draft form. The studies have
 
not been shared with local people or completed.
 
Municipalities find that their project-by-project plans are
 
being questioned by higher levels in CONADE and elsewhere,
 
who require that projects be presented within some kind of
 
a context or scheme of priorities and linkages.
 

There is presently no formal means for developing
 
planning skills at the municipal level, other than by
 
hiring young graduates of one of the architecture/urbanism
 
faculties.
 

Development planning also has a political dimension.
 
L6ng-range, comprehensive development plans may be seen as
 
threatening to local politiciansy who fear that a plan will
 
take away thoir dis-rtion to respond to special needs of
 
communities. They gain credit by providing them with
 
small, but visible projects like lighting a street,
 
installing sidewalks, ox putting in a drain pipe. Or they
 
may want to ca:e of their own special interests through the
 
erection of monments of one kind or another. If a plan is
 
too prescriptive, it may be in danger of remaining on the
 
shelf as another study, or never being funded for lack of
 
council approv&l.
 

As in the case of improving local revenues, the effort
 
to improve local planning will require elements of
 
community education and participation in decisions, and
 
perhaps a simplification of methodology.
 

2.4 Project Planninq and Execution 

Project planning and execation by Ecuadorian
 
municipalities is inaccurate, and slow. it is also plagued
 
by conflicts delays* and cost overruns, as it is in the
 
most well-managed countries. These problems ake caused by
 
a number of factors, some of them occurring at the
 
municipal level, and others at the intermediate and
 
national levels.
 

Most municipalities lack fulltime staff with skills in
 
planning, as we have observed. The technical and financial
 
studies required by funding agencies are rigorous, and must
 
pass review by a number of central entities. The result is
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that most municipalities contract for technical studies 
with entities such as MEOS or INECEL (who may do the worki 
but more likely will contract a consultant),, or 
directly with consufazins, professrs, or graduate
 
students° Frequcatly the municipality finds out den-ing 
construction Uhatt due to its own 1a5'k of expertise in 
reviewing the contractor's work, the .7tudy waz no thorough 
or accurate, or the design was faulty.. Future opeatlng
 
and maintenance sys'ei and costs may not have been spelled 
out.
 

Once the documentation for a project to be funded out 
of central transfer:o or a BJZDE loan has been assembled, it 
must go through the many reviews and approvals described in 
Section A-3.- In the ideal, this series of procedures could 
be complete in a matter of weeks, but it generally takes 
months. BEDE for eXample, has ove: 400 projects in the 
process of revised planning, review, or pending 'with other 
central agencies. 

Once the approvals are obtained the municipality may 
carry out the project by direct contract, or by having the 
technical agency do the contnactZn and oversee the work. 
As municipal projects have bcortv wora numeroi.i and 
complex, thiz is straining their li-.ted staft and 
technical ability. Smaller mrtnicipalities oay receive no 
responses to an invitation for bids on construction. They 
then have to repeat the process.
 

Once the construction begin ,.the municipality must
 
supervise the jork, check and pass along the invoices to 
obtain progress payiments, and keep the accounts according 
to required accounting standar:ds. If payments from the
 
central funding agency are not ptovided promptly, work may
 
have to be stopped if the nuni-.ipality doesn't have other 
funds to keep the contractor going. The project may also 
be affected by shortages of vaterialz or equipment, delays 
by the contractor, labor problems, or bad weather. If the 
implementation has been undertaken by an agency such as 
IEOS, whose provincial staff's are underpaid, spread too 
thin, and who have little oparating authority, the 
municipality's problems and project delays, may be 
compounded. 

Many lessons have been l.earnedp as recounted to us by 
munilipal authorities. As the pace of investment has 
increased, local officials have learned to appreciate the
 
kinds of skills they need on their own staffs, how to work
 
with (or at und) central agencies, how to supervise
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,onsu!tan.s to assure quality work, and how to manage
 
nds. Iitakes have been ade, sometimsns costly one.:, and 

many projects stand incomplete, oi in need of redes'vn. 
Municipalities are often critized for their inabili , Lo 
utilize in a timely and effective manner the investment 
funds available to them, but the history of recent years
 
shows perhaps tha they have done remarkably well, given 
the .r limited human resources, the complexi ties involved, 
and an almost complte lack of taining or technical 
as~istance. The experience has certainly raised 
c.... sness at local provincial, and national levels 
aho~t. ihe need or training and technical assistance, and a 
growing awardness of, the need for simrification or 
reduction of the many, often duplicative review and 
approval steps. Provincial-level offices of national 
agencies may have to be strengthened, including increased 
authority for purchasing, in order to be more zesponsive to
 

Tmunicipal nz eds. 

3. Delive f Basic Se rqi 

This refers to the on going financing, operation, and
 
maintenance of water systems, solid waste systems,
 
electrical systems (where they are not part of the national
 
network), slaughterhouses, and of recreation or community
 
centers or other facilities, once the investment
 
construction phase has passed. Nearly all of these
 
services are operated on a subsidized basis. The 13
 
municipal enterprises which are run as separate entities,
 
and whose financial performance is reported by the
 
Controller General, show the same outcome as with the
 
municipalities as a whole. Both income and expenditures
 
(particularly on capital expenditu:es) are overestimated. 
There is a heavy dependence on central or local transfers.
 

Services which are managed witnin the municipality
 
generally have no basis for estimating the true cost
 
(operation, maintenance, debt servicing, losses due to
 
unauthorized use) of deliverihg the service. Water or
 
other services rates are set arbitrarilyr and generally at
 
a politically acceptable low level, if they -re charged for
 
at all. in many municipalities, users of services are
 
expected to come to the town hall to voluntarily make their
 
payments. If a property changes owners, the new occupants
 
may ,se the service for months before the municipality
 
takes note and requests payment. Cost estimates are
 
difficult to obtain because different services (trash,
 
street maintenance or paving) may use the same vehicles,
 
equipwimnt, and workforce in many small towns.
 



- 44 -


In some municipalities, officials are taking steps to
 
change the expectation of free or nearly free services, and
 
along with community education, are asking for assistance
 
in doing cost studies to dete:mine what real rates ehould
 
be. They are seeking organizat~onal studies to determine
 
what personnel, equipment, and backup services
 
(administrative, laboratories, etc.) are needed to be able
 
to deliver quality service on a cost-recovery basis. At
 
present, municipalities are not sure wiich agency or other
 
organization can provide this kind of assistance.
 

4. H ment and Administrativec
 

A municipality is like any other organization--it must
 
have goals, means of reaching those goals, function within
 
a certain style and method of leadersip, have explicit or
 
implicit standards of performance, struggle with
 
coordination and communication problems, and the test.
 
Administrative tasks may be done within established
 
routines, or on a freelance basis by each functionary or
 
department.
 

In our brief visits, we cannot claim to have studied
 
the management of selected municipalities in depth. What
 
follows are impressions gained fro,. observation of
 
interactions among staffs, comments made by employees and
 
citizens, and examination of records.
 

Municipalities are, on the whole# highly centralized
 
around the mayor or council president. People who have
 
business with the municipality go first to the office of
 
the top person, and then are referred on to the appropriate
 
unit. In larger towns, where mayors are involved in many
 
political and ceremonial activities outside the office,
 
business often is delayed. All matters involving
 
personnel, and most involving expenditures of funds,
 
require the mayor or council president's signature.
 
Whether this is by law, by custom, or because of personal
 
style, is not clear. The management practice, however, is
 
highly controlling, rather than shared or collaborative.
 

Likewise, is appears that communication patterns are
 
more often to and from the mayor to different units, rather
 
than across units. Coordination among such interrelated
 
functions as financial planningi development plans, tax
 
collections, insurance of tailding permits is done through
 
the mayor, if at all. Municipal personnel often expressed
 
ignorance of what other units were doing, even if it
 
affected their work or future plans. In imitation of this
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to management, at the top level, unit heads tend to
 
communicate downwards, to keep information to themselves,
 
and to closely control the work of their employees.
 

Municipal personnel are expected to either know what is
 
needed before they are hired, or learn it on the job. In a
 
few cases, as limited opportunities are becoming available,
 
staff members are sent for training outside the
 
municipality. In El Puyo, the mayor has urged the
 
Consortium of A1mazon Municipalities to set up training
 
courses, and has sent mechanics for advanced training,
 
accountants to Controller General courses, and so Qorth.
 
In Ambato, the personnel director is implanting ideas of
 
teamwork within and among departmentse and hopes to have a
 
training person added to his department. These are the
 
barest beginnings of improved personnel management.
 

Not surprisingly, even in the larget municipalities,
 
records are maintained by hand, whether of accounts,
 
property, taxes, service rates, personnel records, etc.
 
Files and records are maintained on open shelves, sometimes
 
for decades.
 

Until recentlyr the number of employees and workers,
 
and their salary levels, were closely controlled by CONADE
 
as part of its oversight of municipal adherence to national
 
personnel laws. Now that more freedom has been permitted
 
in this area, some municipalities are moving to raise
 
salaries to attract better-trained, fuiltime personnel
 
(because of low pay, many employees had to have more than 
one job). Smaller municipalities are giving some of the 
larger raises, claiming that they need to pay more to 
compensate people coming from larger towns where there on 
more comforts, better schools, entertainment, and the like.
 

4
5. Institutional LiRkaes 


As we have'seen, the municipalities9 decisions and
 
actions are heavily influenced by local forces, and by a
 
host of national institutions. Section A-3 described the
 
formal roles and functions of a number of the institutions
 
affecting muninicipal administration. Here, we have
 
concerned with how the linkages work out in practice, and
 
the trends and changes that are occuring.
 

5.1 Local Institutional Relationshi2
 

The comments which follow, about municipal
 
relationships with labor unions, private sector groups,
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political pa.'ties, provincial governments and regional
 
development entities, are impressions deserving further
 
inquiry.
 

Labor unions are showing strength at the local level.
 
First, within the municipalities themselves, in many
 
instances the blue-collar labor force works under a union
 
contract. As reported by several local o2ficials, this has
 
raised the compensation (salary and benefits combined) of
 
street cleaners, water supply workers, etc. to levels equal
 
to or above the white-collar workforce, whose compensation
 
has been controlled by national standards.
 

Two of the most widespread unions in Ecuador are the
 
teachers& union (UNE) and the National Federatiori of
 
Professional Drivers (FNChPE). Notably, teachers and
 
drivers (of cabs, buses, and trucks) are predominant on the
 
municipal councils, having replaced mani of the
 
businessmen, lawyers, architects and engineers who
 
historically made up the council memberships. The effects
 
of this change would be worth further investigation, but
 
our impression.is that possibly a more populist view of the
 
municipal role is being represented in municipal decisions,
 
while at the same time, the longer-range, technical view of
 
the professionals of the'past has been sacrificed.
 

The Chamber of Commerce in Esmeraldas is working
 
closely with the municipality in a campaign to bring more
 
business and employment to the city, and more activity to
 
the new, underutilized port. In Ambato, which has a
 
long-underutilized industrial park, there is an expressed
 
communality of interest to activate the park, bringing in
 
more plants, as many of the Chamber of Industry members are
 
former council members. As, in the past, the
 
municipalities were often regarded as serving business
 
interests first (pavinlg and lighting commercial districts
 
etc.), and social needs later, it would be worthwhile to
 
follow developments in a few municipalities to see how this
 
changes, and how business-municipal relations evolve.
 

Political parties (or movements) have flourished since
 
1979, with about 15 operating nationally or regionally at
 
any given time, as alliances are made, or groups split into
 
factions. Under the reformed Municipal Code, all
 
candidates or office-holders for municipal councils must be
 
members of a recognized party. Given the legal
 
requirement, and the number of parties, it often occurs
 
that councils are made up of members with disparate
 

http:impression.is
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loyalties and interests, which may explain in part the
 
mayor-council and intra-council conflicts and stalemates
 
reported in interviews and the press.
 

These problems may be more acute at the moment, given
 
the upcoming election, and sharply differing viewpoints
 
about the country's serious economic squeeze and how it
 
should be handled. Given the relative youth of democratic
 
government in Ecuador, it is probably too early to draw
 
conclusions about the kinds of effects that party activism
 
may be having at the local level. We can say that only one
 
municipality has reached paralysis requiring intervention
 
by the Ministry of Government, and that most appear to be
 
carrying on their business of budgeting and spending money,
 
with operating majorities of municipal councils.
 

A general observation about municipal relations with
 
provincial councils is that there appears to be some
 
duplication of effort, particularly in meeting rural needs,
 
and that the legally-mandated role of the provinces to
 
"coordinate municipal actions" is rarely realized. Nor
 
does it appear that provincial prefects and councils
 
fulfill a role of coordinating the work of national
 
agencies (whose offices are located in each provincial
 
capital) to the benefit of the provincial or municipal
 
interests. Some of this is ascribed to party politics
 
which interfere with mayor-prefect cooperation, and to the
 
limited authority of provincial heads of national agency
 
offices. Municipal officials most frequently find that
 
they must seek decisions or assistance from national agency
 
offices in Quito, rather than relying on provincial-level
 
offices.
 

Regional development entities in Ecuador, like those
 
elsewhere in Latin America, tend to work alongside, rathe&
 
than through or with municipalities. They are generally
 
focussed on large-scale efforts (watershed management, or
 
improving road networks) which cut across municipal
 
boundaries, or are focussed on rural needs. CREA cites
 
plans to work more closely with the municipalities in its
 
area to improve their administrative and management
 
capacities, and to work more closely with BEDE and
 
FONAPRE's municipal programs. Given that the xegional
 
entities carry out projects which bring positive economic
 
benefits to the municipalities' areas of jurisdiction, they
 
gene:ally speak positively about those aqencies. Until
 
now, however, it doesn't appear that the regional
 
development agencies are working purpose fully to increase
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the municipalities' capacity to plan and execute
 
development aativities themselves.
 

5.2 Obstacles to Municipl Development
 

The principal obstacles to strengthening the
 
development role of municipalities in Ecuador take several
 
forms--attitudinale behavioral, procedural, and legal.
 
These obstacles are not static, but changing, nor are they
 
totally blocking many of the positive things that are
 
happening. They must be recognized as part of the real
 
background, however, and approached in a purposeful, steady
 
way over a long-term time frame.
 

Centralismo, Expertismo, and lack of confidence are
 
themes of attitude and style in Ecuadorian public
 
administration with emerge repeatedly in conversations,
 
behavior, and reports of behavior at all levels. They are
 
obstacles to municipal management.
 

Centralismo, as perceived by municipal administrators, 
is thWats eFT attitudes that is summed up as "Quito is 
always right", and if it wasn't approved here, it can't go 
forward. It also seems to take the form, in conversations
 
with central officials, of an unwillingness to allow local
 
authorities to make their own mistakes, take the
 
consequences, and learn from them--in other words, act like
 
adults. Pre-audit is the prevailing mode, trying to
 
prevent trouble (misguided priorities: misspent money,
 
badly drawn contracts) before it happens. The problem with
 
this, aside from the delays and conflicts it nreates in
 
local administration, is that the central officials, by
 
their own admission, doesn't have the staff, the local
 
knowrledge, or the time and money to control effectively,
 
thoroughly, and wisely from the center.
 

Centralismo, as symbolized ':vthe S/.50000 limit on
 
spending authority of the chief regional IEOS engineer,
 
also hampers the ability of the field staffs of the
 
technical ministries. Even when relations are good, and
 
the spirit of cooperation and support for municipal efforts
 
is present, tne technician in the provinces cannot act. We
 
are told that this is slowly changing, and that a few
 
agencies are truly decentralizing authority.
 

Expertismo is the dedication to textbook solutions,
 
high (often imported) standards, and unwillingness to
 
listen to informed local opinion, adapt .olocal traditions
 
and materials, and search for practical solutions.
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Engineering of public works in the coastal area using
 
methods appropriate to the sierra was one example. Another
 
was building school houses in the Oriente using highlands
 
materials and designs. Mayors are local people with access
 
to local wisdom of which they are proud. They want to see
 
local materials and labor employed, and they want their
 
investment funds to go as far a possible.
 

Lack of confidence was a term used by Ecuadorians to
 
explain a number of behaviors. It refers to (a) lack of
 
confidence, faith, or trust in one's fellow man's abilities
 
or honesty, and (b) lack oZ confidence in one's own
 

...
abilities to find solutions, drop the*facade of expertismo,
 
and take risks with others. This was expressed to throw
 
light on the difficulties observed in generating teamwork,
 
collaboration, or information-sharing among agencies,
 
between levels of government, and within institutions.
 
Mayor-council conflicts were deep in each comunity we
 
visited. Provincial-municipal relations were distant at
 
best in each place. Central-local difficulties are
 
apparent. Studies of local conditions done by one central
 
agency, which would benefit another, are not shared easily
 
if at all. Off ices within the same municipality don't
 
exchange information that would make the place work
 
better. The idea of sharing credit for an achievement
 
seems to be hard to accept.
 

These points are cited to reveal an underlying pattern
 
of human behavior which impacts on the ability to plan
 
across sectors, the potential for technicians and
 
politicians to work together, and which seems to throw some
 
light on the issue of getting things done. It also affects
 
the matter of how quick.'y truly decentralized development
 
can take place. People can learn to trust themselves and
 
each other more (outside the traditional ring of confianza
 
of the family, compadres, and political groups), thrugh
certain kinds of training activities focussed on task
 
accomplishment. If a consistent philosophy of training,
 
which emphasizes confidence-building, can be woven through
 
the institutional development process in local development
 
here, it may help over time to chip away at the centralismo
 
and the exertismo.
 

A good way to get an interview with a mayor or chairman
 
off to a lively start is to ask him about his opinion of,
 
and ixperience withe the autonomy conferred on municipal
 
go.,-:nment by the Municipal Code. The law contains
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specific prohibitions against interference in municipal
 
affairs by state agencies, including:
 

(a) removal of any municipal officiall
 
(b)overriding, changing, or'suspending local ordinances,
 

regulations, resolutions, or agreements:
 
(c) impeding the execution of projects or plans of local
 

authoritiesl
 
(d)depriving the municipality of any of its Income without
 

replacing it with another source of equal amount; and
 
(e)depriving the municipality of its property without its
 

agreement and appropriate payment.
 

There are additional provisions of Chapter 111, Article
 
17, but these capture the main idea. In the
 
municipalities' key functions of revenue-raising, operation
 
of programs, projects and property, and their right to
 
attend to their own business with their staffE, they are
 
nominally given protection against interference by other
 
goverment authorities.
 

In practice, mayors and council chairmen perceive their
 
autonomy as extremely limited. Additionally, in 1981, a
 
national-level dispute arose between the Association of
 
Municipalities and the Controller Gneral regarding the
 
question of whether elected municipal officials (mayors,
 
chairmen, and council members) are "public setvants"
 
subject to fines and even removal. This arost in the
 
context of the Controller General's investigation of
 
irregularities in municipal contracting in Guayaquil, and
 
his imposition of fines on elected officals of that city.
 
The Controller General recommended that the Guayaquil mayor
 
and one of the council members be removed irom office.
 

The problem of infringement on municipal autonomy is
 
really more subtle and pervasive than the Guayaquil case
 
which mobilized the Mayor of Quito in his role as President
 
ot the Association. It intrudes into the everyday business
 
of local budgeting, and financial flows, project planning
 
and execution, staffing and technical capacity. It is done
 
in the name of national development planning in most cases,
 
but results from a number of other factors s well including
 
the attitudes discussed above.
 

The most frequently mentioned and resented instruction
 
is the control exercised by the public finance branch of
 
CONADE in its exercise of a dictamen on all municipal
 
budget. A dictamen is a judgement, an opinion, or advice,
 
and in this.instance the original intent was to review
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municipal financial, especially investment, plans to see
 
that they conformed in direction to those of the national
 
development plan. Presumably the dictamen would guide the
 
municipality in terms of its major projects, particularly
 
those being financed out of loans or transferred national
 
funds.
 

In practice, CONADE exercises a veto/approval function 
over all aspects of municipal budgets, including purely 
local investments using local funds (a new cemetery for 
Ambato, for instance), and has exercised oversight of the 
civil service and national budget law, questioning salaries 
and staffing levels during a time when all municipalities 
saw themselves (and were criticized) as being short-staffed 
and lacking talent. As noted0 CONADE can, by its 
questioning, delay execution of the budget, and can even 
immobilize central tansfers.
 

Local officials contacted during this study understood
 
in theory CONADE's role in following up the priorities of
 
the national plan, or in maintaining some oversight of uses
 
of national funds. Their irritation was aroused by what
 
they saw as (a) interference in purely local matters, (b)
 
unwillingness or inability of CONADE staff to travel to the
 
local areas and understand the reasons behind plana and
 
budgets, and (c) control and criticiswso rather than help
 
in producing better plans and budgets.
 

The actions of national technical agencies,
 
particularly 1EOS and INECEL, but also DINAC, were cited as
 
interfering with the attempts of local officials to solve
 
their problems in a timely manner. Examples cited were:
 

(a) Technical studies, paid for by municipalities to be
 
prepared or supervised by the technical agencies, were
 
overaue in delivery, or turned out to be badly done
 
(incomplete, technically inaccurate);
 

(b) Studies done independently by municipalities' own
 
consultants were regarded by the technical agencias as
 
invasion of their area of authority, and their approval
 
(required to obtain BEDE financing, for example) was
 
withheld or delayed;
 

(c) Parts of projects being executed by technical agencies
 
with municipal funds (loans, central transfers, or
 
others) were left incomplete.
 

The municipal officials' reaction is that often the
 
aSencies neither help them get the job done, nor get out of
 
the way so that the municipalities can do it themselves.
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The effect of this is that municipal administrators find
 
their margin for initiative (one way of measuring autonomy)
 
very restricted. In many ways they act as, and are
 
regulated as though they were, extensions of central
 
government authority to the local level.
 

On the following page is a graphic (Exhibit 2) showing
 
the various national agencies's formal interactions with
 
the major functions of municipal government. It is a small
 
wonder that the muncipalities find Quito confusing, and the
 
central officials regard the municipalities as chaotic..
 

5.3 t for n 

Each of the agencies cited in Section A-3 has an 
existing or potential role to play in the strengthening of 
municipal autonomy and effectiveness. Each of them, in 
turn, brings to the problem a special set of talents, and 
well as some notable deficiencies. Nearly all are 
understaffed for the magnitude of work that has to be done. 
The CONADE units, for example, whether in finance or 
planning, each have a handful of people, mostly desk-bound 
in Quito, with no regional or provincial units. The 
Association of Municipalities' two technical assistance 
staff members (the Ecuadorian counterparts) are acting not 
only as members of a Latin America regional project, but 
are expected to do studies, provide.assistance, and respond 
to the agenda of the Ecuadorian association. 

On the following page is a chart of the organizations
 
which currently or potentially could provide assistance to
 
municipal development. Among many, such as BEDE, BEV,
 
INCAE, and FONAPRE, the need and the opportunity to become
 
involved in assisting municipalities is a recent interest. 

This gives them an advantage, in terms of startinq 3ut with 
a relatively clean slate. Others, like CONADEg the 
Controller General, or the Ministry of Finance0 have 
established relationships, which are permeated with 
-attitudes of centralismo, r mo, and control.
 

The existing nature of these relationships, agency by
 
agency, is summarized in the following chart. The
 
discussion which follows is focussed on the functional
 
n ds of the municipalities, and the degree to which
 
central agencies and other organizations can be expected to
 
respond to those needs.
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Financial Administration
 

The CONADE staff takes their responsibility as
 

overseers of national development priorities very
 
same tinme, they support the idea of
seriously. At th 


providing technicil assistance to municipalities, and in
 
fact try to do some of it themselves, generally in the
 

central office when municipal administrators come to them.
 

They would like to give courses in budget preparation, and
 

travel out, but lack the money, staff time and number for
 
They feel that there should be a leading role fox
that. 


CONADE in any technical assistance program that is
 

started. This is because CONADE's staff has years of
 

experience and "knows the municipalities' problems better
 
It will take a significant
than they do.themselves." 


change in mind-sete resources, and role for this office to
 

take on a supportive assistance role, given the history and
 

attitude of control of CONADE.
 

The courses provided by the Controller General's office
 

have been attended by municipal financial staffs, and they
 

report that these were helpful to them. The training unit
 

plans 45 courses this year for public sector people, in 
the
 

areas of basic laws, accounting, auditing, and project
 
controls.
 

The Institute of Administrative Studies (lEA) is
 

connected with the Faculty of Administration of the Central
 

University. The IEA has a fulltime staff of 10-12
 
They
professors and four students, plus support staff. 


have experience in setting up training courses and
 
technical assistance in administrative matters, working
 
closely with client agencies. They have particular
 
experience in accounting, budgeting, and taxation.
 



EXHBIT 3 

INSTiJrU 
MISJNICIPAL 

M 
A 

REIAT TO 
NISIRATION 

Institution Darsets~s) 
Brief description of Rela-
tionship to ruicipalities Resources 

Observations 
Attitudes 

1. CDIADE. igional a Urban 
Studies Div. 
Public Fiscal Po-
licy & Qbordina-
tion Division 

OMADE, as developrent planning and 
coordination ager-y, establishes prio-
rities for projects, reviews and opi-
Pas on =niclpal budgets and their chan-
Sez and gives limited tecinical assist-
an-ce. 

8 professionals for 
budget review, plus 
technicians in other 
divisions. 

onnicipalities consider 
MVME budget reviw a 
n*cqssar-y evil, and so=r 
see it as undercutting 
cipal autorxcy. 

2. Ministry of 
Government 

Sectional Affairs 
Directorate 

(oordirates relations between nunic.. 
councils ard central goverrement. Appro-
yes or rejects t'ansfers of assets, acts 
as judge in expropriations, approves 
creation of parishes, and approves ta
riffs wd taxes. 

10 employees, 2 pro-
fessional. Uses po-
wer to intervene in 
cases of corflict. 

Municipalities don't nen
tion. Given limited staff 
exercises duties routinely. 

3. ministry of 
Finance 

Disbursement 
Section 

Approves and supervise the transfers 
of funds from central goverrement to 
vunicipalities (4AiR, Aetolewm Fund 
two percent of government budget, etc.) 

Considerable influen-
ce over funds flow 

Ministry believes it should 
exercise more control over 
nunicipalities, while they 
see its actions as inter
ference with aitona.y. 

4. (kntCoLLer 
General 

Various, prlu. 
Training Dept. 

LKertakes spacial., operations and f -
rmincial audits of runicipalities based 
on bodgets passed by CCADE. Provides 
technical co%5rs s in accounting and 
auditing.. 

Judges cases involv-
ing mimna ement of 
funds. Strong train
ing cperation. 

Cburx-ands respect, and some 
fear &T=g tnuicipalities. 

5. Ituadoria 
Developmnt
Hank (SkMF 

Various - new 
technical asst. 
unit 

fiakes loans to mnicipalittes (among 
other entities), receiving paysnts 
through EIMLW-Al 

Ecess of uncomitt-
ed funds. Suffi-
cient perasonel. 

O0wnends respect, and scre 
fear, &mng nuicipalities. 



Institution 

6. 	 National 
Preinvestment 
Fund (EONARE) 

7. 	 tational 
Cadaster 
Directorate 
DImC 

0. 	Association 
of Imicipa-
lities. 

9. 	 Oxmrtio of 
.unicipalities 

1b. 	Natiomal 
Institute of 
Sanitary Work 

Departaments(s) 

Urban Development 
Programming Oaor4. 
Financial. Admin. 

1t-hMical Assist-
ance Unit 

INSfTrMlON3 RE[ATED 70
 
MUNICIPAL ALftINLIITATIUN
 

Brief description of Rela--
tionship to Municipalities 

Provides loans and technical assistance 
ior preinvestment studies. 

Carried out cadasters for rural areas of 
municipalities, and prepares receipts. 

t presents interests of municipalities 
before natitoal bodies, holds an annual 
assembly. Recently started a project 
with IUIA for a center for Latin America 
in assistance to local governments. 

Represents interests of groups of 
municipalicies. Amazon group active, 
with office in Ouito to follow burea-
cratic p,ocedures for municipalities, 
provide information, etc. 

E? law charged with authorizing all 
sanitary works. Up to now has planned 
built, supervised, and managed projects. 
Seeking to limit its role. 

Resources 

Small, high-quality 
staff, including 
ex-municipalities 

Limited staff, equip-
ment and funds. 
methods could be 
improved. 

1bree professionals. 
Receives .1 percent 
of municipal income 
as dues. 

Amazon group: 5 
efployees, 2 prcies-
sional, and S/.7000 
per 	month _r mu
nicipality 

Has 	some funds, and 
power of approval of 
projects. 

Cbservations
 
Attitudes
 

Hunicipalities finds its 
procedures demanding. 

Municipalities satisfied 
with services, though dome 
find them expensive. 

Many municipalities know it 
only through annual assem
blies. Sare believe it 
serves only provincial cap
itals needs. Association 
seeking to broaden role.
 

Seeking to expand role into a 
organizing training, tech-
nical assistance. 

Widespread bad reputation 
with municipalities, for 
wrom water/sewer is one of 
top priorities. 



Institution 


U. Regional 
evelopment 

Entities 

12. Provincial 

oucils 


33. ivernoru 


14. Central 

University 


15. Central 
wcican 

Business 

Management 
Institte 

(INCAE) 

Departaments(s) 


Facuity of Ad-
ministratiorV 

Institute of 

ldministrative
 
Studies (IFA)
 

INSTITUTION5 IEITED TO 
RJNICIPAL ADMINISTRATION 

Brief description of Rela-

tionship to Municipalities 


There are five in different regions - of 


the country, responding to different min-

istries. Provide some assistance, and do 
plans and projects of regional nature. 
May ctilicate some municipal functions. 

Ire recent than municipalities. Fun--
tions vary, but most concentrate an roads 

and schools, using central funds. Code 

is similar to Municipal Code. Elected 

Council and executive (prefect).
 

Named by the President. Haintain civil 
registers, control police, and carry out 

political duties. Sponsor some projects 

with special funds.
 

Could provide technical assistance 

to municipalities. Has given some 

courses and technical support programs 


Recently opened unit in Ecuador. 05uld 

provide top mnagenant training assist-

ance. Similar experience in other 

countries. 

Resources 


Some have good "ech-
nical staffs eAd am-
pie central govern-
ment funds. 


Good equipment and 
some good techni-

cinal, ample central 

funds. 


Political power; 

plus special pro3-

ect funds. 


12 professionals 

plus other profes
sors. Some funds.
 

2 professionals in 

Ecuador, access to
 
strong team from
 
outside. Training
 
materials on manage
rent.
 

Observations
 
Attitudes
 

Municipalities see them as 

useful resources. Sore FdEs
express interest in working
 
more with municipalities.
 

Some have poor relations with
 
municipalities for political
 
reasons, while others work
 
closely with local goverment.
 

Little relationship with
 
municipalities, and some 
political competition.
 

Willing to cooperate. 

Interest in cooperating.
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The Ministry of Finance's Disbursements Section, which
 
hapdles FONAPAR, has receatly begun to offer courses in
 
budget administration to municipalities.
 

The picture that emerges in this area is very
 
dispersed. Each agency or organization (with the possible
 
exception of IEA) has a particular motivation and area of
 
interest, mainly related to the enforcement of national
 
laws and regulations. There is not presently available the
 
kind of integrated training in financial administration,
 
particularly in local revenues, establishment of services
 
rates, etc., which the municipalities need for their own
 
purposes. This capacity may have to be developed with the
 
Association of Municipalities, or as part of an expanded
 
involvement of BEDE or FONAPRE.
 

Development PlanninM
 

The CONADE regional and urban planners, some of whom
 
were involved in the urban analysis exercise referred to in
 
Section B-2 of this study, are clearly dedicated to
 
improving the capacity of municipalities to plan their
 
development, and seemed understanding of the difficulties
 
faced by local administrators. Advocates of a more
 
integrated rural/urban view of municipal development, they
 
admitted that this idea had not been carried forward once a
 
UNDP assistance project was terminated before its
 
completion. They also cited opposition to the integrated
 
concept by "pure ruralists" who view the urban centers as
 
exploiters of campesinos.
 

The CONADE planners were proud of some of the earlier
 
products of their collaboration with UNDP and OAS regional
 
planners, including a set of guidelines Ror basic social
 
services for municipalities, guidelines for conducting
 
project studies (used by FONAPRE), and a number of the
 
studies of local development issues which were prepared in
 
the late 1970s.
 

This group has probably had more on-ground contact with
 
more municipalities than bave others in CONADE or other
 
central agencies operating out of Quito. They maintain
 
that they are the only agency that has the field knowledge
 
and the "purely technical criteria" to assist
 
municipalities in planning. In their view, the Association
 
of Municipalities is not staffed to do the job (and often
 
opposes central authority), and BEDE and FONAPRE are
 
interested parties, since they are lending agencies.
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In many respects, CONADE is the right place to turn for
 
planning assistance, for the reasons they put forth. On
 
the other hand, they are wedded to the budget-control,
 
national-priorities realm of government, and are the
 
avthors and defenders of the high standards and complex
 
study procedures cited as being inappropriate for many
 
municipal problems and decisions. Should they become
 
4nterested in a more bottom-up perspective, and in carrying
 
the appropriate technology concept into the realm of local
 
planning, they might be able to play a significant role.
 

The regional development entities were only
 
superficially reviewed for this study, so little can be
 
said about their present or potential role in transferring
 
planning skills to the municipalities. The impression is
 
that they work on their own, according to CONADE
 
principles. However, as part of the decentralized system,
 
they could be a resource to be tapped in the future.
 

BEDE presently has-a quite clearly defined, limited
 
role to play as a banking institution. Borrowers, whether
 
other national agencies or municipalities, are expected to
 
present their projects already planned and packaged, and in
 
conformance with national plans and local plans. At
 
present, the Bank is reaching the adequate staffing level
 
to carry out the current limited mandate. BEDE is, in
 
terms of its municipal role, a project bank, not a
 
municipal development institution equipped to deal with the
 
full range of concerns. By this is meant:
 

(a) projects, like the expansion of the number of houses
 
served by treated water, are the focus, not programs,
 
like the overall health/sanitation needs, costs, and
 
management of that system;
 

(b) funding of the projects, not their planning, nor their
 
execution or subsequent management, are the concerns of
 
BEDE now, meaning that little skill or learning is
 
being purposefully passed by BEDE to the municipalities
 
in the areas of project design, oversight and
 
management;
 

(c) financial capacity of the municipalities, or of the
 
projects themselves, is of limited concern to BEDE
 
because its loans are secured by central government
 
transfers. To the extent that BEDE is concerned, it is
 
concerned for the projects for which they have provided
 
funding, rather than for the broader financial capacity
 
of the municipalities, even though this may affect
 
their potential as future BEDE clients.
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(d) project preferences, or eligibility for BEDE funding is
 
presently limited to the typical list of urban social
 
infrastructure, thereby offering little to
 
municipalities who have clear priorities for the
 
expansion of tne tax base and employment possibilities
 
along with the 4mproved urban services.
 

This should be read as a description of BEDE, not a
 
criticism of it. The distinctions made above are intended
 
to clarify that a project bank is not a municipal
 
development institution until its mandate is broadened, or
 
its interpretation of its existing mandate is broadened.
 
BEDE's senior staff is open to ideas along these lines,
 
while remaining operationally true to the project oank way
 
of looking at situation.
 

FOSAPRE lends money for studies. Currently a team from
 
Clark University's cooperative agreement on rural-urban
 
linkages is working with FONAPRE to sketch out a pilot
 
effort to work with selected municipalities on planning
 
which would lead to some market town, service-center
 
development. FONAPRE has taken an active role in the joint
 
efforts with BEDE and AID to open dialogues with
 
municipalities, and to look at broader capacity-building
 
issues. However, FONAPRE is an arm of CONADEr and its
 
approaches to planning and project design are heavily
 
influenced by large-scale infrastructure planning, rather
 
than simplified approaches appropriate to municipalities.
 
It ii; also a funding organization, like BEDE, that is
 
having great difficulty in placing its funds, particularly
 
at the municipal level. Its standards are high, and the
 
studies, and the procedures required to initiate them, tend
 
to be costly and lengthy.
 

It is therefore unlikely that FONAPRE will be
 
interested in supporting a series of low-cost, simplified
 
planning exercises, given that the procedures are the same,
 
whether the study loan is for S/1. million or S/100.
 
million.
 

Recently the Ecuadorian Housing Bank (BEV) has
 
expressed interest in assisting municipalities with their
 
planning problems. The BEV is now expanding into the areas
 
'of low-Jost housing, with a new AID project aimed at
 
secondary cities. Clearly their project implementation
 
will be simplified if there is strengthened planning
 
capacity in the municipalities We can't say at this time
 
what approach to planning (whether comprerensive or
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land-use oriented, urban-focussed or rural-urban,
 
high-technology or simplified, expert-dominated, or
 
participatory) the BEV would take.
 

Again, as in the case of financial management, there
 
are a number of institutions with varying agendas that are,
 
or could be, of support to the municipalities. In order to
 
find common ground among them, and reduce the amount of
 
shopping around that municipalities have to do to find
 
help, 't might be necessary to convene an interagency group
 
on this topic for a structured working session. The
 
objective would be to find out if there is a planning
 
approach that can be tested that is (a) less elaborate (in
 
terms of physical planning), yet (b)more comprehensive
 
(ecor mic-urban-rural) and (c)participatory than the
 
approaches than have been applied in the past. The CONADE
 
"lineamientos", or standard terms of reference for urban
 
planning (regarded by FONAPRE as overly Complex) might be
 
simplified, and used as the basis for a training program to
 
impart skills to local technicians. Alternatively, a whole
 
new approach might be developed in a search for
 
"appropriate planning technology", such as an investment
 
priorities guide plan, and simple land use mapping. Within
 
this program, municipal officials would pursue a mixture of
 
specific activities, some of them purely local in nature,
 
as well as others related to.national development emphases.
 

Project Development
 

This is probably the best-known game in town. It is an
 
area where talent exists in all of the major technical
 
agencies, development funds and banks, and planning
 
offices. As discussed earlier, municipalities need and
 
seek help in this area. They receive it in two ways--by
 
having project plans done for them by agencies or
 
consultants; or by attending formal courses offered by
 
universities or training institutes. The quality and
 
practicality of consultants' reports range from poor to
 
excellent. Studies done for the municipalities by central
 
agencies, such IEOS, are equally variable, and are often
 
delayed because of conflicting priorities, staff shortages,
 
etc., within the agencies. Formal courses may benefit a
 
very small number of municipal staff from larger cities who
 
have the time to take the courses, and can be spared by the
 
municipality.
 

What is needed is a method for transferring these
 
skills more widely, through a learning-by-doing process. At
 
minimum, the head of a small municipality's public works
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department needs to be able to review intelligently the
 
project plans done by others. Another aid would be a
 
roster of consultants who had performed well for
 
municipalities (and perhaps a list of those to avoid.)

This might be done most easily through an information
 
exchange arranged by the Association of Municipalities, in
 
consultation with agencies like FONAPRE and BEDE who know
 
the products of the various firms and individuals who have
 
worked with municipal project development.
 

In particular, it appears that the economic, financial,
 
and management parts of project plans need strengthening,
 
so that tLie consequences (operation, maintenance, recurrent
 
costs, organizational implications) of new projects are
 
clearly spelled out for municipalities. At present, we
 
find that project plans are strong on engineering and
 
construction components, out weak or incomplete in the
 
areas cited above.
 

General Management and Administration, Including
 
Service Delivery
 

There is a clearly established need to improve the
 
general management and administrative skills of municipal

administrators, starting with the mayors, council
 
presidents, and cou-ncilpersons. Probably a more receptive
 
group is the heads of municipal departments and their
 
staffs, but it is also recognized that the top, elected
 
level will need at some orientation to. modern management
 
concepts (as distinct from specific techniques of planning

budget review, or billing for water services). We refer
 
here to generic skills in setting objectives, working in
 
teams, exercising leadership and influence, programming

activities, skills in supervision, and dealing with the
 
public.
 

The newly-established branch of INCAE might be of help

in this area, and discussions along these lines have
 
started between INCAE and FONAPRE. The ZULA Chapter, and
 
the 1EA might also be valuable resources for this. The
 
challenge will be to adopt a common philosophy of
 
management to impart, to channel the resources of several
 
organizations, and to adapt training to municipalities in
 
differing circumstances.
 

In the area of specific techniques of managing water
 
and other services, establishing valorization plans, etc,
 
the main role might be played by the Association, BEDE,
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CONADE, or the Ministry of Finances. Our team has
 
suggested that simple manuals for calculating rates,
 
systems of collection, and the like could be introduced.
 
Again, there is need for some degree of standardization,
 
and clear responsibility for this kind of assistance.
 
Computerized systems might be tested in municipalities of
 
different sizes. Organizational aspects need to be looked
 
at, and the political/community relations dimensions
 
specifically dealt with.
 

As this discussion highlights, institutional
 
relationships with the municipalities are in a constant
 
state of flux. Below is a distillation of the major
 
factors that appear to be influencing this picture.
 

6. Summary of Factors and Trends
 

One statement can be made with assurance, that the
 
municipal role in Ecuador's public sector administration
 
and development programs is in the midst of a period of
 
rapid change. And the likelihood is that this will
 
continue into the 1980s. The key factors impinging on this
 
change are:
 

(a) The pressure of urbAnization, and its resulting
 
shortfalls in basic services, and demands on local
 
governments have created, since the 1970s, a growing
 
awareness of the need to strengthen local government.
 

(b) As a consequence of (a) large increases in central
 
government transfers, beginning in 1980, created
 
another new set of conditions that highlighted the need
 
for specific new skills at the municipal (and
 
provincial levels), as well as raising expectations of
 
municipal performance among both central officials and
 
local populations.
 

(c) With the growing expectations, and important new tasks
 
to be performed and resources to be managed and
 
accounted for at the local level, it has become clear
 
that management capacity and current expenditure levels
 
are falling behind. Since central transfers are tied
 
to investment, the need to increase local revenues (and
 
capacity to use them well) to cover recurrent costs has
 
become clear.
 

(d) The days of Ecuador's relian:e on a sequence of booms
 
(banana, coffee, cacao, titan oil) to underlie its
 
stability and surface prosperity have passed, bringing
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with it the probability that the current level of
 

central spending cannot be maintained. This also
 
places pressure on local authorities to raise income
 
for continued provision of services, and operation of
 
recently built facilities.
 

(e) The political awakening that has occurred since 1979
 
has brought new people into local government, permitted
 
local authorities to challenge central authority in a
 
number of ways, and placed additional demands on
 
national agencies to respond. This has produced
 
discomfort at both levels of government, and such
 
discomfort can be the breeding ground for a
 
reexamination of the patterns of relationships,
 
policies, procedures, and ways of doing business that
 
we have observed.
 

(f) Finally, there is a pattern of growiig consciousness
 
and initiative-taking at the municipal level that can
 
be built upon, as mayors solve more problems locally,
 
and through their associations and consortia trade
 
their experiences with such innovations as building
 
community consensus for increased taxation, or
 
executing projects with less central intervention, or
 
setting up new ways of managing their personnel and
 
equipment.
 

C. PROGdOSIS AND RECOMMENDATIUNS
 

In this final section, a number of topics are taken
 
up. First are some ideas about the concept of municipal
 

a view of the future.
development, its internal linkages ai-d 

Second is assessment of the forces for change and recognition
 
of the unknown impact of the upcoming election. This is
 
followed by (3)a review of the current dialogues, (4) areas of
 
potential change for the Covernment of Ecuador, and finally,
 
(5) brief reflections on USAID strategy and follow-up.
 

1. Concepts of Municipal Development
 

On the following page is a flow diagram (Exhibit 4) of
 
the essential components of municipal action, and pints of
 
intervention in that cycle. Based on our diagnosis, it
 
appears that the areas needing most strengthening in the
 
cycle are (a)needs assessment and planning; (b) revenue
 
and other income generation; (c)financial planning and
 
management; (d)staff improvements, and (e)evaluation of
 
both process and impact of the institutional improvements
 
and of the specific programs and projects. In the other
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areas of the chart, a certain level of ability already
 
exists, or things will take care of themselves. For
 
example, if economic growth occurs locally, the improved
 
tax base will be there, but if the skills (and political
 
will) to tap that tax base are absent, municipal
 
development will not happen.
 

A number of dedicated Ecuadorian technicians and their 
foreign advisor counterparts have explored the potential of 
a more broadly focused view of the municipal role in 
developmenty and depicted in the next graphic (Exhibit 5). 
Here, Exhibit I presented in Section A is compared with an 
alternative view in which rural-urban linkages are 
addressed by municipalities, to the iutual benefit of 
townspeople and rural dwellers. Xt is difficult to predict
 
how real or immediate this broader vision is in Ecuador. A
 
lot of work needs to be done to increase the effectiveness
 
of the municipalities within the limited framework and
 
historical pattern (of providing basic urban social
 
infrastructure and services) which they currently
 
understand. However, there are mayors who are looking
 
beyond the town boundaries, are concerned with economic
 
improvements, and would be open to a program of assistance
 
which went beyond the conventional functions and activities.
 

2. Balance of Forces 

Our study suggests that there are a number of factors
 
favoring the strengthening of municipalities, as well as a
 
good deal of managed change that will have to occur to take
 
advantage of those factors. Added to the trends summarized
 
in Section B-6 is the interest of international donor
 
agencies in improving municipal administration of
 
development. This interest, shown by the World Bank and
 
the IADB, as well as USAID, is not necessarily oased on a
 
philosophical belief in the merits of local level
 
development, as much as on a growing understanding that
 
future lending or program opportunities lie at the
 
secondary city level, and that weak administration at that
 
level is impeding the realization of those opportunities.
 
This is similar to the BEDE and FONAPRE motivation. A
 
recent concrete example of this is the World Bank's
 
decision to require the city of Guayaquil to implement a
 
new cadaster and other administrative improvement as
 
preconditions for a major slum nousing/community
 
improvement project there.
 

A major unpredictable factor for the future of local
 
development is the upcoming election, and the position of
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the incoming government on such issues as: (a) emphasis on
 
urban or rural development; (b) their willingness to
 
further or impede decentralization of functions, authority,
 
and fiscal responsibility; (c) their willingness to invest
 
in human capital as well as physical assets, and (d) their
 
responsiveness to innovation and initiative at the local
 
level. it is interesting that a number of mayors have
 
recently resigned to run for seats in the national
 
legislature, which could bode well for municipal reform
 
legislation if they win.
 

Equally important will be the outcome of local
 
elections. If the populist trend continues, it could mean
 
that expectations of expanded municipal action are
 
responded to. The architectural approach to local
 
investment may be modified further in the direction of
 
job-creating investments and extension of municipal action
 
to the rural areBas. If more conservative forces prevail,
 
there could be a move back to the more narrow view of
 
municipal activity.
 

3. Current State of Dialogue
 

At various points in this paper we have mentioned that
 
there is active interest in moving the municipal agenda
 
forward. The materials prepared for the last National
 
Development Plan are carefully stored for future use.
 
Numerous agencies are reaching out to do their own
 
assessments of municipal needs, and in some instances
 
moving to set up various kinds of training activities.
 

What is lacking is a sense of shared purpose or
 
direction among the agencies. Given the limited number of
 
capable and experienced people at the national level in the
 
realm of local administration, there is danger of
 
duplication and wasted effort. Among agencies at the
 
central level, with few exceptions, there appears to be
 
more competition and mutual distrust than cooperative
 
exchange. Given a policy vacuum At the top levels of the
 
government, each agency is responding to the municipal
 
situation in its own way.
 

Between local and national levels, dialogue tends to be
 
focussed on specific, municipality-by-municipality, or
 
project-by-project problems, and is fraught with the many
 
kinds of static described earlier. As the election season
 
heats up, this is likely to become worse before it becomes
 
better.
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There are at least two ways to respond to this
 
situation -- people concerned with this issue can lie low
 
until the political season is over, or they can prepare to
 
educate the public, the candidates, and begin building some
 
shared areas of potential action with the interested
 
agencies.
 

4. Range of Options for GOE Consideration
 

Assuming receptivity among incoming political leaders,
 
there are a number of policy changes that would be
 
important in order to increase the ability of municipal
 
governments to contribute to national, as well as local,
 
development. Briefly, these include:
 

(a)Continue efforts already begun by the Association of
 
municipalities to modernize and simplify the Municipal
 
Code, making it less prescriptive, and removing the
 
contradictions between the goal of "autonomy" and the
 
many provisions which tend to make the municipalities
 
an extension of the central state.
 

(b)At the local level, there is an apparent need to
 
modify, or at least clarify, the role of the provincial
 
councils, and of the national agency offices located at
 
the provincial level. A former mayor of Ambato has
 
suggested that the direct funding and implementation
 
role of provincial councils be reduced or eliminated in
 
favor of a planning, coordination and technical
 
assistance function to support municipal activities.
 

(c)The studies and plans of the urban hierarchy, and of
 
its relationship to surrounding rural areas, that were
 
done for the last National Plan, could be reviewed, in
 
order to make some debisions about what the role of
 
different categories of municipalities should be in the
 
future. This in turn could lead to placing some
 
priorities on the allocation of technical assistance
 
on the distribution of central investment funds, and so
 
forth.
 

(d)Many laws and regulations that impede municipal
 
initiative and implementation need to be reviewed to
 
see if the conditions that produced them still apply,
 
to identify duplicative'reviews and procedures, and to
 
trim them back to the essential few required to assure
 
accountability. Then training and technical assistance
 
programs should be based on those changes, to assure
 
that the knowledge and skills needed.to implement the
 
laws is transmitted to the local level.
 

http:needed.to
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(e) The idea of an Institute of Municipal Development was
 
raised in the mid-i970s, and was discarded at that
 
time. It may be time to examine this idea again.
 
While the idea of creating yet another bureaucracy in
 
Ovito may be unpalatable, it is important to establish
 
a focal point for municipal development activities.
 
This might mean expanding BEDE's mandate and role,
 
consolidating under the Bank some of the talent now
 
scattered through other agencies, (including
 
recruitment of some outstanding municipal
 
administrators) and providing a component of grant
 
funds to finance the training and technical assistance
 
agenda.
 

In addition to these ideas for GOE policy improvement,
 
the team that prepared this study developed extensive lists
 
of specific actions, some of them geared to specific
 
audiences, others to groups of agencies at both the central
 
and local levels. Not all of these ideas are original with
 
the study team. Many of them were drawn from our
 
discussions with knowledgeable Ecuadorians at all levels,
 
from papers prepared by CONADE and others, and from our
 
experiences in other Latin American countries. It isn't
 
necessary to include those ideas for the purposes of this
 
paper, but there were some common themes underlying the
 
strategy for change that deserve mention:
 

(a)A comprehensive data base on municipalities is an
 
indispensable starting point for decisions, plans, and
 
specific programs. Such a data base should be
 
accessible to all interested parties, and most
 
importantly, to the municipalities themselves.
 

(b) Discussions about policies, procedures, new approaches
 
to planning, or other topics of general interest should
 
include, by conscious decision, representatives of
 
appropriate groups within the ranks of municipal
 
administrators. They have many ideas to offer, and can
 
bring valuable reality checks to such sessions.
 

(c) Any additional studies that are done should have a
 
definite purpose, use, and audience, and include a plan
 
for follow-through, whether in the form of a seminar to
 
draw up action plans, or to design a pilot project.
 

(e)All new policies, programs, or activities should have a
 
plan for monitoring and evaluation built into them. We
 
have a preference for en-route evaluation sponsored by
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the agency responsible for the program, thus allowing for
 
self-evaluation and correction.
 

5. USAID Strategy
 

The USAID program direction, as defined in the May,
 
1983 Country Development Strategy Statement (CDSS),
 
contains many elements that will need the underpinning of
 
more effective local administration. This includes efforts
 
to improve agricultural marketing, production, and
 
agro-industry or small enterprise outside the primate
 
cities; low-income housing and related development for
 
secondary cities; improvement of health conditions through
 
provision of potable water; and on a more global level, the
 
interest in increasing the self-sufficiency, effectiveness,
 
and decentralization of public sector institutions.
 

On the following page is Exhibit 6, an illustrative
 
chart of ends and means, which shows the role that a
 
program of strengthening local government could play in
 
pursuing the USAID strategy. Reading from the center
 
toward the top provides possible answers to the question

"why do it?", with the response "in order to...". Reading
 
from he center toward the bottom provides suggestions to
 
the question "how to do it?", responding "by doing...".
 

One way to use this tool is to gather a group of
 
Ecuadorian officials (including, as we've urged, some local
 
ones), put the central proposition in the middle of the
 
chart on the wall, and ask for their ideas about why, and
 
how, to do it. Encourage brainstorming, getting all ideas
 
out without criticism, however wild or new the ideas, and
 
then begin sorting out the best and most feasible
 
propositions, both long- and short-term.
 

USAID/Ecuador has already begun a number of steps,
 
drawing on the early preparatory work for the SIP, to focus
 
the various explorations of the local government question
 
that are going on in the country. It has sponsored the
 
BEDE/FONAPRE regional meetings with the municipalities,
 
disseminated analyses of local problems among agencies,
 
encouraged pilot projects in revenue generation and
 
rural-urban planning, and generally encouraged an action
 
research approach to solutions to local problems.
 

The approach used in this SIP process has been one of
 
mutual exploration with the GOE of a national concern (and
 
opportunity). The final appearance of this paper is
 
probably not as important as the questioning, debate,
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definition and clarification of issues that has occurred
 
during its preparation. We support the proposition that
 
this will be an ongoing process, with additional topics
 
explored as needs arise.
 

Some of the topics which might be pursued in the
 
future, as they may bear on local government problems and
 
potentials, include:
 

(a) To reach a deeper understanding of local, non-govern
mental perception of municipal and provincial govern
ments by people in the rural and urban areas of select
ed municipalities, in order to better gauge their ex
pectations and suggestions for improvement;
 

(b) To examine further the organization, performance, and
 
potential of the provincial and regional entities and
 
their interactions with the municipalities, in order to
 
understand what they see their present and future role
 
to be, and what needs to happen to improve performance;
 
and
 

(c) To establish a typology of municipalities (and other
 
subnational entities), in order to identify different
 
needs and potentials for development, and the related
 
approaches required.
 


