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I. Background 7

h. SIP Program

An interest in providing AID missions with greater access
to broad socizl science skills for program development purposes
led in the late 1570's and early 1980's to the develcpment by
AID/Washinacton of the “social and institutional profile" (SIP)
p:ogram.l 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
projects. To gucte from an internal communication:

® ..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
gee 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
improving 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. Bv 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 quidance 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 misgions 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 sectdr or
geveral (or cn intersectoral linkages)...,
All these matters are decided by the
mission, in accord with their assessment of
whai/needs to be done and how 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 was 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 development votential and
needs of the private sector. By early 1983, a geogqraphic focus
on secondary cities and small towns, and particularly on the
:gvegue geneiation capacity of municipal authorities, had been
added.

B. AID/Ecuador’s SIP

1) Pregram Relationship- Part I and Pact II

The Ecuwador SIP has been conceptualized as an on-going
or rolling series of investigations of the constraints and
ipstitutions 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 &
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 II activities
dealt with local government 1/ and were 1linked to the
Mission's programmatic interest in 3 decentralized development
strategy emphasizing the economic potential of Ecuador's
secondary ities. The activities or process which were Part IX
laid out options and recommendations and 1edqto the evolution
of the Mission's revenue generation project. -

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
2nd legal relationship and specific needs anéd demands of local
governments in Ecuador. Three individuval consultants (David
Greeytak, Mauricio Silva and Pirie Gall) and a Research
mriangle Institute team headed Ly James Hicks were involved
although only Gall's work was covered under the SIP funding
program.

2/ Through the Revenue Generation for Development
project, internal revenue experts are working with the Ministry
of Finance to develop insights into overall tax policy and to
help to strengthen intermal tax collection and move toward a
more progressive tax incidence. 1In the municipal component of
the Revenue Generation project, USAID is working with
national-level organizations to bring about & 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-Ncvember
1983, gathered information on mcre than 150 private
organizat}ons in the agricultg;al_and agro-industrial

sectors.l ’

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 initiatinc 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
pecple. 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 identifyirg concepts which could be employed in
discussing the dynamics of instituticns as vehicles £or

1/ See Alfonso Accos, “The Agrieultutal and
Agro-Industrial System in Ecuado;," 1983.

2/ See, La Unién de la Comunidad del Este de Los Angeles
(TELACU), "Informe sobre el Tercer Sector: el Movimiento de
Organizaciones Privadas de Degarrollo para el Ecuador,” and,
"pirectorio de Organizaciones Privadas de Desarrollo en el
Ecuador, 1982. :

3/_ See, ANDE, Ecuador: Situacién y Perspectivas del
Sector Privacdo,”™ Quito, 1983.
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development.l/ Subseguently I worked on a review of the
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 1986 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 coniise
form in the 1586 Country Development Strategy Statement. They
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
atructursl adjustment of the economy over the medium term (see,
pp- to for the economic background). These Part I 8IP
activities, in terms of project outputs, have provided a
strategic and programmatic framework for the development of
Miseion projects in export promotion (funded in FY 83),
agribusiness development and small enterprise credit (likely to
be funded in FY 84).

4) -Sources

This document is a puvll-together of many efforts and
thus sources are mostly secondary ones. some of the sections
draw upon work originally done Dy the author and for further
alaboration and for additional citations the relevant reports
should be consulted. Theze sections are: all these of Section

1/ This is the basis of the methodolgy discussion which
follows (p. 8-15). The concepts were applied in an exanination
of an agribusiness sub-sector (abacéa, see below, PPp. ) as a
demonstration, and subsequently in & full examination of the
non-traditionsl export sector (PP. ).
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11 Y/, and , of Section III, those sections dealing with
non=-traditional exports,z/ and §7e abucd case study of the
agribusiness sector discussion. The cther sections of the
agribusiness discussion rely upon secondary sources which have
been cited and the work of Alfonso drcos 4/ and Douglas
Chiribega.

The discussion of the small enterprise sector is based upen
interview and secondary matergials gathered by Pamela Cdrdenas
and reviewed by the author. 8/ 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 o(ﬁthe
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 ¢f 30 June, 1983.
4 See, Arcos, op.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 draws: Luis Luna Osorilo,
Investigacién sobre la situacién de la Pequefia Industria en los
Paiges Miembros del Acuerdo de Cartagena: Situacidn de la
Pequela Industria en el Ecuador, Quito: Fscuela Empiesarial
Andina del Convenio "Andrés Bello", August, 1981; Nicolas
Molenzar, "Small Scale Indusories Program (FOPINAR): Technical
Asgsistance Component, “Delft: Regsearch Insitute for Mznagement
Sclence,” 1981; CONADE-ILDIS, Las Politicas de Fowento a l1la
Actesania en Ecuador, Quito, 19837 Artesanias vy Folicicas
Estatales, Mayo, L9833 CENAPIA. "Estudio sobre la Pequela
industria en el Ecuador,” Quito, 1981; PFundacidn Ecuatoriana
de Desarrollo y Accidn 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. II., 1979; and IBRD, “"Second Small Scale
Engerprise 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 and from a statistical
appendix to an earlier World Bank report.3/ :

C. Methodology

1) Background

Although the SIP part I. activities have ranged quite
widely in scope, & main interest at the outset was in
considering the development potential and role of private
sector orxganizations, and in developing an approach or a
methodolcegy 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 enphasizes the
development potential of orgamizations as opposed to a simple
description of current roles and activities. Early SIP Part 1
activities and related efforts in Zcuador (e.q., the TELACU
study) concentrated on the collection of data of a somewhat
static nature yielding products similar to directories with
pasic information. This tendency in turn gave rise to two
requirements. First, there was a need to augment the data
cellection with material which would indicate the dynamics of
the organizations, specifically their capacities to operate as
development organizaticns and the nature of their interactions
within the larger environment. Secondly, there was &8 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 Bdsicos para Inversiones Industriales en el
Ecuador, Quito, 1982.

3/ World Bank, Ecuadors Problemas y Perspectivas de
pesarrollo, Vol, II: Apéndize Eftadistico, 197/9.

4/ The interest in these sectors iz not exclusive, of
course. The Mission has activities in many other sectors. The
interest in small scale enterprise was not clear at the

outset. The third area of interest shifted from "agricultural
marketing,® to "sccial sector,"(specificelly, private efforts
in health, housing and family planning) to small business.
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These needs for ‘'dynamic' and ‘centralized’
information had several implicatisns. 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 Misslon in its programming
and policy related activities. Thus survey and analysis
aefforts would be focused on varlous sets of institutions in
turn, with the seguence being purposeful. The “"purposes” would
be determined by the priority programmatic needs of the
Missior, but not dogmatically so. This supposes a reicverative
celationship between documents such as SIPs and CDSSs with each
serving, over time, 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 essentlial to examine ingititutiong within a
framevork which was relevant to broader development and program
priorities. Agricultural sector institutions, £or example,
could be looked at in relation to the preduction and
comnmercialization systems of which they are a pact.

The other major implication was the need to select a
methodology to use in conceptualizing and artieculating 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 morec years that professional
work bas addressed the need for and the ways to go about
institution building and strengthening, a certain amount of naqw
conventional wisdom has been achieved. Much of this euxperience
was reviewed by the World Bank in a 1980 staff document, 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
corganizations which is outlined in the following pages dravs
from this experience. .

2) 'The Institution's Context

. A fairly simple "systems® approach to analyzing the
functioning of organizations is a viable way of marshalling,
thinking abocut and presenting data. It is not the only way,
and carried too far it raises obvious questions 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 abacd 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
terms), 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 couct¢e 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 discucsion 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, ard 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 ackmowledge this
weakness. That is, one must decide what the system is, what
its boundaries are, anc what is worthy of study within it.
Take the case of abacd. It was conceptualized as a production
system and the major components were identified in relation to
their presumed or expected contribution to the production
andexportation of abacé. One could just as legitimately
(given, say, a priority focus on the duegree of eguity 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 compcenents identified in that case would
have been guite distinct.

This context approach has not been employed fully as
yet in the 3IP activities. It can be seen in the treatment on
non-traditional exports, it has been used but less extenclvely
in the presentation of the small enterprise sector, but it has
been used only in a minor way in dealing with agro-industry.

3) Organizational Capacities for Development

The SIP, in its discussion of private sector
institutions in the non-traditional export sector and in the
agrobusiness case study of abacd, azddresses organizational
capacities to i) mobilize resources, ii) manage resources, iil)
create development opportunities, iv) interact in an effective
fashion with other organizations, v) learn and adapt over
time. DPrivate organizations which perform those functions well
are strong organizations that will play a role of infivence and
have a development orientation in whatever private sector
system one is examining.

The following discussion briefly comments on each of
these five capacity areas. Taken as a whole. they can provide
a useful development perspective on an institution. They also
can serve as an organizing framework for pregenting material on
an organization in support of judgements made as to roles and,
potential. These judgements are prerequisites to any
conclusions as to major weaknesses and needs.

i) To survive organizations mobilize resources, Often
the better organizations mobilize net adaditional rescurces 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
groupg supporting themselves through sales of publications and
memberships. The cesources can be econonic information,
financial and human. Good performance records would indicate
expanding resource bases (e.g. in budget size, memberghips
lists), diversification of basic support sources (e.g. hew
markets, new supporters, new clients), and increasing stability
of resource flows. Resource mepbilization 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,
[ “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
financia) and other terms, traceable accountability. Personnel
are, of course, key, and systems which deal witb hiring,
training, reviewing and developing staff are important to
judge. The guality, moraie and performance of the staff are in
this sense bottom line indicators and while not wholly
dependent ¢n 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 gua non. The innumerable situation specific ways in
which such contributions are made can be placed in four board
categories: contributions to buman resou:ice 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 gocds and services.

iv) All organizations operate within a wider system
context or environment the boundaries of which are subject to
~analytical definition. FPFow 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, members, subscribers,
"the people" and the public, horizontal links with
complementary and competing organizations, ard 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 rolee. and 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-oriented
perspective, the necessity for a learning and adaptation
approach, and, on the other hand, the sheer limits of a
“plueprint” approach, are now widely appreciated, though no
less trying and problematic in their application. Two general
pointz are of interest: first, learaing curves for
organizations normally run from the development of available
product or services ("model" in the dewvelcpment 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 recoré of
crises surmounted, changes in activities and increasing
coherence internally and with the environment.
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II. Development Context

A. Povertyl/

In spite of remarkable social progress during the last 20
years, Ecuador 5till displays many of the characteristics of a
_severely underieveloped 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 7171000 in 1982;
and child mortality (ages one to four) declined from 28/1000 in
1960 to 871000 in 1980. The adult literacy rate increasegd from
68 percent in 1260 to 8l 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
gocial services are inadeguate. Only 32 percent of the total
population in 1977 had access to excreta disposal systems. The
infent 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 f£ive years of
age are malnourished. Diacrheal diseases and respiratory
infections -- both preventable, controllable probiems =-- are
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 ¢DSS, comes from several AID financed studies
(Carlos Luzuriaga, Poverty in Ecuador, Quito, 1979; Luzuriaga
and Clarence 2Zuveckas, "Distribucon del Ingreso y Probreza en
las Areas Rurales del Ecuador,® Quito, 1980), from multilateral
donor reports (mostly the IBRD), from data supplied by Missicn
technical staff during the preparation of CDSS, and from the
author's analysis of official Ecuador data.
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Rural 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 incomres.
According to IDB estimates, currently about 2.6 miilion rural
iphabitants live in peverty. These are basically small
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. 1In addition to land scarcity and lcw incomes, these
families suffer disproporticnally high rates of infant
mortality, morbidity and illiteracy. In some areas infant
mortality runs a3 high as 150 per 1,000 in contrast with a
national average of 64.4 per thousand, the adult literacy rate
is around 40 percent compared to 82 percent nationally and
about 70 percent eof 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 o 12.5 percent, 13 percent and 11.5 percent of all
housing.

Geographilcally, though rural poverty in Ecuadcr occurs
throughout the country's 20 provinces and 115 counties, it is
concentrated in the Sierra. According o a Mission analysis
(based on eight indicators including income, incicence of
minifundio, mortality, education and other bagic services), the
poorest 13 ceuntles in the country are lccated 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 ia Ecuador are 80,000 primitive Indiass who are prime
candfdates for cultural or even physical extinction as
colonization progresses in that part of the coun’ry.

To deal with these problems of rural povurty and small
and/or landless farmers, government policy has purgued two
pcimary epproaches, agrarian reform and integruted rural
development. The agrarian reform program was iniciated in the
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. &ccording to official reports, while 113,000
families were beneficiaries of land reform betweer 1964 and
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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 technicel 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 £o use new technology if it
were available. 1In response to these shortcomings, the Ecuador
government in the late 1970°'s adopted an "integrated rural
development" approach tc provide technical assistance, credit
and marketing services to the rural poor. As of the end of
1983, however, the integrated rural development efforts were
doing poorly for instituticonal reasons (weak coordination and
implementation capacities) as well as because of officlial price
policies. .Wheat price policy, until 1983, directly discouraged
small landholder production of wheat through the wheat
consumption subsidy negatively affected the demand for and
price of potatoes, another product produced by small
landhclders. '

The critical situation of rural peverty in Ecuador does
not, unfortunately, imply the absence of urban poverty. The
slume of Guayaguil are visible evidence of one of the worst
conditions of urban misery in Latin America. To illuatrate, &n
Economic Commission for Latin America study on the largest
barrio suburbano of Guayaguil, one of Latin amezica’s most
depressing slums, found: (1) wmost of the workers in a state of
permanent underempiloyments; (2) an almost total lack of economic
and social mohilitwy; (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 cf the labor force having
started working between the ages of filve and fourteen and thus
locked into Jobs paying from $14 to $40 per monthi {5) 70
percent of the population leaving school before the secondary
level: (6) housing which dees not meet even minimal standards,
mostly consisting of crowded one-room barboo O wood units on
stilts, with no water connections or sanitary facilitiesy and,
{7) the neighborhood filled with open sewezs, trash dvmps, and
other breeding grounds for trancmissible diseases. The vrban
poor, although they tend to have higher nominal incomes,
usuvally derived from informal sector eoployment, freguently
face higher costs for f£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
zctivities, have dealt principally with the small enterprise
and artisan mector. The approaches to this sector have tended
to emphasize guild like protecticn and general incentives to
raise production and productivity. The results of these
efforts, many of which have been of a pilot or initial nature,
have been minor when compared with the scale of urban poverty,
but they are enccuraging im 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 avallable to small scale
enterprises through the private banking sector was particularly
successful in the Maata/Porioviejo area pointing up the
pecssibility of mounting additional efforts at the gsecondary and
lower level cities in the gmall scale enterprise sector. It
has now been followed-up by a second project.

Ecuador’s income distribution pattern is very
unbalanced. An IBRD 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 zZuveckas on the
poverty situation in Ecuador shows that arcund 60 percent of
Ecuadoreans live under conditions of poverty. 1t concludes
that "tiie 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 indicatiocns that the relative position of
the poor has been improving. An IBRD study indicated that the
distribution of income had improved somewhat between 1968 and
1875, in contrast to the deterioration which cccurred during
the 1960°s. It appears that this improvement reflects an
increasinc share of income by the middle class at the expense
of both the relative shares of the highest and lowest income
groupg. Whether this trend has continuad into the 19703 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-intensive
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technologies have been encouraged at the expense of investments
which could have taken advantage of Ecuadozr's factor
proportions and created more jobs. These policies have tended
to inerease the concentration of assets, productive resources,
and income, and have benefitted mestly the uvpper and middle
income groups. Agricultural sector policies, while intended to
pe rural welfare oriented, would appear similarly to have
worked to the disadwvantage of the poor. Price controls on
pasic 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 19269, 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 pelicles will affect the
digtribution of income and the absolute incones of the poor.
Por 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 income groups. Since the
Central Bank estimates that only 20 percent of the rural laber
force and 42.5 percent of the uwrban labor force are regular
wage and salary workers and thucz beneficiaries of minimum wage
legislation, the majority will bave their employment
opportunities reduced by it. Similarly, public subsidies on
gasoline and wheat (since poor farmers are producers of wheat
substitutes: rice, baans, petatoes, 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 resource3 which were plentiful
during the oil boom will be tightly restricted. In the gshort
term, the impact of the 1983 natural disasters on the poor will
likely be mixed. Hany rural producers on the coast, of course,
had their crops dastroyed or were unable to market them due to
infrastructure damage. In addition, many poor peorle (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 theiz consumption patterns. Oh the other hand, rural
emallholders 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 seciety. Indians &ze also found to some
extent in Sierra urban areas and on the Coast as landless
laborers. There are aliso 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 northern 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 impcses serious
barriers to the socio-economic mobility of these groups, making
it especially @ifficult for them to escape from poverty.
Current and economic relationships can be tracked back to the
earlier patrén-pedén relationship. While this legally
established pattern under which the campesinos were virtually
the property of the hacienda owners has been terminated by
law, it has been replaced by economic relationghips that
restrict the spectrum of educational and sociec-gconomic
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 patrén-pedn
relationship. Sheer racial and social prejudices against
Indians and blacks also makes mobility for these groups
diasproportionately 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 scttlements who
are seeking productive employment. Typically, the urban poor
person is a woman head of household, with a primary gschool

1/ See, for instance Osvaldo Dfiaz, El Neqro y El Indio en la
Sociedad Ecuatoriana, Quito: Ediciones Tercer Mundo, 1978;
Ronaid Lee Stutzman, "Black Highlanders: Racism and Ethnic
Stratification in the Ecuadorian Sierra,” 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 zre considered the
authorities in all matters pertaining to the home ard
community. DBut 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 £rom being
adeguately trained to carry out this de facto role effectively.

A USAID sponsored study on the role of women ip
Ecuadorl/ concludes that wonmen 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 ard recognizing their participation in
society is very slow, particularly for the lower income
groups. Women are also subject to various torms of open and
disguised discrimination. Discrimination affects mostly female
heads of kouseholds that have to overcome imbedded traditional
obstacles in competing with men for employment and income
earning opportunities. Women's labor is often nok regarded
officially as "work", thus preventing many working womesn 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, is also
limited %o certain traditional fields, and many ¢f those who
succeed 1n fields traditiconally dominated by men uzually face
serious Aifficulties in advancing their career in those fields.

Neither the government nor private groups have yet set up
adeguate institutional mechanisms to promete the role of women
in the economy and soclety., The government's Women's Office,
cr=ated in 1980 mostly for political purposes, 18 moribund. It
lacks the resources and the pelitical support needed to promote
significant change. A similar conclusion can be drawn vith
respect o the position of blacks with the exceptlion that a
gepanrate office has not been created. With ragard to the
participation of Irndians in Ecuador's develcpment, it is an
issue of such pervasiveness that in many aspects it corresponds
to the issue of Zcuasdor poverty as such, and thus progress will
only be zchieved in relntionship to overall success in
achieving a pattern of =zconomic growth which also aserves to
reduce poverty. '

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

After seven years of military rule, Ecuador electzd an
essenti2lly populist government in 1979. This government,
which will go cut of office on August 10, 1984, in its initial
years in office pursued economic and social policies which vere
expansionist and welfare oriented and which contributed fto the
significant growth in the size and participation in the economy
of th» public sector. This giowth cccurred not so much because
of any strong ideoclogical commitment to state control of the
economy, but rzather because of a bellef in the need for the
astate te promote development, encourage employment and protect
consumers, a coabination partly Prebisch, partly Keynes and
partly populist.

In the laat years of its term (1982 through the beginning
of 1984), the current government's policy orientation, in the
context of the extermal sector crisis, steadily shifted to a
more austere, less interventionist cole for the public sector
and to beginning to create the framework for a more
market-oriented, c¢fficient cconomy. Its negotiation and
suceessful implementation of the INF program and its
rescheduling of the external debt have essentially stabilized
the situation. The stern measures (e.g. reduced public sector
expenditures and import restrictiona) taken to achieve this
stabilization contributed to econcomic contraction and to a move
away from welfare and towards an emphasis on productlon as an
approach to development in Ecuador.

With ¢he 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 bhave become accustomed to
subsidies and pretection (and im 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 ecconomic background, the major
poelitical guestion is whether the govecrnment 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 this question.
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Pirst, a major political trend in Ecuvador 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
to whom any government must respond in some form) to greatly
exceed the rate of growth in population. For instance, in
1984, 45 out of every 100 Ecuadoreans were eligible voters; in
the last election, in 1982, it was 29 out of every 100; in the
electiocn of 1932, 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 radlos are now spread throughout the country.
The urban population, often the group most politically
mobilizable, is now more than 4.1 million peoplep in 1952 it
was less than one million. That many Ecuadoreans are not
politically organized (less than 25 percent of the vokers are
members of a political party), may ®mean that the gituation is
more volatile ond less predictable than if they were.

. Secondly, a trend which has been .slowly developing over
the last fifteen vears has been for political parties to act
increasingly in line with an ideology or set of considered
political principles. This change has not yet gone very fac.
It iz, nontheless, quite distinct from the pre-1960's tendency
for parties to maintain an jdentification in relation to their
closeness to or distance from the Catholic Church, and from the
continuing populist tradition of the leader whose pergonal
power and other gualities, it is asserted, will result 1n 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 {Redrigo Borjea
Cevallios). One implication of this change, 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 guerille warfare
found in many parts of the region including curtently in its
closest neighbors, Peru and Colombia. Speculation as to how
Ecuador has managed to avoid this phenomenon ig not uncommon,
nor is the concern that it may as yet become a reality.
Certainly the wiaespread 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 thiz 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) adjastment 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 suppert makes important policy decisions especially
difficult to take.

Fifthly, one must consider the stances of the le2aders and
two coalitions in tue 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 tihe need for more public sector
austerity and for an emphasis on ralsing 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 ig elected,
but it is not necessarily clear that they will wholebheartedly
support structural adjustment . iven that many have benefitted
from the protectionist framework.

Finally, the military must be considered. Although there
iz considerable pride in Ecuador at the present time ipn the
success of Ecuador's return to democratic rule in 19792 and the
overall success with which the country is now going through its
election of a new government, there is alwvays, somewhere, a
gumor of & possible military coup de etat. The military has
intervened and ruled ip recent years (1963-1966 and 1972-1879)
continuing whet i3 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 "developmentalist® style. They have
been congsistently 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 areg
"legitimate”, they are an accepted (that is not to say desired)
part of the polltical culture. Whether the "social costs®
inherent in any structural adjustment will lead to sufficient
social unrest to cause the military to intervene, iz a question
which will hover for several years.
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The main political guestion then - whether the new
administration will implement the structural adjustment - can
be rephrased as whether the new government, in the face of a
rapidly growing, political population will give more welght inm
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 o
macro-output prospective. The focus here is limited to those
that are, in Ecuador, at times referred to as "sectores de la
produccidén" cr as "sectores empresariales®.

Family is a central factor in defining the social
composition of Ecuador's private sector. HMany of the
economically strategic private firms are controlled by a fairly
small number of families who are interlinked ithrough 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 cligarchy 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 viewpeint. This report
is not the place to jattempt 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 coacept 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 equally informed
and sympathetic informants. On one side, are those that see
the sector as being run by unmotivated, unagaressive.
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nonentreprenceurial 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
sector as the base of clever and business-minded families which
have made vast sums ¢f 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
reguired economic, financial and political resources to move
from strength to strength even in the worst of times.

Thege 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
gector. Not only is it an objective factor, it is a subjective
factor on which Ecuadoreans themselves put much stress.

E. Location and Regionalism

The Bcuador 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 Guayaguil, 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 treuds, 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 largcer and perhaps
faster growing unlerclass 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 to6 an import substitution model of
national development created increased opporturnities 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/ towsrds their relations with the poor,

1/ The Catholic Church in Ecuador, for many years was an
institution supportive of the large land owners and the other
upper eccenomic 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
certaln rights of citizenship; the Church managed the
educational system; other religions were not permitted to
establish themselves in Ecuador. 1In this century, it has lost
all theze 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 pocz. The impact of the "ideology of liberaticn®
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 pclitical

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 cn the hacienda or im the town. This surfaced
gseveral 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 Guayaguil 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 buman resource sectors
gsuch as health and education; the gradual shift in population
balance from & 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 agailn after 1974 when the oil price tripled and -’
finally in 1979 when it doubled once mdore. With oil money
flowing in large amounts into the public sector, the public
gsector'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 Guayaguil 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 Guayaguil families.

A trend which perhaps can be noted in passing is the
influence of the international drug traffic. It is said that
in at least one of the major provinces the major private sector
families are tho:e who have been heavily invelved in this trade
and who are now converting earnings into legitimate enterprises.
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F. Public/Private Balance

1. Growing Economic Role of Publiic Sector -

Private enterprise based production is dominant in the
Bcuador economy. 77 percent of grogs value added, 60 percent
of the wages and salaries paid and 56 percent of the gross
fixed capital formation im 1982 were of private sector crigin,
The government either direcitly or through several parastateals
is the major producer in the sectors of petroleun,
communications, electricity, gas and water, and is significant
in those of construction and f£inancial 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 vnit's
closure, not from any ideological predilection for public
ownership. 64 percent of agricultural credit and 38 percent of
industrial credit is channeled through the private banking
sector.

Trends however, indicate a relatively declining role for
the private sector in the Ecuaudr econony and seructurally the
sector exhibits criticel 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 incentivee and resources in
attenpting to stimulate private sector growth. Nonetheless,
through sustaining relatively higher 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 manufacturing), )
the public sector has become increasingly more important in the
total economy. : '

in terms of ipvestment, 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 1983 contributed an estimat=d one third of Gop.1l/ In the

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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financia) sector, 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 appreach
presented minimal constraints and many lncentives to domestic
market oriented investments and to private, productive sector
expansicn generally. The explanations for the recent trend of
declining private investment are partly external (petroleum
price trends, deteriorating terms of trade for traditional
agricultural exporte, 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 attenpts to manade the ecconomy, both to
control inflation and to promote development) combined with the
hesitancy and lack of maturlty of the private productive
sectors (for much of the industrial sector, a product of the
1970's, the 1982-1983 paeriod was their first sustained crisis).

The performance of the private agricultural sector merits
‘a gpecial mention. While interventions in private markets in
the industrial cector have been jintended primarily to promote
growth, in the agricultural sector the intentions of the
government until guite recently have been to control inflation
an? influence income distribution rather than encouradge
production. Agricultural secter producers in the 1970s
suffered seriocus 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
gector 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 suctor 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
intervention in the markets. On the other hand, there were
pasitive indications of increased dlalogue between many public
and private sector elements, including dialogue based on
serious private investigations, ope of which (the ANDE study)
wag Ffinanced by RIXD/Ecvador, of the structural nature of the
crisis and a arowing recognition by the private sector that a
domestic and the Andeen market focus has its limitations and,
as with the 1983 closing of many Venezuelan markets, its
considerable risk.

The government, in the context of the crisis, agenerelly
has adopted a positive stance towards private enterprisge and
gince mid- 1981 has taken steps dgradually 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 clearly negative), several devaluations were
implemented, upper limit controls on foreign investment and
profit repatriztion were reduced, and a thorough study of
effechive protection levels, a necessary preliminary step for
extensive further changes, was initiated. The current
elministration has worked closely with the IMF and IBRD ob
these changes. The extent of the changes has been limited by
political reclities in a country with one oi the least
eguitable 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 0f the measures
the government will be forced to take to manage its way out of
the current crisis. Agreements achieved with the INF end
international banks during 1983 softened the immedijate
liguidity problem inherent in the private sector's deit
servicing and proceeds from a IDB "reactivation® credit in 1984
should provide additional funds to cover the costs of imported
industrial sector inputs. These agreements notwithstanding,
the public sector will be taking a growing share of domestic
savings while at the same time, given that significent new
external commercial loans other than reschedulings can not be
expected, implementing measures which will have the effect of
holding down aggregate demand. At the beginnping 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 contlinued, &s subsicdies and protection
levels were being reduced, and as more restrigtive demand
policies were being implemented by the governmnent.
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2. Discussion

with the state now playing a critical role in setting
development parameters for Ecuador, as is cbvious most recently
in the goverament's decisions not only on the - rescheduling of
public external debt but of private debt as well, the relations
betwean the twe sectors have become of great significance to
both sides. In interviews and discussions with private sector
leaders the heavy empbasis placed on the cutccme 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 postponzd until after the elections, reinforced the
_importance of this public-private nexus.

Of the many ouservations which might be made on this
topic, I will limit myself to three which, in my opinion, are
important in congidering any private sector strategy.

First, at the upper and immediately next levels of the
government there are and have been many officials whose
backgrounds are overwhelmingly private sector. At £irst glance
this would appear to make for ready underztanding botween the
gsectors, 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
tihat more attention needs to be addressed to it as part of an
effort o consider constraints and opportunities in the private
sector.

Secondly, partisan politics im 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
non-ideological and, in class terms, cross-cutting. Partisan
affiliatjions 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 gzoup. In the short term any development assistance
programming undoubtedly will have to take these partisan splits
specifically into account. In the longer termn, one might want
to consider supporting the development of inmstitutional
arrangements which stremgthen the basis of non-partisan
congensus within the sector.

Lastly, the current economic crigis 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 skewved family income
distribution pattern, with distinctly community and geographic
inegualities 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 cosits than the more 'established' sectors, will not
be addressed appropriately.

G. Labor-Management Pelations

Onions in Ecuador are a force with which private
enterpreneurs nust deal. As noted, in the abacé case in this
report, some entrepreneurs organize unite of relatively emall
size 80 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 f£irm, do negatively affect production. Over
the year ending July }983, there were seven to eight general
strikes in Ecuador. Because of the government's

1/ This section is intended to give the reader a brief
introduction to organized labor in Ecuador. Information is
iargely 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 -repcrts. :
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many interventions in the economy which directly control wage
levels and prices, the general strikes normally derive fronm
labor-government rather than laborx-private sector
confrontations.

Unions, in a political party sense, are not influential
in Ecuador. One of the best overviews of the developnent of
the Ecuador political system, which included a full section on
the development cf golitical parties, discusses only briefly
the role of unions. / The major unions are not linked
strongly with any particular party as they are, 3ay, in
Jamaica. In the January, 1984 elections, union leaders were
on the tickets of the PD (Partido Democritico led by Francisco
Huerta, a center-left party), FADI (Frente Amplio de la
Izguierda, led by Re~né Maugé, sometimes said to be Moscow
"linked!), the PSE (Partidc Socialista del) Ecuador, led by
Manuel Salgado, said to be a communist party) and the Frente
Nacional de Reconstruccidén (led by Febres Cordero, the alliance
of right wing parties). None of the union leaders were elected.,

Unions in Ecuador lack a strong industgial 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 vears. The
predominance of small £irms witbh 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 patermalistic 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 Lnto 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
terns of union demands or activities.

1/ Osvaldo Huctado, El Poder Politico en el Ecuador, Quito:
Universidad Catdélica del Ecuador, tercera edicion, 1979.
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The hajor unions in Ecuador are:

CEOSL, the Confederacién Ecuatoriana de Organizaciones
Sindicales Libres, has been supported since its origin, twenty
years ago by AIFLD, of the AFL-CIO, is said to receive
agpistance from the Predrich Ebert Foundation, and is
affiliated with the ICFTU. It is strong in Quito, Guayaquil,
Manta, Portovieijo and Cuenca and claims 200,000 members. The
US Embascy which, estimates CEOSL membership to be 115,000,
guotes reports which indicate that "CEOSL is the largest and
fastest growing labor organization among industrial workers.”
There is a CEQSIL breadaway group which 1g headed by a former
president of the union (Villacrés Araudi) which although small,
has the affiliation of FEMAPOR, the stevadores union.

CEDOC, Central Ecuatoriana de Organizacicnes (Clasistas,
is EcaRcor's oldest {some 45 vears) 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 Ronrad Adenauer Foundation (as does
INSOTEC) While on reportedly good terms with the current
aovernment, .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. Thare is a breakaway CEDOC group of about 25,000
members which iz lined up with the CTE and FUT (see, below).

CTE, Confederacién de Trabajadores del Ecuacor, 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 Revolucionario
del Ecuador). It has probably 70,000 industrial members plus
affiliates such as the Ecuvador Indian federation (ECUARUNARI)..

FUT, Frente Unitario de Trabajadores, is a recent
organization which, as described by the U.S5. Embassy, "is a
loose-knit collection of trade unions, campesino and student
organizationz 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. 1It's key members, a
very disparate group, are CEOSL, CTE and the breakaway faction
of CEDOC.

FNC, Fedracidén 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 tramsport sector, and the participation of the FIC in
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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,
subseguent 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 £or low growti 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 mojor challenges,
assuming the sustaining of the political will be to carry out
the adjustment, will be the elaboration of correct policies and
the managemeant of their implementation during a period in which
high external debt service recuirements 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
coward decelerating growth which has been evident since the
late 1970s. Prom 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

total real export earnings varied between 65 percent and 75
percent of the velue 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 pericd. 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 almust
entirely (98 percent) by the public sector as part of
negotiated steps to resolve what had become the external sector
liguidity erisis. Ecuador's balance of trade for 1983 was
actually very positive (US$2.3 billion in exports versus Us$l.5
billion in imports) but it was achieved at the expense of
severe import restrictions which contributed greatly to the
fall in output and which, obvicusly, can not be maintained.

The government is committed by the terms of the IMF Agreenment
(Aiscuszed below) to open importations by mid-1984.

The Ecuadorean balance of payments is domirated by the
petroleum sector. 1In 1983, experts of petroleum and refined
products’ accounted for 72.2 percent of total merchandice
exports, up from an average 50 percent in the 1973-1974
period. The value of petroleum exports increased rapidly in
the late 19708 and through 198) on the basis of rising prices
despite relatively stagnant levels of production. Domestic
consunption 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 stationmary 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 2 dependence on 2 few
commodities has not been achisved and the situation has
worsened. MNon-traditiomal expoerts declined to US$362 milliion
or 16 percent of total exports in 1983 as compared with US$636
million or 29 percent in 1979. The only dynamic
non-traditional sub-sector has been shrimp. Unit values and
export volumes for shrimp are both increasing. Earnings from
ghrimp in 1983 were 42 percent higher than for 1982, and shrimp
has become Ecuador's second (after o0il) export earner. There
were indications towards the end of 1983 that shrimp prices .
were beginning to weaken. :

Ecuador's "traditional" exports ~ suqar, 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 glightly
in recent years, export pricez have trended downwards; <acao
production has fluctuated, cacac exports have declined
dramatically, and world prices have steadily declined; and
banana production hag tended to fall off while world prices
have been weak. All of these "traditionzl®™ exports have
suffered the resultz of an overvalued, f£ixed exchange rate, in
gome cases exporiy tazes, and generally rising productlion costs,
gome of which can be related to distorted factor markets.

Poreign exchange market. During the period 1271-1982,
domestic infiation in Ecuador substantially exceedad that of
ite major trading partners, adjusted for cbanges in their
exchange rates, while the rate of exchange of the sucre
remained fixed on the official market at §/25 to the dollar,
During the course of 1962 and 1983, the GOUE respoended to the
balance of payments crisis by a series of adjustments to the
foreign exchange reglme. BEcuador has long had a free parallel
exchange market, supplied by tourist eupenditures and other
non-merchandise export -transactions. In May 1982, faced with a
sharply depreciating sucre on the free market, the GOE devalued
the official exchange rate to S5/33 to the dollar. In November
1982, the GOE prohibited a long list of imports and announced
that official foreign exchange would not be mede available for
many others. It also introduced a prior depoglt reguirement
for most private sector imports. In March 1983, with inflation
mounting , the sucre was again devalued (to /42 o the dellar)
and a crawling peg was instituted. Ip addition to constraints
on imports, the GOE, in an attempt O stimulate exports, began
to allow exporters of products other than petroleum to exchange
a part of their receipts on the free market. According to the
March, 1984 revision of exchange policles, non-patgoleum
exporters now receive 50 percent of thelr earnings at the free
market rate of the Central Bank and 50 percent at the official
rate. AL the middle of March, 1934, the official exchange rate
stood at approximately 5/58 to the dollar, while the free
market cate was moving in the range of S/85 to 5/1l00 to the
doliar. 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 production,
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 reguirement thus
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enabling the public sector to be a significant net lender to
the domestic financial system. The Ecuadorean/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, roughly 47
percent of GDP, and debt service requirements for 1983 were
greater than export receipts, with the gep projected to
incresse. The rapidly increasing debt service reguirements on
both public and private external debt, combined with falling
export receipts (the value of total exports for 1582 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 stepes taken to resolve
its external debt problem the government, on June 1, 1983,
entered into a one-year S5Standby 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 basis 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 £inancing..

. Performance during 1983 and early 1964 under the
agreement has been impressive. On the fiscal side, the program
called for a reduction in the consclidated 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 19833 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, Ecuader was a low
inflatTon 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 Bl Nifio
disasters of 1983 and the food shortages that they produced.
The feod component of the consumer price index peaked at a
monthly increase of 9.8 percent in June, due to food shortages
zesulting from the matural disasters, and subseqguently fell
sharply. A government study of inflation over the year ending
July, 1983, 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 fcod 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 egual) 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 temporatry 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 excternal financing over the past decade permitted
Ecuador to significantly expand credit expansion despite
gserious weaknesses in the domestic financial system. With the
contraction of the external window, the weaknesses of the
gystem 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 mobilizatilon 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 <eiling 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
sector external debt. In effect, the Central Bank provided a
partial exchange rate guarantee for this debt, which is to be
retired over a three year period. As this debt is repaid,
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 reguirement. The combination
of refinancing of private sector external debt angd a
significant part of the (albeit significantly reduced) public
gector deficit is likely to absorb all of the normal growth in
domestic credit over the next several years. There is no clear
prospect of any real credit expansion to firance new private
sector investment.

Public deficit and borrowing. The fiscal situation
improved in 1983 atter 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 cuirent
revenues. - In addition, during the 19708 the military
governments borrowed aggressively from foreign commercial
lenders to fipance ambitious infrastructure projects. Between
1975-1981 the public sector deficit was entirely financed by
external borrowing mainly from private banks. The external
gector crisis of 1982-1983 caused a sharp deterioration in the
fiscal situation (40 percent of public zevenues came from
petroleum in 1983). It brought into question ambitious central
government plans and also those of the municipal governments
which had allowed their own revenue generation to decline while
enjoying oil-backed revenues from the center. The government
reacted to the fiscal deterioration in 1982 and 1983 by taking
steps to reduce expenditure ‘(e.g., by lowering or removing
subsidies), by raising some taxes, and by initiating efforts,
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
jender rather than a net borrower from the Gdomestic 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 f£inancial systenm,
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equal to more than 2 percent of GDP. In 1983, however, the
government, with exteznal financing much tighter in 1983,
managed to reduce slightly its domestic financing requirements.

Investment. Overall investment has remained relatively
stable 1n recent years despite a large jump in public sector
resources in 1980 and a sharp de.erioration in the current
account of the balance of payments in 1981 and 1932. However,
this stability masks significant changes in the composition of
investment. There was a significant increase in zublic sector
fixed invescment in 1980 which continued into 1881 as the
government undertook a number of large scale investment
projects which albeit appear to be, on the whole, well
conceiv:d and well executed. On the private sector side, there
is an evident trend toward a decline in the proportion of
ocutput 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.

Employmnent. Estimates on open empioyment in Ecuador, a
nation which is still nalf rural and in which pechaps half the
ecornomically active population is elitber “own account” or
family labor, are problematic. For the years 1974 through
1977, the World Bank, relying on of£flicial statistics, estimated
opan unemgloyment to be between 4.0 and 4.4 for urban areas and
2.2 to 2.3 for trural areas, wlth a national rate of 3.0 to 3.2
percent. In 1981, the official estimate of mational
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 pezcent). FAO estimates, indicate that as many as 60
percent of the rural labor force and 45 percent of the urban
labor force are underenployed.

Demographic and social changes in Ecuador will bave the
effect over the next several years of Increasing the
economically active population at rates faster than that
projected for population growth. While more refined 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 agricultural 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 factors, construction
and industry. There were some reports at the end of 1583 that
industry sector firms had begun to increase their employment,
thus perhaps indicating the end of what was apparently a
ghort~term decline. There were at the same time, however,
geports 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.

Population growth trends. Between 1574 and 1982 Ecuador's
population grew at an annual rate of 2.57 percent according to
the provisional 1982 Census results. This was considerably
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 im 1950. Guayaguil and Quito combined now have 2,000,000
inhabitants. The most important growth since 1974 has been in
Ecuador's secondary cities on the Coasty particularly
Portoviejo, Manta, Machala and Esmeralcdas, and in other coastal
(e.g., Santo Demingo 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 ard
early 1970's. The Oriente growth is a result particularly of
petroleum. AID analyses of fertility, mortality, migration and
employment rates among the different population centers
indicate that the major fe~tor in the differential growth rates
has been rural to urbap m.yration with destinations strongly
influenced by beliefs of the existence of enployment
opportunities.

The population growth perspective for the mediuvm term
period is for continued moderately high grewth in the absence
of a clear national population poliey. Religious and cultural
factors, together with vocal anti-family planning elenents,
make population control programs in Ecuador extremely
sensitive. Nevertheless, demand for family planning services
is high and the recent census indicates that low-key,
pehind-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.

Agricultural gsector .t/ 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 two 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 moze recent
export crop trends have been negative (see p. 52 above).
Productivity in the agricultural sector has remained generally
stagnant at low levels. Exzcept for bananas and oil palms,
yields have remained stationary for all major crops since
1975, Average yields are 30 pegcent to 75 percent less than
those obtained by the more advanced farmers using improved
technology and having access to extenaion, credit and
marketing. . Ecuador's marine preducts 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
ehrimp macket while the otber products go principally to Asian
and other LAC countries. Except for shrimp, marine production
(9 percent of which is exported) slowed during the eerly
1970's. Ecuador's tuna was banned from U.S5. markats from
November, 1981 to March 1963 because of a coastal f£ishing
limits dispute.

Food, The steady decline in food production combined
with an estimated growth in food demand of five percent per
year led to sharp increases in focd imports (an average annual
rate of increase of 13 percent in geal terms) over the .o
1978-1983 period. The national decline in food production, the
decline in real prices for the rural sector's agricultural
prodncts, the growth in population, the decline in cropped area
‘dedicated to subsistence food consumption, and large and
pechaps 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 &ll 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 nutriticn surveys in order to arrive at
actuval figures, takirng 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 Eneray Sector.l/ With the GOE
setting domestic petroleum product 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 pcr year) during the decade preceeding 1981
than in virtvally 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 lighkting. While price increases have been
significant in sucre terms (500 percent from January 1981 to
December 1983 for 80 cctane/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 algzo notable that f£rom 1974 to 1982 the number of households
using LBG for cooking, grew from 6 percent to over 35 percent
and that according to the 1982 census over 45 percent of the
households in Bcuador still use fuelwood for most of their
domestic energy needs. Many rural small industries, such as,
ceramics, 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 ig believed to have additional petroleum reserves, its
ability to cazry ouc explorations and development were severely
limited until recently by the personnel and fimencial
limitations of CEPE. the state oll company, and by lack of
interest by foreign oil companies in exploration and
development due to contract terms for foreigm oil firms which
were significantly more restrictive than those of other Latin
Anerican 0il 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 1s characterized by recent low growth and a heavy
dependance o 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 bas declined sharply as the
growth potential of the domestic market {and the Andean 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 19870-77 to 7.4
percent in 1978-81 and to 4.6 percent and minug 5.6 percent in
1982 and 1983, respectively. Manufacturing’s contribution to
total GDP has remained fairly ccnstant at 18 percent for the
past flilve years.

‘Eapador'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
protlem is evident: 35-43 percent of the value of .
manufaceturing 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 bave resulted from the
application of the import substitution strategy. First, the
principal instrument £or industrial protection has been tariffs
rather than direct controls on imports. While relatively high -
tariffs on output, combined with exonerations of taciffs on
inputs, have produced fairly bhigh levels of effective
protection, they have not produced the kind of extreme
distortions of the industrial structure whicb have rgesulted
from direct controls in other countries. Second, protection
was undermined by the progressive apprecistion 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 disteorting, 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-gkilled
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. 1In
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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
198) 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 pacrticipation of wages
and salaries (including statutary and non-statutary benefits)
actually decreased. Considering specifically the case of
corporaticns and limited companies, one £inds that remuneration
declined from 39.6 percent of value added in 1980 to 30 percent
in 1982, wbile/payments to capital rose from 52.3 percent to
65.8 percent.l

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 terms 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 citiec being Portoviejo, Manta, Machala and

Esmeraldas. 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 actiwities in Quito and
Guayaguil (these cities have 52 percent of Ecuador’s ughan
population but 89 percent of manufacturing sector employment).,
Out of a total of 1,700 to 2,300 fornal sector firms with an
average of 50 employees each, 200 of them contributed 67
percent of value added in 1977; 5 percent of the £izrms im 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

1/ The data.for these calculations is included as an annex
to, James Finucane, "Ecuador's Private SeCtOEescec«,” OP.Cit.
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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. Im 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 £irms 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
gocio-econonic development goals to coordinate development
activities to develop, adapt, and diffuse appropriate
technologies; and to uiilize effectively limited resources.

At the central level public insititutions often lack the
information necessary to carry out rational policy decisions.
The lack of adeguate management information systems contributes
to the reluctance of high level authorities to delegate
responsibility 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
problems. However, the necessary resources afre concentrated in
central institutioms, a tendency which was reinforced by the
oil boom. Moreover, local government personnel are generally
ungualified and their outlook tends to be parocanial. At the
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 nunicipalities.

private sector institutions are affected by the same
human resources constraints that affect public institutions.
Significant training needs exist. The demand for gualified
managers in private enterprise far exceeds supply, ané many
managerial positions are £i1led by persons who are not properly
trained. Quality graduste management programs are virtuvally
non-existent. At the technical level, vocational schoole &re
generally underfunded, poorly staffed, and unresponsive to
labor market needs. The government has a specialized
vocational training program, but its facilities are cos(ly and
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
gector 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 fornulation 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;
pon-commercial service delivery structures in the public sector
(e.g., those for buying, storing and selling basic comnodities,
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; & tendency to centralize
decision-making); there is insufficient installed buman
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
technicianss 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 reguirements.

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
largely unorganized and powerless. They are often functicnally
i{lliterate, inarticulate, and ignorant about the processeg and
vehicles they could use to influence public poiicy and to
obtain services and resources which might improve their
socio-economic situation. When there have been attempts to
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. Sectot Analvsis < Non-traditional Exportg

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
Promocidn de Exportaciones, addresses as well. In the case of
FOPEX the definition originally, circa 1972, derived from a
combination of criteria including volume exported, length of
tine 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 guotas and international agreements). Sugar is a
somewhat special case, 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
nanufacturing 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
19g0's. .

2. Sector fize and Contribution

In the economy o¢f Ecuvador the non-traditional exporting
sector is small. According to the result of MICEI survey, a
total of 260 firmsis were exporting non-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 ¢f the value of tetal primary exports. In the
industrial sector, l.l percent of all manufacturing enterprises
vere exporters., While MICEI's figures serve to indicate the.
relatively light contribution of the sector in the Ecuador
economy, their preciseness i3 not necessarily accepted. It was
not possible to review any of the originul material of the
MICEI survey, and thus the definitional limits of the sector
are not completely clear. Also, in the case of one sub-sector
(abacd, see case study) the figures reported in the survey are
clearly in error. Finally, there ig 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 awvarded by
the Central Bank.2

1/ MICEI, “Encuesta de la Oferta Exportable de Productos
No-Tradicionales™, 1980. The resuclts 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 Produccién Manufacurera Expeortable e
Identificacién de Industrias de Exportacidnm en el Ecuador”,
1983.

2/ See, PNUD, "Comercializacién Internacional de
Productos Ecuatorianos”, Quito, Octubre 1981.
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Official MICEI figures, presumably based on national
accountg 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
thesector. The situation has worsened in the intervening
yeare, with both manufacturing production and manufactured
exports declining as a percentage of manufacturing production.

Of the exporting £irms 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 Ecuvador's total
economically active population. 1In the industrial sector, nine
percent of the labor force was employed in firms which
export.l -

3. Sector Developﬁent

Prior to 1970, Ecuador exported a few, major agricultural
commodities -- bananas, cacao, coffee, sugar -- and had a very
emall manufacturing sector. During the 1970°'s petroleum
resources were develcped, petroleum guickly 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, "Datos Bisicos para Inversiones Industriales en
el Ecuador®, 5182, 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
indugtries and a movement away from the by then discredited
input substitution strategy. Ecuador®s 1980-1584 national
developrent planl/ narked the clear, if not whole~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 establiched nor
has there been a significant import substitution process”-- was
recognized and a general cbjective was set to gear
manuf?cturing output increasingly to foreign, especially Andean
Pact? markets. Some of the problems which exist today,
such as the underutilization of installed capacity, growing
dependence on lmporcted 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 risk
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 failu:e 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 ip 1982 to promote exports--
devaluation to increase the competitiveness of Ecuador's
products and the making available of equity capital (through
FOPEX) for investment in £irms 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 Estabilizacédn
Econémico y Social”, Julio, 1982.
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exports or enter for the first time into the export sector. It
also stressed that additional steps were necessary to
strengthen non-traditional export sector;

- the gradual reduction of protective tariff barriers so as
to improve competitiveness;

- the establishment of a new legal structure for the
promotion of exports;

- the formulation of a clear policy framework for export
promotion (includirg 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,l/ industrial
development strategy is centered on a brecad and essentially
unfocused discussion of external commerce. The import
substitution program is seen as requiring a "gelective
advance®, which would include the "reorientation” of import
substitution industries, so as to be able to assist in earning
foreign exchange. And under the obiective of strengthening the
balance of payments and Ecuador's international 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
aimilar 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 twc 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.

1/ CONADE, Reajuste del Plan Nacional de Desarrollo para los
afios 1983-1984, Enero, 1983..
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Of the first group, measures Iintended specifically to promote
non-traditional exports, one can distinguish between thecse in

the fiscal, financial, monetary, and exchange areas from others
more institutional 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 programn, which in essence assured a 25
percent tax credit for non-traditional exports and which
was subseqguently reduced in October, 1982;

- on the financial side the continued extension of ample
credit at preferential interest rates to exporters
through FOPEX, the sul generis program of the Central
Bank and the provislon of tinance for equity
participation 13 firms intending to expand or enter
expoert markets; /

- on the monetary sicde, 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 fired exchange
rate of 25 to US $1.00,3/ the implementation of a
complicated policy of several tiers of exchange rates,
basically intended te restrain imports and encourage
exports. :

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

1/ Ley de Abono Tributario, See, Decreto Ejecutivo No. 993,
published in the Registro Oficial, No. 410, April 1, 1981.

2/ The March 3, 1983 resolution 6f the Monetary Board,
assigned $500 million sucres for iavestment 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 inm 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 7C percent (now 50 percent) at the
official rate, the interest rates for export financing were
raised from 12 pzrcent to 13 percent, and the system of export
tax credits was programmed for abolitior, and export finance as
a percentage of value of exports was reduced slightly to 75
pezcent.

Institutionally major public sector actions in terms of
changes were limited over the 1979-1983 period. Studies were
carried cut on measures to reduce "red tape" ir the export
documentation process (recommendations were accepted but not
implemented), a bill presented (it has not been passed) for
providing export insurance, and a bill has been presented for a
new, export promotion law. There have been minor
rearrangements within MICEI but otherwise no significant
organizational changes. The allccation of responsibilities and
the focus of initiatives have remzined constant.

Of the actions which have had negative effects, some
private sector spokespecplie have pointed to the increased cost
of imported inputs, the increased cost of fuel and
transportation which followed the rempval of petroleum
subsidies beginning in 1981, and increases ip labor costs
following steady raises in rinimum 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
these measures. Upon a review of the actual export performance
and calculationz as to the effect ¢f 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 structure, see,
G. Fernandez, "Regimen Juridico Institucional del Comercio
Exterior del Ecuador,® PNUD, November, 1981.
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4, Sector Trends

The performance of Ecuador's non-traditional export
gector has deciined steadily since 1979. The strategic
objective of diversifying exports has not been achieved and the
gituation 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
- yalue (FOB) .636 .714 .623 .541
- as % of total exports 29 28 25 25

198

«362

Source: Central Bank figures. The 1983 figure is a flat projectio

based on the performance over the f£irst six months of 1983.
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 equally
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 ¢/ to 16.90 ¢/ per kilo, and are now at 15.70 c¢/.

ccffee

- coffee exports by volume ranged over the 1979-1982
peciod, from 82.0 to 53.9 million kilos and are now
running at 86.6. Urit values ranged from $3.17 to $1.88
per kile., They were at $1.70 for the first five months
of 1983. The price trend over the entire seriod has been
steadily downwards.

It

‘!



Mon-Traditional Exports

cacao

annual cacao exports by volume over the 1979-1982 period,
ranged from 13.7 to 42.5 mililion kilos, and are now
running at a 13.0 million kilo level. Annual unit values
have ranged from $2.82 to $1.48. They bhave fallen to an
average of 1.43 for 1983. The price trend over the
entire period has been steadily downwards.

oil

0il exports im 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 runping 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 bean downwards. Unit costs of preoduction

.have moved steadily upwards for $0.83 in 1979 to $1.99 in

April of 1983.1/ The current volume reflect~ 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 oll) expert earner. ’
Otherwise, the non-traditional group, by 1983 had assumed
staggering 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 £isbh
products, tea, abacd fibre, wood and woed products, vegetable
oils, domestic electrical appliances and panama hats. The
principal markets have been over a ten year period, the U.S.
(33 percent) &nd the Andean Pact countries (30 percent}.

1/

vRevistz Econémica®, 8/83.
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Within the latter group the two principal markets have been,
Venezuela and Colomtiia. 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
npon-~traditional exports) because of the continuing dynamic
performance of shrimp and the continuing difficulties in

inter-Andean trade. In 1933, an estimated USE35 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 gector in BEcuador over the past five years reveals that
the performance trend has been negative. Secondly, actions
taken. in a variety -f policy areas have not been sufficient to
reverse this trend. Thirdly, nc 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 cegard o the public sector, the announcements of
plans, strategies, new emphases and efforts in this sector
often appear to be made prior to any of the necegsarily
detailed professional and technical work. That would be one
explanation for the lack of major, structural changes in the
face cf continuing major announcements. Another might be that
the government has been forced, bercause of the severity of its
foreign ceserves crigsis, to increasingly view the entire export
sector in termg of short-term reserves and management
reguirements. Thus, instead of structural changes, government
has engaged in a continuing series of adjustments.

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

1/ Government officials do assert that their quality
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 bhas
negatively affected the rest of the non~-traditionals.

With regard to the private sector, and in spite of the
ipnsistent efforts of FEDEXPOR, there has been a relative lack
of collaboration either within the sector or between the sector
and the government. This is explained in Ecuador in 0 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
bzoadly protecticnist regime and not countered by any
gufficiently 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
available and, at least in some instances, has been
underutilized in Ecuador. It has been suggested in interviews
that total export credit provided ic 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, 1)
under-invoicing of exports - so as to receive dollars directly
in non-reported foreign accounts and thus to avoid their being
exchanged at the official rate; and, ii) over application to )
export credit lines so as to receive concessional credit for
other activities. None of the persons interviewed mantioned
financing as a constraint. In the case of new exporters, there
is, however, a difficulty in completing, for the first time,
the documentstion process required to secure exporter status.
There is a concentration of export fimance 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 especlally 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 cre“it lines are those of FOPEX and the Central
Bank's sui generis funds. Others are the Corporaciénm Anrdina de’
Fomento and the less specialized lines of CFN, the financieras,
and commercial banks.

FOPEX. This institution, the part of the CFN which is
entirely dedicated to non-traditional export finanecing,
provides pre-exportation and post expcrtation credit and has
the capacity to make equity investments. In 1981 it provided
credit of US$ 87 million (calculated at US$l.00 - 25 sucres)
egual 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 reporte that, as a gule, 40
percent of its financing goes to cacao products (it was 35
percent in 1981), 15 percent for f£ish products, 10 percent for
coffee products  d 10 percent for animal feed, OFf the $500
million sucre: aich 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, 19283,

Sui Generis. These are credits provided through the
private banking system, by the Central Bank, £or 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

sul generis credit lines finance 53 percent of the value of
non-traditional exports.

SAFICO. The Sistema Andino de Financiamiento de Comercio
is the inter-Andean export financing vehicle of CAF, the
Corporacién Andine de Fomento. SAFICO provides financing to
both importers and exporters. In Ecuador SAFICO operates under
an agreement between CAF and CFN, under which the credit funds
are drawn equally from FOPEX and SAFICO. 1In 1981 credits
extended totaled US$0.84 m; they were mainly used for
processed fish products and domestic appliances to Venezuela
and electrical tools to Bolivia. Because of the difficulties
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 CAF 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 financiercs.

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 recognizeqd
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 yvet received the required 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 im 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 proposged new export
promotion law.
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c. Piscal Incentives for Export. There are no fiscal
incentives now applicable to exports. The former system of
CATe (certificado de abono tributario) 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
gualification of virtually all non-traditional exports. 1In
1980, the largest earner of CATs (S/561 million, or 67 percent
of the total of S$/842 million) was the £ish and £fish prcducts
gsector. Over the 1970-1980 pericd, the two major earners of
CATS were the fish and £ish products sector and the caceo
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 CATSs.

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 with any regularity for information related
either to the producticn or commercialization of products
appear to be private enterprise ones. Networks of brokers,
distributors and agents, along with, in some cases, parent or
pactner 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 wirich these private
networks have been developed. In Andean Pact countries, where
market access difficulties have arisen becavse of public sector
decisions in the member- countries, and where the various heads
of government and relevant ministers hold intergovernmental
digscussions with « view to improving trade, the private
non-traditioral 2xport sector nonetheless relies upon its cown
networks for information.

1/ CENDES, "La Produccién Manufacturera .....," p.33.
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Services available but not used. In the national public
sector there are a numbet of services made available to
exporters:

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

the Ministry of Industry, Commerce, and Integration
produced & publication listing Ecuador's non~traditional
export productsl/ 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 econonic trends as it collects &nd
stores such information on a regular basis.

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

CENDES, the Centro de Desarrollo Industrial del BEcuador,
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 speclialized and
limited fashion than CENDES, and its FOPEX division are
latent sources of information potentially available to
exporting firms.

1/

MICEI, Direccidén General de Promocién de

Exportaciones, "Oferta Exportable de Productos No Tradicionales
del Ecuador®, June 1982. MICEI also publishes since 1482
“"Informativo Comercial," a scmewhat periodic pamphlet on trade

data.

For instance, "Demanda Internecionales de Productos

Tropicales,” Marzo, 1982.
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In the international public sector there are information
gystems or services available in Bcuador. These include:

- O0AS, the Organization f£o American States, publishes from
Bogotd a weekly bulletin of international market
opportunities (supplies and denands) entitled "Red de
Informacién Comercial®". It lists Ecuador products and
copies of it are available at the offices of the- Cdmara
de Comercie.

- Pazto Andino publistes from Lima a monthly "La Oferta
Exportable de los Paises del Grupo Andino", which lists
products available and products demanded. Ecuador's
products are listed. Copies are available in the coffices
of MICEI.

- DPNUD, the U.N.'s development program, bhas produced a
study on the U.S. market reguirements for Ecuador's
non-traditional export products. It is available in the
PNUD office in Quito. '

- CCE, the Comunidad Econdmica 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 markets, for distributing and for storing
artesanal exports. ‘

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

In the private sector, aside from the gservices of
FEDEYXPOR and the commercial networks mentioned at the beginning
of this section, there are no information services currently
available to exporters. The Cdmaras do receive a large number
of publications and have telex connections and are latent
gources available to an exporter.
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e. DPolicy. Policy level decisions affecting the

non-traditional export sector are spread over a number of
institutions in the public sector. The most notable would be:

- fiscal, monetary, exchange, and fimancial 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,l/ MICEI has the responsibility to formulate
external trade policy "in coordinatiom 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 on 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.

£. 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 articule No. 183 de la Ley Orgdnica de Servicio
Exterior, October, 1964.

2/ PNUD, “"Comercializacién ..cees” P. 9.
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validity of this observationl/ except for agricultural
products. The export procedure is falirly straightforward, and
the experienced firms report no difficulties. There are
apparently difficulties with Central Bank procedures and the
exchange rate system ig 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 prereguisite.

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 coanstraints %o small firms which cannot cover the
overhead costs in terms of the time regquires of qualified 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, including 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 avallable to exporting f£irms insofar

1/ See, Banco Central and MICEI, "Trémites para Exportar,”
p. 81.



, Non-Traditional Exports
o §7 =

as export commercialization is concerned. Assistance is
available on the production side, especially from MICEI's
Direccidén Nacional de Asesoramiento Técnico al Sector
Industrial (DINATI) and CENDES. DINATI is the major channel
for external development 2id technical assistance. The
Instituto Ecuatoriano de Normalizaciénm (INEN), which is the
national standards organlzation, provides an indirect
production side technical assistance through its setting and
monitoring of quality standards. The type of production side
technical assistance which dces not appear to be available is
one addressing problems which arise with an attempt to enter a
foreiyn 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 commegcial 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 31980 survey referred to earlier, received
responses from more than 400 firws on the problems which they
confronted in exportation. Accuzding 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 inadeguate 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. T ‘

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 inadeguate services for technical
assiscance to firms ip 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 which, 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 linkages: perhaps the major system weakness is the
inadequate linkage between the private and publlec sector
entities dealing with the expertation of non- traditional
products.,

8. Public - Private Relations within the Sector

Oswaldo Hurtado berame President in May, 1981, after the
death of President Roldos. He came into office with a
reputdtion as not being pro-business, and one can read both in
the 1980-1984 Plan (which he presented) and in his public
statements subseguent 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 essentlally an extensgion of the basic import
substitution model. In practice, the Hurtado government bas
taken steps to improve Ecuadorian exports (e.g., devaluation),
hag not taken steps which would have had a negative effect, and
has worked closely with exporters.

At the same timg, given the partisan nature of much of
Feouador®s politics, the central position of Guayaquil business
leaders in major oppositicn parties, and the importance of
Guayaguil enterprises ip the export sector, it is perhaps not
surprising that public sector-private sector relstions with
regard to the export gsector have been marked by a solid amount
of confrontational rhetoric from both sides and inadequate
collaboration. .t/ HNonetheless, one 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 leaderghilp, levels, The rest of this section will
concentrate on these more positive asgpects.

1/ The dally press as well as the warious issues of Weekly
Analysis provide indications of the nature of these strained
relations. Interviews with public and private leaders also
support the observations made in this paragraph. With regard
to the developing concensus, see the report ¢f a seminar on the
sector, CFN, Boletin Informativo, Wos. 79-81, pp. 5-9.
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puring 1980 and 1981, with the strengthening of FEDEXPOR as
a specialized private organization and the lncreased 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 conventlion of industrialists (January. 1981)
produced reacommendations specifically addressing tl needs of
the non-traditional export sector which, in a number of
instances such as the formulation of & law covering export
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 MICEI, the goverpment 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. Unéer the Ministry of Finance
a gzoup 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
pact and ALADIY/ issuves in Quito and were being included im
the organizing of official missions to meetinga-in other
capitals. WMiniaters and. the President held meetings with
FEDEXPOR members on the private sector’s needs and on the
measures which coverament could take to facilitate exports.

This panorama of increasing public-private congultations
may have peaked with the September 1981 sppointnent of
FEDEXPOR'sS Executive Director as the sub-secretary of
Integration within the MICEI. By 1982, with a garewing list of
items desired by the private sector representatives discussed
with but not acted upon effectively by the government, &
certain resignation on the part of. the private sectoz machinety
became appacrant, and this remained the situation in 1983 and
early 1964. These items included export insurance, the
formulation of trading companies, the passing of an export
promotion law, and closer consultation on monetary and excilange
decisions. Indicative of the nature of the problem, the 1982
geport of the joint public-private connittee on red tape was
accepted by the government. It had identified many procedural
changes which could be made by administrative decisiouns, most

i/ 7LADI, 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 Pederacién F.uatoriana de
Exportadores, is the only specialized private sector
ingstitution operating within the non-traditional export
system. The bulk of this section reports on FEDEXPOR. There
are however, several other institutions or institutional idecas
whose activities are or could be related to exports. Before
proceeding to the discussion of FEDEXPOR, these other
organizations are menticned.

Cidmera de Comercio and Cémara de Industrias. These are
the private sector organizations to which, by law, businesses
and industries with the exception of small burinesses must
affiliate, The Cémaras are organizations which represent and
protect the intezests of their members. In the export system,
they are responsible for issuing certificates of origin for
exponrts to ALADI and Ancdean Pact countries. Perhaps bacause of
the legal reguirement for businesses to pay their Cdmara
membership, the Cdmaras are fairly well financed and do not
contend with tha resource mobilization constraint that most
sther private institutions in Ecuador confront.

The Cimaras 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 i3z the most notable because of the similarity in their
broad perspectives as to what economic strategy is reaquired.
At the present, the Camaras tend to be politicized in a
partisan, anti-government sense,

The basic opposition of the Cémaras has been to any form
of extension of the public sector into the “productive” sector
of the econony, in other words, an opposition to increased
“gtatism®. The irony is that the very strength of the Cémaras
derives, at least in part, from the requirement by the state
that businesses must be members. Of the major Cémaras, those of
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Guayaguil appear to be the most politicized, those of Cuenca
less so, while those of Quito would rank somewhere in between.
The Cé&maras de Industrias appear to be more politicized than
Cémaras de Comercic. One of the f£inal round contendera in the
1984 Ecuador presidential election, I.eén Febres Cordero, is the
former head of the Guayas Céma;a de Industrias.

The Cémaras carry out a full range of representational
activities, from issuing press releases to threatening and, in
a few instances, oraanizing empressarial lock-outs. In respect
to exports, however, the Cimaras have not conceived any
coherent program. They have been rescting to successive crises
by proposing essentially ghort~term adjustments, normally in
the monetary, exchange and fiscal policy areas. The Cémara de
comercio of Guayas in April-May, 1983, dia initiate an export
promotion assistance program on the initiative of one of its
directors. It consists of using published information and a
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, 1983 and in spite of
gubstantial puplicity at the outset, less than ten of the
Cémara's reported 8000 members inquired about the service, and
no success was recorded in locating buyers. The avallability
of financial resources seems to have permitted the Cémara to
mount the program without much attenticn to the need., '

The Cémaras generally participate in or sponsor, on a&n ad
hoc basis, seminars and meetings which at times are related to
exports, but they are not viewed by their members, by other
private institutions, or by the public sector as ‘
export-oriented imstitutions. They are viewed as organizations
whose members are importers, industrialists engaged in
import-substitution manufacturing and businessmen engaged in
the domestic trading of imported and import substitution
productsa.

CICE. The Comité de Informacién de Contacto Externo was
mentioned in a 1981, Central Bank publication as one of the
principal private sector organizations involved in national
development. According to a wide number of second-hand reports
(it was not possible to interview the principals) CICE
organizes occasional discussion groups and dinners which focus
on issues related to the external sector. It seews to have
been an idea which has not received the acceptance of support
envigioned.

ECOPIAR. This 15 the export promotion idea of the Cimara
de Peguefias Industrias de Pichincha (Quitoc). 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
Pebruary and Match of 1983; he reports that ECOPIAR is a
"project” which has yet to receive support.

CCIE. The Camara de Comercio Internacional del Ecuador,
headed by wWalter Spurrier, the editor of Weekly Analysis, is an-
affiliate member of the International Chamber o0f Comwmerce., The
latter 48 an organization which attenmpts to represent private
enterprise interests in the international arena (commenting on
or advising on, for example, UN proposed changet in consumer
laws). CCIE is a amall group organized imn 1876, which has
baen hoping to gain the support of ths major private sector
representative groups (the Camaras de Comercio and Industrias)
for it to be designated as the “national committee” of Ecwadoer,
a recognition which would lead to a full (not affiliated) link
with the International Chamber. The CCIF provides & periodic
listing of Ecuador laws and zegulations which affect the
external sector, but otherwise provides no service on a regular
bagis.

Producers associations. Producers of major and minor
products, especially agricultural sector products, are grouped
into asmocliations. 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 asgceiations is
directly involved. An example of the type of involvenent
registered is the current attempt by the Assoclation of Shrimp
vroducers 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
£irst (circa 1979) of a series of proposed ideas for
institutions, 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 otop center for exporters where all the
documentation reguired for exportation could be completed, It
also would organize missions and fairs, set export credit
policy and traine the commercial attaches assigned to Ecuador’
embasaies. It would be f£inanced 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’.

(]
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FUNDEX. The Fundacién 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 & board of directors drawn from
the government and, mainly, the private sector. .

OCEPA. La Organizacién Comercial Ecuatoriana de
Productos Artesanales is a private organization which recently
has participated in international fairs and hopes to egtablish
a Frankfurt office. It has shops in Quito, Guayaquil and
Cuenca it promotes the export of artesanal products,
particularly tapistries and textiles. While not referred to by
any of the private sector people interviewed, it would merit a
close review were one to have a particular interest in the
enxportation of products by the small scale sector (see, also,
ECOPIAR, above). It has worked with CENAPIA workshops On
marketing, design and quality control.

b. FEDExggg.l/ - FEDEXPOR is a voluntary private organization
established in 1976 to promote nen-traditional exports from
Ecuador. As of June 1983, it had 89 firms ag members and was
hoping to have 25 additional ones join during 1983. An
estimated 50 percent to 70 percent of Ecuadoz®s non-traditional
- exports are made by FEDEXPOR members. FEDEXPOR's leaders
report that more than half of its members are Guayaguil based
firme. 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 José Tamariz
Crespo, of the Guayaguil 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
Guayaguil. The planned budget, obviously small in relation to
FEDEXPOR's nission, anticipated a deficit of $700,000. The
budget level has stagnated since 1980 partly as a result of the

1/ _ This description and analysis is based on separate
interviews with FEDENPOR's President, Executive Director,
former Executive Director, and the Director of its Gua: aquil
office, on information supplied by FEDEXPOR, on interviews with
six government officials inmvelved in export promotion and obn
interviews with fifteen private business sector leaders in
which, among other topics, views on FEDEXPOR were solicited.
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gradua) fall-off in non-traditional exports. Annual membership
subscription quotas are linked to the value of the firm's
exports ir the previous year. The menbership of FEDEXPOR, in
geiation to budget support, is fairly evenly distributed; in

1283 the 22 largest firms will pay 30 percent of the budget,
with the estimated 92 others paying 70 percent.

rThe staff of FEDEXPOR {s small; three professionals and
four clerizal and other assistants in Quito; one professional
and two assistants in Cuayaquil. It is directed by an
Executive Director based ip Quito. Im 1980, after the end of a
relatively good period for non~-traditional exports, FEDEXPOR
opened its Guayaguil ofifice, started a periodic mewsletter and
baegan a program of collection of export date. Since that time
the staff haz not grown.

Funckions. FEDEXPOR carries out a number of functions
relatéd to those described in the non-traditional export system:

Finance. FEDEXPOR served as the private sector member on
the Comite Administrative de la Ley de Abono Tributario until
the program for the issuing of negotiable export tax credits
was ended beginning in March, 1983, FEDEXPOR’s participation
in the comnittee seems to have had some impact in ¢hanging 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 consclidate, in both the
nublic and private sectors, the notion of FEDEXPOR as a
professional, technical group az opposed to a narzow interest
group or politically oriented bedy.

with both FOPEX and the Banco Central, FEDEXPOR has
assisted members, particularly the less experienced exporters,
in securing export credits. FOPEY has relied on FEDEXPOR as
the point from which the speciallized needs of private sector
exporters can be articulated. Although there is no legal
ceguirement that a firm be a FEDEXPOR member to be a awarded
FOPEX credit or & Central Bank sui generis c¢redit, in at least
one instance a first-time exporter reported that he was
reguired 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
. npecessary documentation process.
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FEDEXPOR'S leaders claim that their 1981 representations,
including the submission of & major paper cn the "damage® being
done by the fixed exchange rate system, were a major forece
which led government in early 1982 to begin taking the
decisions which led to successive devaluations after a ten year
period of no change. They report having propogsed elther a
floating rate or system of automatic mini-adjustnents; the
decisions taken ultimately reflected the acceptance of both
alternatives.

Information Services to Government, FEDEXPOR efforts in
information have tended to concentrate on keeping government
informed as to non-tradtional export trends and impacts of
government decisions on erport firms. 1In this area its efiorts
have been extensives for instance, for 1982, a partial list of
FEDEXPOR's activities to inform government would include:

- it submitted letters and held cepeated nmeetings with the
Minister of Finance, the Minister of Industry Commerce
and Integration, the heads of the Central Bank, the
National Finrance Corporation (CFN), and the Monetary
Board, and with the President, on topies 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 £iscal
policy and procedural changes, and on the impact of
specific goverpment monetary and exchange decislions on
member f£irms;

-~ it provided detailed analyses of the likely affects on
the sector of governments sweeping economic decisions of
19823 ’

- it assisted government to prepare for and participate- in
Andean Pact and ALADI meetings on regional tradey

-~ it played a major role in informing government of the
need for creating speclalized 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
affairs; 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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Tn “ormation Services to Members. To its members FEDEXPOR
provides information, on reguest, on the application of
specialtrade arrangements (e.g. Andean Pact, ALADI, General
System of Preferences), oOn upcoming trade fairs and other
events, on the internal process of documentation for expocts
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 igsues of its
somewhat periodic newsletter, Exportador Ecuatorianc . In a
broad sense, FEDEXPOR, also proviaes its members, much as it
does government itself, with information on the impact of
government actions.

FEDEXPOR has in its interral discussions, raised the idea
of improving information services to nembers 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 Instituzional Linkages. With Government. As
is apparent Lrom reading the above description of FEDEXPOR'S
information activities it has managed@ to link itself in a
variety of ways with government at technical and leadership
levels. Key staff of FEDEXPOR bave taken positions in the
government in the past and current staff are considering offers
of similar posts. FEDEXPOR staff members have been pamed Lo
official missions to foreign countries. FEDEXPOR staff and
wembers have been named to government commissions and
committees. Without exception, government officials in

interviews spoie 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 intanded to .
strengthen it substantially. These include giving FEDEXPOR the
gtatus of a "cdmara™, making membership in FEDEXPOR one of the
options mandated by law open to a business of indust:ry,
qualifying FEDEXPOR as one of the electors to the two private
gector positions on the Monetary Board and making FEDEXPOR
membership obligatory for those wishing Lo use the preferential
credit lines of FOPEX and sul generis. Aside from formalizing
the role of FEDEXPOR as the recognized private sector
institution in the 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'S8 links with the Cimaras are not as easy to
characterize. 1In interviews, private sector individuals
associated with the Cimaras indicated either no knowledge of
FEDEXPOR, 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
being a struggling and at times effective group. A qualified
judgement would be that the Cimaras have been hesitant about
being too receptive to FEDEXPOR (there are exceptions; in Quito
their office is in the building of the Cémaras and they use a
Cémara telex) partly for reasons of bureaucratic turf
protection, and partly because FEDEYPOR has not been willing to
align itself, as it has at times been gsolicited to do, with the
public political statements and actione of the Camaras. The
proposal, in the draft bill for the new law, to give FEDEXPOR
the status of a "Cémara® is not l.kely to increasge the
receptivity of the existing Cémaras.

FEDEXPOR has become a standard stopping point for staff

. of international organizations, public and private. A review
of its activities over the January, 1982 - March, 1983, period
indicates that particularly in regional activities FEDEXPOR has
extended and deepened its connections.

In Social and Political terms, FEDEXPOR is an
organization of businessmen. It has not, however, attracted
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. 1Its
members, most notably its directors and the ones with whom the
organization is identified, generally take a “"vhat 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 in.erests most strongly associlated with
the current election campaign. There is a tendency for the
orgapization to have a Quito oriented image (which would appear
to be a hold 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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FEDEXFOR 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 require any direct assistance, while the
smaller ones probably reguire more assistance than FPEDEXPOR is
in a position to provide (e.g., with techmical issue of quality
control, packaging, purchasing contracts). Its members,
nonetheless, even when not receiving direct gervices,; have a
regard for FEDEXPOR as a private organization which is pleying
a role (scme 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 financlal, technical,
informational, training and 'mobilizational®.

Financial. Up to now there has been no strong financial
base for private institutions im 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 weaknes: 0f 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 tc 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
internal capacity 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
nultilateral 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
presentIy in a position to provide private sector exporters
with detailed, current data on markets and market-related
factors (e.g., distribution systems, packaging reguirements,
health stsndards). There have been tentative and ungugtained
attempts in this field, such as the current one of the Guayas
Cimara de Comercio (noted earlier) and some 27 the activities
of FEDEXPOR.

Training. There is no established capacity within the
private sector to provide training in topics related to
external trade. As part of a two year Lima based UNCTAD/GATT
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 administration topiecs, and the FUNDEX
concept for a training institution is now an active idea.

Mobilization. Without understating the impact of
FEDEXPOR, no inscitution 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 1 hold over from the 1970's conception of production
being gearzd 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).

II. Reconmmendations for poésible Mission Assistance Stratggiés

A. Basic Approach

There has been an open discussion within Ecuvador in
recent years as to what policy and institutional changes are
reguired 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 conscnsus on
needed changes. ,Private sector representatives have been
stzong 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 detalled 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 cbjective 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 centnred 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. .

l, 1Internal

a. Training. Provide support for private individuals and
groups who are or potentially could be involved in export
trade. 1If this is pursued, the UNCTAD/GATT cuzriculum
developed for the Andean group and now being implemented in
local universities should be reviewed; also, the proposed
training institution concept should be 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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c. Detailed studies. Provide support for implementing
specific export studies which have, as their principal
objective, the placing of spacific 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
exporters play an important part. Also, a possible device to
be considered would be including the costs of a study in a
subsegquent FOPEX-type, credit should the study result in actual
market entry and sales. (This is the approach being followed in
the AID/CFN export project.)

2. External.

a. Technical assistance. Provide arrangements through
which external technical assistance can be directed to firms in
the sector. Firms have problems ranging from specific
technical ones (e.g., inadeguate solubility of instant coffee)
to general ones such as export market packaging and health
requirements. There are no reliably consistent sources of
technical assistance now available, particularly in the
post-production or commercialization aspects.

b, Trading com anies.l/ pProvide assistance in the
initiation of private rirms which would be specialized in the
commercial exportation of non-traditional products to U.S.
markets. Smaller producer firms clearly need this assistance;
larger Ecuador firms which have until recently not been strong
in U.S. markets (2.9., specialized plywood) might use it once
its capabilities were developed. :

1/ Colombia's experinnce in successful export
development, including the activities of the export premotion
organization PROEXPO which bhas a Quito office, could be )
considered in this context. AID's Washington based Bureau of
Private Enterprise is another source of information on this
topic. Roger Moeller of that office is the source of the
following documents now or file at the Mission; Richard
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 Companiec,” September, 1982.
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c. Export agreements, Provide assistance in seeking,

formalizing and implementing sales contraiﬁs fer
non~traditional products in U.S. markets,

d. Export insurancs, provide assistance in the
implementation of an export insurance program. U.S. experience
in both the public and private sectors has developed a body of
expertise in thiz 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 o particularly logical connection.

C. Strategies to address institutional weaknesses

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

1. Private sector involvement

a. Projects. Provide for active and perhaps cocntrolling
participation of private_institutions and firms in projects
dealing with the sector.2

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 a2 useful experience to consider. The current
president of FEDEXPOR is knowledgeable in this regard having
recently visited Sweden and bhaving participated in the
intialling of a Sweden-Ecuador agreement,

2/ 7n the current AID/CFN project for studies aimed at
developing non-tradition2l 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 4 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 ranae of
information services to its member non-traditional exporting
firms; to channel external technical assistance to these firmsj;
to mobilize increased membership participation; to improve its
1inks with other private sector institutions, egspecialiy the
Cénaras and producers associations; and, to develop a capacity
to recover service costs from firms on a user basis. The
Central Banis has funds which it is reportedly willing to
contribute to asslsting FEDEXPOR in a number of those areas.
Also, FEDEXPOR is currently participating in *“he emergency
comnittee established in July, 1983 by the Minister of MICEI to
deal with the export decline and this should help to ensure
that what is done with FEDEXPOR is not an isolated initiative.

b. Others. Adopt a passive but open approach to other
private sector ipitiatives in the sector, initiatives which
presumably will be made once the Mission's interest becomes
apparent.

D. Strategies for inter-donor collaboration

Development cooperation agencies have not been very
active in Ecuador in this sector. There which have been active
receatly or currently should be informed of the Mission's
evolving sector strategles and possible points of collaboration
identified. The most obvious activities, in the short term,
would be to: review the Ultramar studies on U.S. markets with
the UNDP; review the Metro studies on European markecs 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 Bank incentives and
protection study.
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C. Sectoral Analysis Small Enterprise

l. Sector Definition

The small scale non-farm enterprise sector in xcuador
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 fized site
with employees and those who are mobile, usnally independent
street vendors. The precise definition of these groups is an
iasue of some debate in Ecuadorl/. INEC, the National
Institute of Statistics and Census, has uvsed the number of
employees and the gross value of production as criteria for
distinguiniing 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. Tha Law for the Development of Small Industry and
prtisanary defines small in terms of assets - in which machines
are used to process materials into prosiucts and in which the
value of fixed capital, not including land and buildings does
not exceed a certain polnt.z/ Artisans are those units irn
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 (maxirkums 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.

i/ 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.



2. Sector Size and Economic Contributionl/

The manufacturing enterprise secter according to 1978
official statistics is composed of some 100,000 artisan
workshops (four or fewer workers) and 1,700 factories. Of the
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 f£irms as members and 6,783
as registered by law. INSOTEC, & private consulting group,
identified 880 in the three provinces of Pichincha, Azuvay and
Loja. Between 1970 and 1980, 2039 firms were registered under
the law providing incentives for small industries. During the
period mid-1982 to mid-1983, the last year for which figures
are available, 90 new units were registered. The national
census agency, INEC, reported that in 1980, 94 percent of the
manufacturing sector production units bhad le~s than 10
employees and annual sales of less than $200,000.

In terms of units, a reasconable 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 droup is the
major source cf 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
"others"~~the medium and larger firms --supply 20 percent of
the jobs. The "small®” group in empleyment 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,
Investigacidn sobre la situacién de la Pequefia Industria en los
Paises Miembros del Acuerdo de Cartagena: Situaclon de la
Pequena industria en el Ecuador, Quito: Escuela Empresarial
Andina del Convenio “hAndres Bello”, 1981. FENAPI, “Informe del
Presidente", Quito, 1983; CENAPIA, "Estudio ...op.cit.;
CONADE-ILDIS, “Las Politicas de Fomento a la Artesania en el
Ecuador," Quito: Enero, 1%83; World Bank, "Second Small Scale
Enterprise Credit Project, Staff Appraisal Report, Ecuador, "
1982; MICEI, "Informe de Labores,” Quito, 1983.
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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 actuslly 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
approxzimately seven percent of the output is produced by the
Ysmall®” group.

A group probably not as numerous as the 250,000
(estimate run as high as 300,000) artisans, but significant in
terms of people supported, is that of itinerint vendors. 1In
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 zmall scale manufacturing sector in a comparative sense
contributes mere efficiently to several aspecta of Ecuador's
development than do the larqger 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 toc 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 te 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 signitficant
export products. In 1945 hats accounted for 23 percent of
Ecuador's exports. As recently as the 1960's, it has been

1/ See, Fundacidén Ecuatoriana de Desartbllo and AITEC,
"Programa de Desarrollo de la Microempresa,"™ 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.t/

in recent yvears 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
Artesanc, was introduced in the late 1240's and passed by the
legislature in 1953. 1t 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
participation in the social security system. The major effect
of thig law seems to be to permit many artisans who own
workshups 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-like protection thus is in the form of a trade
restriction with the taxes and other requirements being applied
only to those who are not registered. 1Its 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 1la Pequefla
Industria y Artesania. The objectives of this liegislation have
heen developmental (create jobs, increase savings, replace
imports, decentralize industrial development, and improve

1/ Victor Tokman, "Distribucién del Ingreso, Tecnologfa y
Empleo® Santiago ILPES/CEPAL 1975, referred to in CONADE/ILDIS,
"Las Politicas ......", Op. cit; see also, CONADE/ILDIS,
"Artesanias y Politicas Estatales,”™ Quito, 1983.

2/ Under this law,"artisans” are those largely mz-ual
skill based workers, or working owners who have no more than
six workers or employees
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income distribution} from the outset. It led in 1975, to the
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
provide incentives to the sector: a system of categories
according to scale was introduced; special guarantee and
developnent funds and special credit lines, including one from
AID for $4.5 million dollars for capital investments were
established; specialized government bureaus were opened to deal
with the sector; special fiscal incentives for units lccating
in region other than Guayas, Pichincha and Galapagos were
developed; 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 developnent
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 penefits actually provided by
the government. '

The result of both the “defense” and the "promotioen"
laws, institutionally, aside from the growth of the public
gector regulatory, promotion and analysis units, has been the
growth a..d expansion of associations of artisans and small
industry ownersg at municipal, provincial anéd national) levels.
The law provides that the small industrialist oz artisan must
be a member of the relevant association as a condition for
receiving concessional credit and other assistance through the
public sector. Another result has been the continued seeking
by the associations of more penefits for their members. The
unification of the two laws was propesed during the 1960's (AID
supported the preparation of a draft, unified bill). This was -
not achiaved, and the different interests of the different
g:roups covered by the two laws make such a unification
unlikely. Also, the smallest of the small, the vendors, have
been mainly approached from a cent=dl (e.g., health
regulations; commercial zoning) perapective.

The 1980-1984 national development plan emphasized
that the development of £zall industry and artisan workshops
was the "“strategic element™ in the national industry



development strategy, especially because of the importance of
this sector to efforts to "decentralize® 1/ the national
econcmy and solve the problems of unenployment 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 developnent, particularly
for small scale food processing. CENAPIA, the small industry
arm of MICEI, was the only part of MICEI to receive as budget
increase between 1980 and 1981. The CFN, in addition to its
FOPINAR credit program, has entered into an agreement with
INSOTEC, a non-profit group with a special interest in small
jndustry development, and FENAPI, the national federation of
small industry chambers, to assist the metal working
sub-sector. CONACYT, the National Science and Technelogy
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
commercialization and production related areas; on the
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-FOPINAK 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 objective 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, 19&3.
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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.

Wwith regard to the artisan group, as well as to the
small commercial and service businesses, incluéing vundors, 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.
However, one does not see, as is the case with the small
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 commrission 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 exanmine ways to assist the
smail scale sector during what is expected tc be several years
of economic difficulties. The commission has provided for a
group of studies to be carried out. Some are sub~gector
analyses (e.g., metalworking, textiles, wood products) while
others are more broad and indicate some of the strategies being
considered (e.g., credit guarantees, 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
manufacturiang 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
pasic 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
accompanied this urban growth as well as being the basic
survival strategy of individuals in a sitvation in which the
formal sector is contracting (negative or 2zero national macro-
growth ip 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
alternative is to go into business, however small. The
exceedingly rapid growth or artisan furniture workshops is most
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
groups. One can assume that the cost structure of small (as
opposed to the artisan) group has been affected by the
continued increases in nominal minimum wages, put these
increases by law have been legsg for small units than for large
ones (partially of fsetting their higher proportion of labor
costs to total cost). Also, the decline and particularly the
external sector crisis and the demand and import restrictive
measures taken by government to deal with it, may bave worked
to the relative advantage of the small sector. Their main
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
macro level demand declines. The import restrictions however,
have had some effect on the sector and the sector's
associations in January and February of 1984 made
representations to governaoent to have them lifted.

5, Comment/ Analysis on Sector pPerformance

phe broad thrust of the public policies for the small
scale z=ctor over the past 20 years have been to contribute to
its modernization and steady growth. The initial interest with
craft defense, gradually evolved into an interest in the
transformation of this group into a small and medium scale
industrial group within the general policy framevork cf import
gubstitution, industrial decentralization and job creation.

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

the macro growth in demand during the 1972-1982 period than
government policies and public sector inetitutional 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 required
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 sma..
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 panks (27
percent); and private non-formal lenders (12 percent)

Monetary regulations reguire 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
accour..2d 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



clients in excess of the levels required (by the regulations)
or promoted (by the fondos financieros discount mechanisms) by
the public sector. BAggresive 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 19783 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 has 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 weie placed
into the CFN for the specific purpose of assisting small
industry. Fondos f£inancieros now appears to ke the principal
source of credit to the sector. 2And while the amount provided
thrcugh fondos financieros in current prices has steadily
increased, the actual proportion provided to small industry has
ggg%ig$d from a high of 20 percent in 1978 to 21 percent in

The geograrhic distribution of credit to the small
scale sector by the public development banking sector appears
in recent years to have gone disproportionately to the Sierra
{principally Pichincha). 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. Technical 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-Anuario, 1983. :
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assistance as an element in its credit program. With CENAPIA
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 FENAFI and with international donors which
would result in a progrim components addressing the needs of
the small scale secter, has dealt principally with meeting the
accelerated training needs of medium and large scale industry
for technically trained 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 Guayaguil
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 FENAPI mainly on topics which address
management and administrative needs. OCEPA, which in a sense
is one of the sector's more known instituticns (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, piovides accounting assistance and
information assistance on credit lines, principally FOPINAR and
fondos financieros, throus% 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 Guayaguil. - 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 requirements for securing
credit and f£iscal incentives.
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CENAPIA directs its efforts primarily to small
industry and urban based artisans. 1Its main approach is the
giving of short courses which tend to be geared directly or
indirectly (e.g., management and accounting) to the
commercialization and marketing of products. It also prowvides
commercialization assistance through the organizing of fairs
and expositions and the setting up of demonstration
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 tc design, engineering, production and
marketing assistance. In terms of the systems described in the
previous section. 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.

Fipance. There appears to be a shortage of firance
available to the small sector at each scale level, for short,
medium and long terms. For the formal small industry and
artisan groups, the lack particularly of long term credit was
jdentified in 1982 by the World Bank -as a major constraint.
IBRD funde 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 emall 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
availability to the sector was a generalized constraint. At
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
gector. This, combined with continually changing laws and
requlations 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
gector. Secondly, there is an obvious competition between
small and large units for credit, and an equally obvious large
unit bias within the banking sector, because of presumed lower
unit banking costs in larger loans to larger units. This may
be part of the explanation for the fact rhat the declire in the
share of credit nationally directed to the small scale sector
occurred during a period of apparent intensive interest in and
prom~tion of the sector. Thirdly, in none of the reports on
the sector has failure or slowness to repay cr2dit 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
intensities of the production process are lower than at larger
gscale levels, there are cood policy reasons for at least ’
moderating this financial constraint. Suggestions that the
eongtzaint might be resolved by more centralization in the
responaibility for credit to the sector are, howesver, in the
view of the author, to be avoided. The institutional pluralism
of the sector's financing is _n advantage, not a weakness,

What is needed is a simplification of application and appraisal
procedures (elaborate procasses distort the market in favor of
larger firms; one of the reasons reported DY 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
gross—axailability of credit), a lower public deficit (to
reduce competitinn for the funds between the public ard the
private sectors), and the d:velopment of low cogt credit
extension mechanisms which would be suitable replacements for
the more traditional banking sector style (which has a formal
sector bias) and the publie sector's "desarrollista® style
(which tends to load additional bureaucratic costs on to the
credit mechanism).

Technical Assistance. An evaluation of technical
asgsistance activities to the small scale induntry sector was
carried out in 1981 by the World Bank. This was follewed by
further examination in 1982 during the appraisal of the second
FCPTHAR =redit, The conzlusion of these investigationa was
that technical assistance “efforts are thin, scattered and
generally uncoordinated.”




The major review of small industry carried out in 1981
by Luis Luna Osorio found that "the grend 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 to production
units, visits when made last only several hours and result in
only superficial reviews of technical accounting and similar
problems. CENAPIA's three te five day artisan courses are
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
vpgrading 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 Fcuador, an interest promcted both hy local leaders
cnd by 1nﬁe;§§tional, particularly Buropean and multi-lateral
institutions, there remains a lack of clear focus on the part
of policy-makers in the publlic sector as to who and what the
gsector is. This contributes tec weak diagnoses of the sector
{data scarcity and non-compatibility is a basis of inadeguate
policy formulation) and accordingly weak program efforts. The
legal framework provides no indication as to relative
priovities and organizations. which provide technical assistance
are conseguently left to make their own choices. The 1984
CONADE study (forthcoming) may help to moderate scae of these
problems.

The only firms that can receive public sector
technical asgistance are those registered under the law a3
either small industries or artisans. In fact it appears that
several times as many individuals are engaged in the
registratior 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 promoting small industry
while avoiding the legislation which regulates labor conditions
in medium and larger industries)} the extent of the cutreach of
technical assistance is limited and probably inconseaquential,

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 anf
providing technical assistance. It is a strategy not
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dissimilar to the proposal in AID's February 1984 agribusiness
developnent project identification document for establishing a
specialized &gribusiness unit in the CFN. INSOTEC and Che
Peace Corps s*tategies are to strengthen the capacity of the
chambers of small industrizlists as institutions capablg of
coordinating and delivering technical assistance. A number of
organizations have orienced their efforts to strengthen
existing public sector capacities in the MICEI or in CENAPIA.

The artisan group is the group which is remarkable for
Both the high number of organizations and lawz intended to help
it and, on the other hand, the relative lack of effactive
assictance which it recelves, The JNDA, the Nacional Artisan
Defense Commisision, charged with registering artisans, has
four inspectors to gover the entire country, and an application
can ¢ften toke more than a year to be considered. The Ministry
of Labor, -ften in collaboration with the Ministry of
Education, church groups, artisan associations and municipal
authoritiez, provides training at the local level but the
persons who complete the tzaining, often in sewing ralated
tasks, f£ind the employment warket limited. CEMAPIA's program
has been mentiored earlier. “The programs of technical
assistance of most of the groups reflect a lack of clarity ae
to whether they are attempting te preserve actisans and crafts
or develop them into small industrialists with & wider gkill
range.

At the smallest end of the small scale, the vendorg
and micro-businesses, there are no technical assistance
gervices. This may not, however, be the binding constralint.
Access Lo credit rather than technical agsistance is, according
te informed nbservers and to the AITEC study. the major
obgtacle.

&, Puklic-private relations in the sector

Phe small sector's relations with the public sector
are adléferent €rom those of the larger private sector and their
interests are often different from cthose of the more
regeanllshed® firms., Within the small scale sector there are
also, of course, quite wide varlations in interests.

As 2 rule, the small) sector, is less dependent on
government henefits and incentives and in many instances not
fully within the grasp of the tax gsystem, 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 euternal seetor
crisis led in early 1964 to representations by small industry
groups to have them remcved because of the negative effects on
their businesses. A fairly aggressive upper leadesship in
FENALY hagz in recent vears begun to interact freguently with
public sector instituticons to secure, what in syntheziz gould
be terme?, a catlonzlization and improvement of the geryices
officiarly intended for the sector., Because of the
govesnment's role through the JHDA in the tegistration of
artisans, a process open Lo subornation, arbivrarinsss and
delay, public sector officials and privste leaders are often in
discussion; but normally from a regulatery control rather than
a development perspective,

9, Private Institutions of the Sector

The growth of the public gector in Beuader, made
possible during the mid-1970's in particulay by petroleum
revenuas, is reflected in the number of governmental
ingtitntions which deal with the smali scale ssctor. Because
of the public secter institutional prolirferacion which has ‘
resulted, before discussing the private sector institutions,
public institutions on the national level and ragional level
which deal with the sector are mentioned:

CONADE. the natlonal planning agercy, is the entity
tesponsible for planning government programs and
policies for small enterprise and artisanry. A small
gtaff of three is vesponecible for the small sector.
It is a good vantage point and & source of useful
comments) but not a “foree® within the sector. It is
expected that the forthcoming COMADE review of the
gsector will provide & comprehensive SURNALY.

MIC®I., the Ministry of Commerce, Industry and
Integration, ig responsible for executing, and
direecting governamental policies for indugtrial
developnent ané for providing technical assistance.
its units include:
- Direccién General de Fomento de la Peguefla
o Industria y la Artesania {with a staff of 34 and a
vide mandate, it is epread thin)
- Conité Interministerial 4z Fomento de la Peguelia
Industria vy la Artesania
- Junts Nacional de Defenss a la Avtesania (JWDA)
- DINAT: {(Direccifn Nacienal de AsesoramientoTécnico
al Sector Industrial)s seme of iis om-goling
activities deal with the small sector,
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Ministry of Finance and Public Credit, along with
MIckL, acministers fiscal benefits for those
establishmente covered by the law for the development
of small industry and artisanty.

CENAPIL, the Hational Canter for the Promotion of
Smalld industry and Artisanry in an independent part of
MICEI which provides technical assistance and
enardinates with other organizabtions for small
industery and artisanry development., ¥t bhag & good
aized staff including & reported 70 technizal
specialists. In addition to the CENAPIA activities-
already covered, it ie charged with the "supervision®
of fondos financlieros small enterprize loans.

Central Bank of feuvador distributes credit principally
through 2¢s3 redigecunt mechanisms (fondos financieros)
to publlc and private entitles to beneflt the small
industry and artisanvy seclor. :

Cry, the National Pinance Corporation, has its FOPINAR
section which supplies credit to the small scale
sector through commercilal banks and whilch most
recently is developing a techsnical assistance capaclty.

Banco Nacional de Fomento, the National Develooment
Bank, channels credit to small enterpriszs for
development and technical assistance. It has been the
major single lnstitutional source of credit,

Ministry of Labor exccutes the government's labor
policies, establishes minimum salaries for workers and
arbitrates labor conflicts. It alse arbitrates in
cagas of appeals egainst nopn-registration decisions By
tha JNDA.

CENDES, the Haticnal Industry Development Center, is
responsible for promoting industrial develovment and
for studies on industrisl proldects which £all within
the government®s pricritiss. Since CENAPIA's
cceation, CEWDES has dedicated its efforts to medium
and large industry. CENDES was created in 1960 with
AID assistance, ’
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SECAP, Servicio Ecuatoriano de Capacitacidn:
Profecional, (Ecuadorian Service for Vocational
Training), a large organization with a staff including
340 people with professional or technical
gualifications, offers accelerated tralining courses to
skilled industrial workers and operatofs. It has
directed its major efforts to medium and large
inductry.

INEN, the National Standards Institute, a part of
MICEI with offices in Quito and Guayaguil, is
responsible for auality control within the industrial
sec or, throughout Ecuadeor.

Superintendent of Companies protects and controle
small 1ndustrics estabiished asy stockbolding companies
for the interests of stockholde and associates.

Regionzl Entities are responsible for developing

economic activities ib specific provinces or reglons:

CREA. (Centro da Reconversidn Econdmica) for the
provinces of Azuay, CaBar y Morona Santiago.

CRM. (Centrv de Rehabilitacidn de Manabi) for the
province of Marabi.

PREDESUR. promotes development in the provinces of
Loja, EL Oro and Zamora Chinchipe.

The major private sector institutions of the sector

are the felliowing:

et

FENAPI, the Natiopal Federation of Chambers of Small
Tnaustries of Ecuador, is a small (4 staff) Quito
based organization which has 16 associate provincial
chambers (Pichincha, Guayas, Cotopaxi, Manabi, Azuay,
Chimborazo, ‘Tungurahua, Imbabura. ELl Oro, Esmeraldas,
Loja, Cafar, Zamora-Chinchipe, Carchi, Pastaza,
Boifivar). It claims to have 6024 affiliated small
industries. 7Its mein objectives are, in addition to
defending the wembers® interests (law reforms, etc.),
to provide technical assistance and training and to
facilitate the chanpeling of credit to the sector.
FENAPI is represented in several of the public sector
entities (MICEI, BNF, Ministry of Labor, SECAP) and in
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the private sector with the council of Production
Chambers and Associations. The associated cémaras of
Pichincha and Guayas,; are FENAPI's strongest members
2lthough 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 PENAPL and its member chambers
vary with changes in leaderships (the heads, usually
in office for one or two years, Gerve on a voluntary
basiz). Further investigation would be necessary to
ascertain, particularly, the relations between the two
large Cémaras (Guayas and Pichincha; with FENAPY, and
most particularly that between the Camara de Pequelios
Industrizles de Pichincha, with its more than 2,000
nemberz, and FENAPI. In 1t most recent report of its
own activities, in which there iz no mention of
PENAPY, the Cémara lists its nmany interventions with
the public sector policy makers, made with & view to
effacting changes which would benefit their members.
These activities sanged frow discussions of exchange
policy, to price controls, to credit policies, to wage
and cther lador leglslatior to customs procedures and
inmport policiea. The Plchincha chambes, on its own,
nas taken the lead in major discussions with
government and in promotlng the export potential of
Ecuador’s small scale industry sector.

INSOTEC, a non-profit organization, which speciulizes
in soclial science research and technical assistance to
Ecuadorian organizations (Insituto de Investigaciones
Socio-econdmicas v Tecnonldgicas) is closely linked to
PENAPI as an advisor and as a trainer of its wmember
aggociations, Its staff do soclo-economic studies,
human zesources research and publish a wmonthly
economic analysis supplement for the newspaper Hov.
INSOTEC, with FENAPZI, has been attempting to promoke
direct small entrepreneur o small entrapreneur ties
between Germany and Ecvador. INSOTEC began in 1979
with support from several local development gpeciality
and a few small businesz people. In 1980, it began a
ptogram of assistance to small industry. INSOTEC
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receives 1ts funds from the Konrad Adennauer
Foundation (West CGermany). INSOTEC's collaboration
with FENAPI is intended to include helping the Peace
Corps volunteers assigned to FENAPI and its nmembers.
INSOTEC will also be collaborating with AID in the
Washington funded small entrepreneur development
research project. INSOTEC, in its work with the
menbers of the Cémaras of FENAPI, reportedly was
“organizational development” technigues.

OCEPA. Crganizacidén Comercial Ecuatoriana de
Productos Artesanales, was created by government in
1964 as an entity to commerclalize artisans® products
both nationally and internationally. Irm 1975, it
became a mixed-economy enterprise:z 60.44 percent of
the stocks went to the public sector (MICEXI) and 39.55
percent went to the private sector. BAt present, there
are 218 stockholders, 80 percent of which are artisans
(stocktinldings from §/500 to /150,000 sucres).

OCEPA has exported goods (textiles, tapices, masapan
figures, panama bats, baskets) sinee 1973, 1In 1983,
reportedly due to world econogic problems., exports
went down, but internal sales went up. OCEPA bnas
stores in Quito, Guayagulil and Cuencs.

Cémara Artesanal de Pichincha, was created in 1973 ard
represents an important small portion {12800 memberss
approximately) of the sector, in the following areas:
leather arts, textiles and clothing, building and
construction matecials, utone and marble work, graphic
arts and metalwork. ‘Thev accept artisans that
produce, not that provide services, like barbers and
beauticians. It functiong under the Leveloprent Law
for Small Industry and Artisamcy and receive an annual
contripution of $/300,000 sucres from MICEI, for
cffice vent and clerical staff.

The Cémara's main objectives are : to form artisang’
guilds, inform members of the laws' requlations and
benefits and meaintain links between artisans and
develeopment institutions. Most commonly, the Cémara
provides advice concerning pertinent laws, benefits
and paperwork for acquiring credit.

Banco del Pacifico. Thie iz a private bank, and the
only one in Ecuvador with an speclalized artisans’
crediv fund, which was created in 1977. Offices at
the Bank which use this fund are in Quite, Guavaquil,
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Cuenca, Ambato, Machala and Manta. Betwe2n 1977-83,
§/20°000.000 sucres in loans were made to artisans for
nachinery and rew materilals. The Bank also provides
ecocnonic advice and seminars. In Quito, the Bank's
artisan office has two inspectors and one project
officer. The Bank have registered 440 artisans in
Quito d@nd 140 with current loans (S$/6'560,000

gucres). It desls with artisans whether or aot they
are registered with JNDA. 'The Bank's small scsle
lending procramw bhas been characterized as too lengthy
and conplicated for the majoritvy of the business
people 1ln the small and artisan sectors. This iz, of
courgse, alse a criticism of the FOPINAR program. A
peview of the Bance del Pacifico program is contalined
in ¢the ®Problems Related to Microenterprise Asgistance
Programs™ study done by Bruce Tippett and Camezon
sSmith for the World Bank.

FECORC. (Federacidén Ecuastorlana de Cooperativas de
Ahorro & Crédito), is an organization that groups
together savings and lean ceops in Ecuador and defends
thelir interests. It was created in 1961 with funds
from AID. AL present, they receive funde from CIDA
(Canada) . FECOAC represents its members in legal and
credit matters concerning coops. They also provide
technical assistoence for a fee., This organization 1s
not economically stable.

The Peace Corps proyram in Ecuader has developed links
with the small scale sector. &AL pregent. there are siz
volunteers working {total amount of voluntears in Ecuador 1s
270) on & small enterprise development program. The voelunteers
are distributed among the following institutions: one in
FPENAFI; one in the Chamber of Small Industries in Ibarra and
cne in the Chamber in Riobamba doing technical assistence and
guild and trade union movements; one volunteer in FECOAC doing,
technlcal assistance in accounting systems and financial
Qingnosis; one volunteer in ICE (Instituts (ooperativo
Eouatoriane) providing technical agsistance in financial
management and accounting for this institution that doss agro
gooperative traimingy one voluntecr in the Centro del Muchacho
prabajador, that provides technical asgistance in thelr
vocatidnal training and industrial placenent programs.
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D. Sector Analysis - Aqribusiness/Aqro-Industry

3. Sector Definition

mgribusinessz as defined for this discusasion includes
enterprises which produce, process, and/or market crops,
livestock, fishing and forestry products, or which manufacture
or distribute farm supplies. Agro-industries are defined as
enterprises that process raw materlals into consumetr goods or
inputs for other induatries.

The main Ffocus of tihis profile is on agro~industries and
on the svatems and institutions of the agro-industry sector.
However, because of the close linkage between conmercially
oriented farmers and the development of agro-industries, as
well ag their importance for food security and export
development, agribusinesses engaged in primary production are
also touched upon and the major institutions which concern themn
acre aentioned.

Because of the scope and the inherent complexity of
agribusiness systems, this profile bas been prepared using Lwo
approaches. The first is that of an overview of the system and
its major institutions. The second has been & case study of a
gelected sub-system (abacd) in detail, because of its intrinsic
interest as a commercial agribusiness sub=-sector, the lachk of
other stodies on the Ecusdor abacd system, and &8 &
demonetration of the carrying out of a rapid sxamination of a
systen.,

2. Sector size and economic contribution

Agricultural sector productien in Ecuador in 1982
contributed 12 percent of GRP. Agro-industry represented by
(a) food products, beverages and tobacce, (b} tertiles and
leather products, ard (¢) the wood and furniture industrys
contrzibuted 9 percent of GDP, accounting for 72 percent of
total non-petroleum industrial production. The agricultural
gector provides employment for 48 percent of the economnically
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
inmportant location decision fLactors thapn closeness Lo raw
material sourcegs, There is a difference in the relative
concentration of types of agro-industries in these two
centers. Guayas is in order of major lmportance, principally
engaged in beverages and food, while in Pichinchz the major
emphasis ig in textiles and food.

agro-industries im Ecvador produce a wide variety of
products including leather goods, paper and paper products,
wood products, procezsed f£oods and beverages. tobaccce products,
animal feeds and alcoholic beverages,

3. 8egtor Development

The agro-industry sector in Ecuvador grew steadily over
the 1970°'s. Agro-industry (volume output) in 1982 was
dramatically higher than what it had been in 1970. The food
and beverage production index was at 193 (taking 1970 ac the
base 100 year), the index for textiles was at 250, and for wood
products at 320. This development occured within an import
gubstitution 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
gyrowth, and then, in 1983-~1984, the stabilization measures
whizch tend to work acgainst this protective framework and which
contributed to a drop inm agro-industry output in 1982 and 1983
{the e) Nifio current related climatic disturbances was an
additional factor).

The initial industrial development law (1957), as
subseguently amended is the framework of fiscal incentives,
amondments in bhe 1970°'c emphasized decentralization and
greater use of local raw materials, both of which would zeem to
favor agro-industries. The law provides for the granting of
benefits to an establishment depending on the developmentel
value of its industrial category. Agro-industries of a2 large
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varietyl/ receive the large number of benefits2/

4, Sector Trends

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

i/ For example in the 1282, those agro-industries on the
“gpecial list of MICEI (which issues a list each year) and thus
elegible for very completa 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 bhuman consumption,

5. Eigh protein vegetable food products for human

consumption..

6. Rice, potatoe, vuca and quinua flours for baking bread.

7. Canned heart «f palm for human consumption.

8. Iadustrial processing of coconut,

9, Essentlal juices and oils for human consumption and .

dehydrated pulp for animals. '

10.Canned cooked or semicooked vegetables and nmeats.,

ll.Canned grat meat and sausages.

12.Canned foods in general.

13.Pureed banana and other fruits,

l4.Jellies and marmelades,

15.Proteins and enriched foods for human consumption.

1l6.Enziched fruit and vegetable juices or concentrates.

17.Canned fruit and fruit juices.

l13.Banana and platain flour.

19.Powdered milk.

20.Patevrized milk and its derxatives,

21.Baby food.

2/ . penefits include: exoneration oOf licenses, registration
fees and taxes; excneration of capital subscription and working
capital taxes; exoneration of export taxes; exoneration of
import dutics; income tax deductions for relnvestment;
excneration of local and municipal fees and taxes; ete,


http:20.Pateuri.ed

Sectoral Review
- 108 -

ten year period. It contibuted 74.1 percent of indugtrial
sector gross value added in 1972 and 72.3 percent, ten vears
later. Over the same 1272~1982 peried indusirial output as a
portion of total output also remained falrly steady moving from
19.7 percent to 17.5 pexcent of GDF, OQver a glightly larger
period (1965-1981), while the contribution of industry trended
upwards very slowly, the major cbange was in the compegition of
the output within the agro~industry sectol.

Textiles and wood product sub=-sectors have baen more
dynamic than food and beverzges. In 19635, the relative
distribution was food and beverages and tobacco, 72 percent;
textiles, clothing and leather, 20 percent; and, wood and
furpiture, 8 percent. In 198L, the distribution waz 60
parcent, 30 percent, and 10 perzent. A similar phenomenon
cccured with regard to employment within the agro-industry
gub~sector. Using 1970 and 1980 figures the relative
contributions were, in 1970: food, beverzges, and tobacco, 52
peccent; textiles, clothing and leather, 313 percent; and wood
and furniture, 10 percent; ten years later the contributions
ware 30 percent, 50 percent and 20 percent, respectively. The
food and beveraage subsectors, however, grew very rapidly in
1974~1978. licod furniture producticn has been one of the most
dynamic of the sub~sectors, gqrowing at a 25 percent annual rate
during the 1965-1580 period. Tnis sub-sector is also of
interest becauge of the great number of artlsan werkshops (86
percent of the total number of establishments) and the heavy
concentration in lichincha (46 percent of the total).

Exports of processed agricultural products rose from
US$25.5 millioa in 1%72 to US$256.1 million in 1981. This )
growth resulted largely from the development of agro-industries
processing marine products and cocoa (liguor, butter, cakes,
and powder) and to a lesser extent, coffee products . In these
cases the amount of processing Jone i3 very limited and thus
rhe actual industrial value added as a proportion of total
vaive is relatively minor. As an impeort substitution sector,
agro-industey is attractive and the forelgn exchange savings
generated by the sector are perhaps its major contribution.
However, impozts of agricultural origin for industry over the
1972-1982 period moved from US$ 40.3 million to USS 211.2
miliion. The volume of production of the princirpal
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 ¢ 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, i

The stabilization measures of 1982-1984, because of their
general orientation towards making Ecnador nroducts 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 has not been strong. Partly, this is explicable
in terms of climate (major production declines of 30 percent in
the coastal areas were caused by heavy rains) partly in terms
of the macro-leve) fall-off in demand as the government
introduced restrictive policies to redress the linked external
sector~£fiscal sector defizits, 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. Comments/Analysis/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 2g¢ the former
steady increases in demand have changed, for three consecutive
years (19682,1983,1984), 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,
howaever, surprisingly reliant on imported raw materials and
remains a net importer even without taking into account capital
goode imports. The food sub-segtor, the major group within the
agro-subsector, has a lovw (compared with other sectors)
proportion of its gross product in labor payments (7 percent as
compared with 29 percent,20 percent, 29 percent and 25 percent
for construction, agriculture, commerce, and textiles,
respectively) and reflecting the nature ¢f 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
sdded by the sector itself,
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Agro-irdustry ip Ecuador has suffered indirectly because
of the tendency for agricultural sector policies to be incone
distribution oriented, as opposed to production oriented. 'This
has resulted in supply inconsistencies and insufficiencies
domestically and a relliance 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 & bias in favor of high capital
and high import intensities, and by effect, though not by
intention, a bias against high labor and high domestic {¢.g.,
agricultural raw material) intensities which would be more in
line with Ecuador's endowmentis.

Constraints to agro-industry development in Ecuador have
being examined by AID over the fizst balf of 1384, in the
preparation of a agribusiness development project., Constraints
which were identified ares i) credit, ii) technical agsiatancx,
iii) documentation and iv) policy.

i) Credit:

investment capital iz a critical f£inancial 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 reguired by agro-industrial and export
enterprises over the next three years. The IBRD and the I1DB
last year provided loans to be channelled to private sector
industrial investment of $59 million and $35 million |
regpectively through Central Bank rediscounting mechanisms.
The loans include financing of foreign exchange costs for
agro=-indusgtrial projects.

In the agricultural sector most credit avallavle is short
term production credit. The development of agribusinesses
based on permanent crop producticn or on-farm infrastructure
investment which reguires long term credit is difficult.
Currently, the only source of long-term credit for azgricultural
production investment is an IDB credit line of $3.6 million.
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Additiocnal resgources to cover financing needs of new or
expanded agribusinesses consist of domestic credit, supplier
credits and guarantes operations with foreign banks through
national banks and fLinance corporations. The combined IBRD and
IDB resources amounting to $24 million, are currently the only
long~term resources avalilable to the sector. Counterpart
financing mechanisms provide short term credit particularly for
export production (FOPEX), but generally do not provide funds
on terms exceedinyg two years. Therefore, a large gap for
financing egro-industrial investments will remain over the next
several years. A key bottleneck to the moblliization of the IDB
and IBRD funds will be the long term f£inancinag of local costs
for agro-industrial invesztments.

There is no spacifilec line of credit wvaithin the financial
system avallable to the private sector for pre-investment
studies. The Pondo Nacional de Preinversidn (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-investment studies, almost
exclusively £o utility companies, state enterprises and
mupicipalities foz public. sector investment studies. The IBRD
and IDB leoans for industrial Einance do not include funds for
pre~investment studies. The lack of funds for such studies has
limited private agribusiness investments.

1i) Technical Assistance:

Technical expertise in agribusiness technology, marketing
and managemant are generally unavailable within Ecuador.
Private secor firms considering plant modernization, requiring
guality centrol improvenents in order Lo enter foreign markets,
reguiring improvements in marketing and managerial systens,
trouble shooting, etc., nead foreign exchange and imgtitutional
support to finance and locate appropriate short term technical
assistance. While technical assistance is generally previded
through nultilateral or bilateral agencies to public secter
institutionsg, there is no established vehicle by which private
gector firms ¢an obtain the technical and menagerial assistance
which is periodically regquired.
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$1i) Coordination of Documentations

The doonmentatlion process required to export an
unprocessed or processed agricultural product ar €O establish a
new agro-industry requires a pilgrimage through numerous public
agencies. lew axporiers O agricultural products have loat
esport opportunitica and occasicnally thelr parishable products
because of lack of coordination between publie ngencies in
processing export licenses. Thers is no ceptralization of the
document process fox establishing agro~industries, and the
procedures fraguently require up to one year to complete due to
the lack of coordination and red tape.

iv)  policys

A dlascussed earliler, Ecuador's industrial incentives
have tended to wOrk against endowrent and comparative advantage
based industries, notably agro~industries. To create
conditions for the devglopnent of a more efficlent industrial
sector, the government has drafted a revision to the industrisal
developmant law. Tha eyl alelatote improvements are somewnat
marginal and reforms particulacly in ehe srea of trade polley
will still be neaded €O stinnlate greater usz O0f manpovwer in
the sector and Lo spUL agro~industrial exports. At the
government's reguest, the World Bank has provided financial and
technical support for a study of industrial protection
/incentives, to be undertaken with the help of highly guallified
U.S. consultants. This study, which iz to be completed by
august, 1984, is expected to provide the data and analvtical
basis for an important restructuring of government policy in
support of a more dynamic, competitive and outward oriented
industrial sector.

§. Case Study Abacd

i, Background

Abacé is a banana~like plant grown commercially as a
rainfed monoculture for the hard fiber which is extracted form
jts stalks. Several unusual properties of the abacé £iber
(molecular structure, tensile strength, non-abgorptive,
stronger when wet) have contributed to its specialized
application in the paper and to a lesser extent cordage
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ipduscries. It 1s the highest priced of the hard vegetable
fibers. Scuador and the Philippines are the two major abach
exporting countries with Bevador producing 20 poicent
internaiionally traded anacé fiber. C.H. Dexter Corporation of
Windssy Locks, Comn., purchases (0 percent of world abacé fiber
including some 70 percant of Eopadorz exports, The 1.8,
magket as a2 whole hag ! surghesies 80 percent to 30 percent
of Bouadorasn shasd of poraally total about 9,000 to

E } s low year, the absesd sector

ppillion &/ v forelign exchange from the export

of 5,700 tons &7, With Lbe exception of less than half a ton
of figat twiat varn fRon rordelercia Nacional 3.%., 8 Guayaquil
baged Firm, and the small soale prepartion of sropes with which
the Heies are tied Lo preparation for shipmenk, provessing is
limived bto classification and daling and all exports are ot
sinple 4y fiber.

Abacd production, processing and axporting in Bouador
is totally in the private sector., It in &n export commodity in
which Ecuvador bas 2 demonsghrated comparative advantage, bagad
largely on bigh guality £iber and on opbimal growing conditions
peing defined in terms of distance ¢rom che cquator {within 600
®milez), altitude {1,000-2,060 £t.) svenly spaced annual
rainfall (207 zo 60%), volcanic zoils, and adecquate sunlignt.
¢ ig & labor intensive crop with labor gatimated te be as much
ag 50 percent of production costs.

1/ whis i the figure complied from Ecuados trade date by
adminconsult. Data compiled by Dexter shows 2 Uss9.5 o tetal.

2/ The U.8. Ewbassy, Agriculiuvral attachd reported e total
Beouador production in 1982 of 11,000 tono {sse report EC3006,
1983).
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ii. System Components

Land Supply and Production Unit Sizes: Abacé& is produced
on privately ownsd land located within 100 km of Santo
pomingo. There are thrae large f£irme which produce abacd on a
total of 3,000 hectares plus one large and one small marketing
cooperative whoge meabers produce on a total of 2,000 bectares
The single largest asporter, Cooperabtiva Abkacd Ecouwador, has 130
co 170 members whose Pields range from 20 to 150 hectares with
a reported mean ¢f 3% Lo 40 hectares The legal angd
institutional fromeworh Porx private land ownegrahip has
generally served Lo protect the interests of the owners., One
Fairly major attempt si an Yinvasion®, while eventually set
back through legal channels, did however contribute tc the
owners subssguent decisiom to sell sut. Land supply does not
appear to be a constraint. Sultable lands are readily
available. In Ffact, it has been sugyested that as much as
4,000 hectares has been taken oul of abacd production in the
past seven years. Wbile this figure is difficulh to verify,
one of the major producing £irms reports removing 250 hectares
of & total of 1,000 hectares. The alternative crop usually
adopted is African palm,

Labor Supplivs Basle labor (an estimated 2,800 field
workerBY in the abacd system ig paid on a plece-rate basis.
While it appears to be lowly remuneratad, it is on & par with
agrlcultural wage rates in Fcuados. The owners of the farms in
some cases supply food and lodging as well, The labor supply
is reportedly adequate, often from the coatal areas of
smeraldas and, more predominantly, from Manabi, Riobamba and
drought affected Loja. Labor is not uplonized. Attempts to
form unions have been unsuccessful in geod measure because of
legal cbstacles {cse the following “"management® section). The
tegal fremework for labor supply is the minimun wage (although
it is open to interpretation in the price-rate environment) and
che quacantee, backed by law, that the worker be paid for work

S
e .
Rerloraed,

Imuat Supply: The use of purchased inputs varies widely
among She producer units. Government, in the 1976-78 period
upder 1ts banana program, had promoted the application to abacd
of cezriain agro-chemical practices which had been shown to be
economic in banana cultivation. Abacd producers after
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following some of the practices were not convinced of their
value, Those linputs which are used to ascme entent by sSome
producers ~-fertilizers, nemacides, herbicides, insecticidese=~
are purchased frowm § to 10 private supplisrs. The Centro
Agricola does not play a role In input supply. & corn weevil
is reportedly the most gerious problem whbich i3 addiessed by
purchased inputs. Input subply s eunstrained in Eouador by
limited knowledgae as wo che effectivencses, and as to the
econemies of ihe application of variowvs inputs In grep
production and protection opsraticnz.

Boulpnment, Machiserye ‘The abeed industey in Bovador uses
simple technologies. These extond Irom mae g and nules in
the £ield to 6hp Lo 7ho Bnglish and Brazilian veacline and
diesel englines te “sive localiy made spindle machines Loz fiber
stripping. The copds for binding zhe bales are made, in one
cese, by & susil engine driven wesving musching and in the other
by a band powered weaving saching. Neehlinoery improvenments
would sseen o be foasible at all of thess stages. In addition,
there is the potential for mechanization of selected field
activities.

Techrical Information: Research and Development/Production
Phege i no public sector ingtitution in Ecuador engagad
in field trizls or other investigations into the production or
processing of abacd. INIAP (Institute Macional de
tnvestigaciones Agropecuariss) is the parastatal agency which
might bo expected to be engaged in the abacd sector. It
operates a major rescarch station in the abacd prcducing ares
whose activities are focused on cacao, hfrican palinm, coffee and
livestock. MAG {(Minizterieo de Agricultura y CGanaderia)

operates a banana extension program but this does not cover
abacd. Furukava, one of the private abacd producing companies
has been furnishing seven hectares for a series of production
experiments Leing conducted by persons vontracted by Dexter.
Dexter also iz paying for the cther costs involved. These
experiments nave &t leact 18 months to run. No information iz
available to indlcate the prospects of useful reswvlis being
achieved, ‘The experiments are addressging issues of row

spacing, density, optimum harvest time and fertilizer
application with several varieties of abaci.
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C.H., Dexter had, in the past, a research and development
capacity which addressed abacd production issues., There are
raports, for instance, of a Dexter agroncmist attending
FPAO/UNCTAD meatings in 1979 with hard £ibers, including abacd.
whe following, whieh iz an excerpt from an annex to the FAO's
1879 “Report on the Technical Consultstion an Abaed and
Coiz®,}/ suggests major areas in which research and
development ils regulized:

« Pazed contrel which iz presently done by slashing
with ¢ wachete. %hig is & wvery labor-lntenzive and
costly progeds. Grass vesds are alsc known 2s a
primery host to vectors of virus dlssases.

= Fertilization in abard is rarely praciiced. There
exists very little knowledgs of which fertilizers
are necdad for abacd in diffsrent producing areas,.
No reliable data exist as bo what amount of
fertilizer could be applied at different unit prices
while still producing aceeptable retuzns to the
producer when he sells bis fiber et & glven price,

- The pracitice ¢f shadlag i3 ez 0ld ag the abacé
industry, but only lately haeve its effeqis becone
better known. Shaded and non-shadad abaca plants in

= Philippines have suhibited difforent phyazlcel and
morphological prupertics. Shading nodifles the
properties of the fibex, i.e. the strand tensile
gtrength iz reduced, the Lumen is widened and the
unit fiber length ig increased,

- In Beuadcr and the Philippines, harvesting is done
when the stalk has borne the fruidt. Researchers
have found, howaver, that the best yiolds and
guality of fiber are obtainsd when abacd is
harvestad just before the time of the appearance of
the Llagleat. The delaving of harvest can cause
brivelenens and reduced tensile strength of fibers,
Since fruiting is nutrlient exbhaustive, any delay in
harvesting also means conmpetition for solid
potrients and subsequently & dslay in the production
of leaves on other gtalks. Furthermore, this delay

i/ FAO, "Report of the Technival Consultation on Abacéd
and Coir®, Ronme, October, 1979. The report identification
number is CCS: HB/T3 79/2 Part B (Abacd).
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in harvest can also mean a loss of outer leafsheaths
due to drying during this period. There may thus be
considerable merit in harvesting stalks bpefore the
flagleaf stage provided that these have attained
acceptable stalk sizes for goed yields.

~ Desuckerinyg is in practice in pome 3ress and not in
others. There has been some indication that this
practice ig beneficial to the piant, ‘Thexe has bsen
ne long-term controlled study of this practice or of
its economical gffects.

- Seome very recent studies hbave indicated that it
might be possible to plant abacd like sugar-cane
{zatooning). If this cowlid be possible, the
planting #nd harvesting wight ba nechanized.

Technical Information: Extension: The apch producers
report that there is no institution which provides them with
techpical advice and guidance. Farming nethods are reported to
have chenged little over the years. The president of one of
the abacd producing campanles is a close observer of the
effects of different practices and hils obzervations aleng with
those of some of the cooparative members are perhaws the major
sources of knowladygs.

Teehnical information: Reseageh and Development /Produgte

i potencial strategy Lor thie Beuador obacs LphEustry 18
rhe diversification of the product market £or the fiber &3 weil
as the development of varieties with dlffersnt
characteristics. This would entaill the jdentification of naw
uses for the fiter thus widening the narket in terms of volume
and buyers. At the me-ent, there iz apparently ne inatitution
engaged in abacd product develepment a8 such, although Desxter’s
research interests ir innovative speclalty pspers may lead Lo
new uvses for abacd fiber. ‘The Eollowing, an additional excerpt
from the FAQ repori: referred to above, suggesis some of the
areas in which investigations into diversifled uses for aboot
might be wagrantad.

Explore abacd pulps of varlous kinds, inecludling those
pade from whole stalkc and trom de~Fibering wasee for
traritionsl mvaper-mating in troplical areas. The
blending of abacd pulp as gubatitute for imported
aoiewood pulps with native hardwood pulps for
manufectrrs of packaging board, should alaso be studied.
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Explore high quality abacéd pulp for dissolving pulp
applications, specifically for rayon. With the
shortage of hydrocarbons, non«oil basgsed fibers may
becone economically important agaln.

The development of a domestic bag industry for abacd,
possibly mined with other f£ibers, for use in
agriculture.

The use of abacd in composite structures. This might
be similer B0 the work that had been done with sigal
in ¢oncrelz or used with resins as binder in place of
£iber glass.

s of abacd fiber for the textile -

Develop posible use
ifically for stiff woven material,

industry, specif

A cloging cbservation on this question of product
developments In spite of vast sums having been gpent by many
companies on the gearch for synthetic fibers, the special
properties of abacd (¢.g., Lt is non-hermful in gsausage linings
ané clgaretie L£ilvers) have nobt been totally duplicated,

Credic: There is no development credit avallable in
Bcuadar for apacd production. This is a result of tae
£inancilal sector’s view that the market potential f£or new
supplies of abacé is non-enistent. Shortetesm conmercial
cradit, including overdrafis, are available for fiber purchases
and storage at the warenouse level and for equirment purchase.
Over the 1972-1976 period the Bance Nacional de Fomente had
provided f£lve year c¢redits, with two vear's grace, at alne
percent integest for abacd development. 5/500.000 (5/18 per US
$1) was the amount extendsd per 50 hectares A number of
borrowers (number unkanown, bubt not insigrificant) were uvnable
to repay theiz loans and the result hag been fore-clesure
gales. The producers® explanation for the gredit rapeyment
preblem is in terms of the abaci mazket's demand and price
lavels, which historically, especieally in terma of price have
been erratic,

Trangportation: The abacd stalks are tranagpocted from
the f£ields o feeder roade by mules (scometimes by hand or by
tractors), on the feeder roads to the defibering awnd 4rying
location by mules, tractors and vans, and te the storage
location by vaengs. 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 coopergativas (consortiums of
private owners), 600 km to the port of Guayaguil. Trom
Guayaguil all the Dexter purchases aie shipped break-sulk on a
Chilean line teo New Londonp other orders are shipped eithes
break-bBulk of in contoiners. Dexter guarentees a load of 500
sons per ship call, thus engsurlng the New London Qelivery.
Doxter takes ownershiy in Guayaauil.

Hanagement: The basic managament syetem in the Ecuador
apach Industry 16 the same for the large firme and the smaller
anes. The owner, who not snoownonly 18 not resident, hires an
afministrator on & salariad basgis Lo operate and to live on the
farm, The administrator hires contsactors on a fixed price
pasig to caprry out the malier bharves._.ing to delivery operaticons,
The coptractor in turn hires plece wogk labor to carry out the
speciaslized tasks. Additional operation, such as road
maincainence, clieaning and fertilizer and insectlicide
applicaticns, are paid on & day or hectare b siz. In the
gmallest farms the level of administrator 1s not always
present. In the largest ones an aadirional forewman level may
e added. OFLFf farnm management, at the warehouses, 1s organized
in & similar way. With ¢he exception of the paying funetion,
zhe CAE marketing cooperativa employg the contractor syslenm
fally at this stage as wells the larger companies have salaried
staff in the key clerical and warehouse manager positions, The
cooperativas and the fizme wuintain spall (three to four
people) centgal staffs~-manager and assistants-- Lo organize
and record the emtire process from the f£lelds to the ships.

The mapagement systen appeavs lean snd to the poinz., In
the case of CAE it iz not very technified end this ls reflected
in the legs technified {(i.e., fewer inputs, fewer farming
prectice changes, lower fiber yields per stalk, more “problemsg®
with fiber grading) app2sasrance of its operation, IR should be
pointed out that no conslusion 1w belng drawn ag e the
seonomie or fimancial effects of the difference in degrees of
tochnification, Yhere are no lmmediately obvious eceoncmies of
scale achieved by the larger units.

The erganizacionnl structure specifically aveids the
nossibilicy of unions, The workers can not organize againgt
the owner a8 they are sot working for him, and, the unit
sizeg-~the contractor ‘s group--are below the minimum legal size
reguired for collective bargalning.
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Dzying and Storage: Once the broad fiber strips bave
been removed trom the stock in the £ield, defibering must occur
in the same dav. If not, yellowing and hardening (a problem
for the extracting macbines) set in. The drying, which in
Boeuador reguiras a day in the 3Un, €2n OCCUur wore gradually,
eonditions permitting. Drying in Ecuador is a problem; the
exported f£iber often has a 12 percent moisture content. Dexter
diseounts the £inal price after neasuring the moisture level.
Movement from the drving racks to the storage polnts takes
place freguently with the warehouses recelving on a five to six
day per week basig. The storage of the filber takes place at
one of an sstimated 15 warehouses, the ownership of which is
spread over the major exporters and the smzll non-exporting
hore=Eiber Cooperativa. 7Yotal storage capacity in all the
wvarehonses 18 an estimated 5,000 tons. At the waredbouse, the
lcose f£iber ig graded, weighed, baled (sometimes under
pressure), labeled and stacked in preparation for shipmant.
Storage at the port is not nornally for more than one day as
shilpments are only made on the basis of the confirmed arcival
of the specific sbip.

Processinge Processing is limited to the making of the
rope with which the abscé bales are bound (at the rate of one
kg of rope per export bale of 172 ka). The two artisans or
cmal. businesses in Santo Domingo who 20 this rope-neking usge
simple technoloyies. Ong, a family operation whiah bas been
going for some ten y@arsl/, receives refuse ov Low grade
fiber from the various wsrahouses and returns woven ¢ords to
them. They are paid, as they say, for their labor. The
ocher?/ uses a self-invented machine driven by & small engine
to make a tighter cerd. The owner, wiho sometimes has one
employee, purchases refuse or tow grade fiber and sells cords,
almost exclusively to the abacf warchouses. He reports having-
recelived a reguest from the banana box manufacturing firm for a

v Located next to a furniture factory at 5 1/2 ke
outside of 3anto Peminge on via Quevedo.

2/ Alfonge Sango, located on the Santo hominge bBre-pass
natween via QOQuevaeds ard via Chone oprcaite the office of
“modelo Santo Demingo®,
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large order of cords which were to have been used to bind the
flattened banana boxes prior to shipment £rom the factory. He
did mot accept the order because of the large quantity
invelved, He also reports that attempts by several artisans to
make abacd floor coverings for local sale were unsuccessful
because of the low prices recelved.

Cordeleria Wacional (Guayaquil), a cordage and Dbag making
girm, exports from 4 percent to 14 percent of total Ecuador
abacd exports, with 1982 being at the very bottom of the
range. ALl its exports sre apparently in the form of first
twist varn. This fizm 1ls reported to have had the capabllity
several years ago of manufacturing a full range of yarns and
manila zope. Since then there have been ownership and
managemeat changes.

External processers, primarily Dexter, convert the fiber
inte paper and other products used for such end-products
as tea bags, surgical applications, anti-static coverings, meat
casings, oil f£ilters, insulation paper for telephone cables,
cigarette and other filters, currency paper, etec. Cordage
plants in the U.5. and other countries import abacs fiber that
has been converted into a2 twine or varn in the abacd growing
area. Their products ore numerous sizes and kinds of cords or
ropes; & classic use of aback has been for yacht deckingsa.

‘Markets and Market Information: The world merket In
abacd 18 led Dy Dextetr Corporation, a specialiy manufacturing
firm and the purchaser of some 40 percent of internationally
traded abacéd fiber. Dexter has a contract with the major
Bcuadorean exporter, Cooperativa Abacéd Ecuador (CAE), to
purchase a minimum of 4,200 tons (35,000 fardos) annually, up
to a maximum of 4,800 tonz. CAE can sell anv excess on the
world market, which in preciice has meant that CAE nes shipped’
exclusively to Dexter. Other axporters sell both under long
term and spot contracts with information coming via telex from
ten brokere, Hanson and Orth, and Wigalesworth and Co. Ltd.,
one in Naw York and the other im Londen plug twe Japanese
brokers. Dexter’s econtract with CAE, which would seen o be
the major market factor for Ecuador exports, allows Dexter to
pet the price, on & guacterly basis, and the grade desired, at
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the time of its placement of each specific shipment order (some
16 a year to CAE)}/

Market information in Ecuador is thus dependent on a very
few sources. EBcuador producers are price takers. A somewhat
spectacular price rise in 1975 to $0.75 per gound in the
philippines, a result of market supply/demand concerns
following the selling off to paper and cordage manufacturers of
rhe U.S. official abacd stockpile, in turn has given rise to
rupors or questions in Ecuador over Dexter's motives in 1its
market interventions. For instance, it iz believed by some
that Dexter attempted through disinformation im the late 1970°s
to scimulate production so as to lower the price; ancther
explanation is that Dexter want too far in attempting to ensure
an adequate supply level. The situation is one in which market
information is hoth good (in the sense that people Know what
Daxter wants and, later, will pay) and poor (in that other
actors are not significant). '

The world market for abacd fiber dropped from 110,000
cons in 1974 ko 60,000 tons in 1976. The current world market
for raw abaca fiber has been estimated at 50,000 tons per
year. It is constrained by the limited uses Lo which the £iber
is applied. _Total world production in 1981 was reported to be
86,700 tons., 2 '

1/ Grade 1 £iber in late 1983 was being bought F.0.B. at
US$0.44/1bks. There is'a 30% price diffecential between grades 1
and 5. Ecuador's exports were dlstributed in 1932 as follows
over the five gradess H&, 12%, s, 258, 20%. The price per
pound for the srwme grades arc corzently (in US cts.): 44, 44,
42.75, 37.2% and 32.75. While Eocuador's fibre is said bto be
congidesrad of relatively high gquality, its gelatively high
price iz a disincentive to the cordage industry.

2/ G.5.D.Rko, Foreign Agricultural Service “Foreign
Agricultural Circular: Vegetable Fibers,® July, 1981 P.7



Sectoral Review
- 123 -

A. Ecuador: Abacd exvorts by volume¥
Y000 tons

1282 1981 1980 1979 1978 1977 1976

8.7 10.7 10.0 9.7 10.3 9.6 10.2
Percent exported to U.S.

80.6 88.7 84.3 92.2 91.9 93.3 9l1.1
Percent bought by Dexter

66.1 68.3 65.1 69.1 72.1 . 70.0 72.7

Percent exported by Cooperative Abacd Ecvador

45.5 44.3 36.4 35.8 42,9 8.2 45.8

B.l Estimated Wezld Ahac§ Productions 1983%%

Tons B

Philippines 71,000 85
Ecuador 31,660 13
Cthers - 2,000 2
TOTAL 4,000 100

B.2 Estimated Exports of Raw Abaci Fiber:s 1983%%

Tons 3

Philippines 40,000 78
Ecuador 10,000 20
Others 1,000 2
TOTAL 51,000 160

Source: % Collected abacd statistics of Ecuador, available from
Adninconsult, Quito.

% M,L. Gilmore
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Policy

The main institution of the Ecuador abacd industry in
terms of impact at policy levels is the Associacién Wacional de
Productoces de Abacé, which represents the 350400 abaca
producers. Operating in a quiet fashion (receptions and
dinners involving the key public sector decizion makers; the
placing of informative newspaper articles) the ksecliacidn would
geem £O have been successiul in gepresenting the industryis
interests to the government. They bhave gained important
objectives which they zought - dslaved vremoval of the export
incentive (the abacd industry waz the last exporting sector to
looge the tax credit incentive at the end of 1983) and the
asociacidn persuaded the goverament Lo turn over to it revenues
£from the disease contzol program of the mid-19270's. But, gliven
that the sectors marikets are esgentially private ones {with the
exception of foreign exchange), the public sector policy level
interventions have not proven to be critical. The general
investmont Pclimate”™, Of couvrse, is important and clearly
effects the relnvestnent decisions of the sector. The
impression gained from talke with several 2£ the key '
individuals in the sector and with other observers of the abacd
industry, is that the producers are well linked both with their
counterparts in the private sector and with the key policy
nakers. Internationally, the Assoclaticn leaders know and are
in contact with the abaci sector leaders im the Philippines and
with the FAQ's hard fiber section.

iii. Major Ingtitutions

Cooperative Abacd Ecuador (CAE)

Summary

CAE is the exportemarketing congortion of small and
medium abaca producezs.l/ It is conposed 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 wo!,ld be an important organization to consider in
framing any abaci related program.
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Regsource Mobilizztion

~

Yhe CAD recelves a swmall percentage from the abacd sales
of its members aad with this base cooperates as a marketing
organization. Iis salaried staff apparently number, at most,
five; all others are on & contrace basis, each of which is
pilece work related. The CAE has been composed of milltary and
professional people who had ghe capacity to secure Jand from
the government s#nd to ensure that guite substantizl credits on
subsidized termz would be available for cleandng, planting and
developnent.

in recent vears they have pot actively sought to mobilize
pew resources to the members or to the CAR, or 0 the sector.
They do operate with banik eredits for the buying and storage of
fiber.

Resource Management

CAE runs quite a suosstantial operation, including six
larce (estimated 5,000 ton capacity total) warehouses. It
buys, stores and exports 40 percent of Ecuador's abacé
exports. Itz internal systens for these operations are simple
and effective. Very little sctual cash is involved as &lmost
all transactions are handled by checks writtens onm a Sante
Domingo bank account (BCI}. As much as /4,000,000 may be paid
out in one six day week. While the appearance is that the CAE
iz adequately managed, nc comment is being made as to
efficlency or need for improvenment.

CAE appears to “run® Montervey, the small market town
(el Diablo®™ on some maps) center of the CAE area. It has &
populaticn of perhaps 2,500 and serves as & the main center for
an estimated 10,000 people. It hes 4 primary schools
{escuelas) and 2 secondary schools {colegiog)} with & reported
encroliment of 1,400, and two health centers, one private and
one .governmental. Monterrey is a gomune, the lowest level of
local government corganization. CAER members say that they
“oreated" Monterroy. e

.

1/ The sector's only other cooperative is a 25 member one
based in Santo Domingo which buys from its membecrs but
which does not export directly.
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Opportunity Creation

The CAE doss not provide technical informatiosn to its
aenbers. It doee not allow new members to join {in gﬁi regard
it i2 something of z clesed guild) reportedly b&uauae sl lts
view ¢f the limited and noen-growing market £or the fiber, It
clearly sscved as s formal development vehicle when in thoe

early 1970°s it was part of the legal framework under which
land was granted to the individwal menbers. (N, B.. the mewbers
are alsc uembers ¢f the srea based cooparatives which are
composed of owners of land in specific areasy the CAB
membarsinip is based on abacd production.)

Svstem Linlkages

CAE is the iargest orqganized group of abacéd producers
(130 to 170 memhers, both figures being supplied by the CAR).
I%'s links with the poor, in Montarrey and in the field, are
through its mambers: who are cleafly the area's priviliged
group. Links with nigher levels of the political system ars
unknowa; nrasumably the members arg not without influence.
Thay have reported strong military and professicnal links
They rely on the Asvciacidn to do any required rerr&&nmtat*onal
wWOLK.

CAE 12 not linked to any sources of techpnical advice or
guidance other than repiesgsentatives of agro-chemical companies
porksting inputs.

Learning

The CAE's learning initjatives have focused on ap@rafing
a smeoth buying-exporting system. Thare is ne svsten for
gvaluaticn, noz would such be expected given the guild like
orientation of the organizaticm. At 3 technical level, it has
Beey suggasted Lhat CAEL exports have grading and molsture
sroablons CRY does noet appear to have had the capacity to
mméze 58 thﬁ issue,
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adminconsule

Sunmnry

uﬂanqmnnu v, is one of the three private abacs fiber

T addition to its commercial success, it
.”;*w of the technical and uromotional

léont provides to the segher. It is
sousres of Gata on Ecuador abaca. It

Y

sn which hasg fhe technical and
rongly affect any proposed abacd

Mimineonsuls .o the nape given to a group of private
v ouned ey ivnolpally by the Bvans brothers, U.3.
i haws :oin Roaador 23 years. The groun now ouns

-y .

s omomn 1. ;3u nas. inm the Santo Domingo area (abaca,
ﬁmH“ﬁWpr va“ou@, Liveatock spread over % "haclendas® legally

divided aposyse Hour wnmwnﬁiwmm Tt has o demonstrated copacit
i muui¢Lvﬁ %’ic;mngﬂv b sosial, legal and political
pasonrses e develop wuﬂtn an inpressive aqziau;tuwuf
M@@@&GQ%?W aponren.  Pigures ars not avallable for the awount
off resources actually &t the dispesal of Adminconsult, other
shan for land, hey sre welaarly not insubstantial. Th@:e are
45 gmlavied {perscnsl de planta) staff and 400-500 contract
euployees., ‘They have taaunhig nired a Ph.D level agronomist to
mansege theiv pineapple trials.

i/ 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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Rescurce Management

The Adminconsuli group is personally managed by the
President, Hr. Bdward Bvans., It appears te be 2 group built by
him apd his brother and, ssems Lo de 2 professionally mansyed
and technically compstent group of firms., With regard te
abacd, Rdminconselt s a majer source of Information. In
interviews, Mr. Bvans dissusses hdaincopgult's past and
projected decisions on the basis of often gquantified data.
Bamingonsult operates a swall office in Quito and a large
(4802} warehouse in Santo Lomingo,

Guoportunity Creatlon

adrincensult is an important opportunity generater in the
abaci system in Ecuvador. It provides technical information (on
a non-paid informal basis) to othaer growers. It bkuys and
arganges the expertation of abacd produced by small growers who
are not membper of CAE, including the 25 nembers of Cooperative
Agro-Fibra of Santo Demingo. It is perhaps the leading force
15 identifviag abacd cropping alternatives. It is important in
maintaining and attempting to expand international markets for
Ecuador abacd., I+t is an innovative and energetic proposer of
ideas (e.g. a paper pulp operation) for industrial development
of abard. :

The caution to be maintained with regard te 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 vet.

System Linkages

rdminconsult is & falrly well connected organization. At
policy levels wirthin Ecuador it has played & central gole in
keeping government and other interested parties (e.g. tde U.S.
Embagsy’s agricultural attache's office) informed about abacd
and in making representations to government when abacé
interests are involved. 1Its horizontal links with other firms,
with private sector leaders and with others in the abacad 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 people”
especially with the field workers, and smali, ncn~CAE farmers.
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The impression is that Adminconsult is a faizr and fairly
progressive firm. At the same time, it would appear to be
atrong on principles «- whether on nead to move wage rates in
line with basic family food costs (with whieh 1t seems to
agree) or on the need to desal Lfirmly with *invasions®.

Lezrning Capacity

hdminconsult is the major “"learner™ in Ecuador abaca, It
does this on a syztematic basis through fileld records and
obgervations. Orzganigatiocnslly, it hag with success gone
through several crices, it hzs centinually adepted to changing
market situations and will apparently continue to do so,

ASOCIACION NACIORAL DE PRODUCTORES DE ABACA

Summary

This organization is the preducar’s assoclation for
abacé. It is representative but small. Within its very
limited range of activities i¢ is well aenaged anc effenviva,
it hae thr respoct of the members and «f Lhe pabilia sector. 1t
has no direce progranm luplemeniation capsceity at this time. It
is & wossible, and possibly essential, sponsoring organization
for any abacd development zfforte.

Resource mobilization

The Asociacidn has a small capital fund of /6,000,000,
The earnings from this are used to fipance the few activities
~= @.Q., representation, postage, phone calls-- which regulire -
funds. There are ne paid staffs one of the staff of one of the
exporting companies, Adminconsult, serves as secratary. The
capital base was formed by the balance of the funds turned over
to the Asociacidn by the governmment during the discase control
campaign.

The asociacién has mobilized resources to the ssctor in
the form of its role in securing and maintaining in efifect the
CAT (Certificado de Abono Tributario), and export bonus, Up
until the e¢nd of 1983.

Resource management

The Asociacién manages few resources and has the minimum
of internal systems.
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Opportunity creation

The RAsociacidn has noi been providing technical
information, seeking markets or encourzging new investmnents,
activities which might be regarded as developmental in the
sense of creating opportunities. It has assisted in the
documentation and facilitation of exports. It has the core
iegitimacy to serve as a base Zor such activities but it has
not percelved itself, nor the prospects for abacd, as
Justifying aa aggressive role for the Asoclacidn,

Systen Llngages

The hoociasidn reprosanss the 350400 Ghacd prodoeers.
I i beaded by five diractors, three firom the the prinary
sxporting £irws, one from Couperative Abacd Ecuador, and one
from Cooperativa Agro-Fiber which sells all its f£lbey to
adminconsuli for subsequent export. The distribution of
directorships is intended to ensure that contzal remaling in the
hande of the coppanies which have strong foreign (U.S., Duteb
and Japapese) as well as BEouadorean ariging., ‘rthere seems o be
an ipactive particlipation in the crganizztlon on the part of
post of the mepbelf.

The Buociacidén's limks with "the pecple” in the sense of
the poor, here repcesented dizectly by the some 2,800 £i21d
workers, arse as to be expected given the lack of organized
worker representation, *Ine asocilacidén could be characterized
as "protective” ip relation to this group, both in the sense of
defending the Asociaclidn members and in being somewhat
"managerialist® in their approach Lo defining the workers'®
interests. The hsociamidn’s self-description of its purpose is
*defenss clasista”

1y, ¥

Learning copacdity

e Asociscidn is headed and led by the president of
Adminconsuls. He would appear, at the moment, to be the
strength of the Asociacidn and & Derson whae previder, thzough
his long experience, his knowledge, and the time he is willing
to devote ¢ it, an important learning capacity. The
ascciacidn, as an entity, has no systematic learning capaclity.
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7. Issuves from the case study-substantive

The Poor

The poor in the abacé system are the lowly-paid
agricultural field workers. Any effort to lncreasa oOr improve
abzci production will affect them. Some of the ideas proposed,
e.g., those to increase mechanization at the critical
harvestina stage 80 &8 to reduce total lubor caosts, wenld have
an impact on the poer whick should be examined elosely. The
trade-offs among higher productivity, lower production costs,
lower pricee {?) and expanded export sales (?j, the gortas of
sasumptions made in discucsions about mechanization, would need
to dbe looked at in cerms of factor incomes, egpecially to wage
labor. A8 AID moves to strengthen the private enterprise
syscemn, of wnich the Beuador abacd production systen is an
example, it will need to find waye to maintein its now
"rraditional® concerrn that the poor benefit, There are
technical methods available for making the calculations ag teo
trade offs, aud they should be appliied so as te fully inform
the decisions which invevitably willi need to be made.

Extens{gg

There is no extension system in Ecuador which addresses
the needs of abacd producers. In fact, it is commonly said
that there is no entension az such in Ecvador. This may appear
to be a bit extreme, there are certain specialized conmodity
programs, and the Central Bamk apparently bas ap extenaion
program. Nonethelees, the duestion of how to (should one want
to) mount an extension prouram in Ecuador is a broad baged
issue. A8 recently as several years ago, for instance, the
I5RD was proposing that the basis of any such system should be
a muiti-skilied field or village worker. Another more recgent
and more focused approach, the "training and visit system”
which has been tried with success and is being promoted by the
IBED elsewvhere, would certainly be worthy of consideration in
the case of abacd. As AID considers program assistance in the
Ecuador agriculturel sector, whether for export or internal
commerciaslization, it will have to address the issue of how to
channel research findings, advice, market and other
information, to the producers. For abaci, Mr. M.L. Gilmores, on
behalf of Dester, the main buyer, 1is developing the outline of
a proto-type system, one aspect of which might be its
management control by the private sector. Its strengths and
weaknesses as it 1s put inte practice should be closely
observed. Scmewhat as azn aside, I would note that much of the
land presently cropped with abacd might be bettzr suited for
other uses. Also, there is probably a large amount of high
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potential abacd land which is not in abacd. Thus, any
extension effort should be baged on a review of aiternatives
and not a simple, straight forward centinuation of the present
agrangenents,

Product Ressarch

A strategy of likely great importance in any concerted
effort to incroase sbhacd exports would be the identlfication of
additicnal intermediary or final products for which the fiber
hag & special or comparative advantage. Such identification
work, “research and development®, in the field of fibers is an
expensive one in which some of the world®s largest companies
are expending large sums and competing for wvast markets, One
should not be surprissd te £ind exlsting patents covering abacsd
tiber uses which have mnot vet been comercially applied. .

Should AID, given Llts programmatie interest in a2ssisting
Ecuador develop 1ts export petential, enter into the field of
abacd product developwment, which may be s legical cholce, then
it will confron issues both 0f insticvtional development and of
private enterprise. On the formezr, the institutions t¢ do the
research and development work may not (likely will not) be
located in Ecuvador. On the latter, the interests of a nunber
of £irms, some Of them U.5. owned and/or based, would be
affected by a development assistance effort which was directed
at the expanded use of 3 vegetable fiber. Success would affect
price and demand levels not only for abacd.

Comnanies, Markets, Profits

The akacd system is one of private companles cperating in
largely free markets with the intentlon of making profits. On
the Bcuador and thes U0.5. sides any development assistance .
intervention will have to take this context into account. For
an idea of the zort of thinking which may somstimes be present
in "official circles”, it was sguggested that the U.S. Embassy,
.in its annual agricultural situvation report from Quito, would
ne longer include abacd, 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 doeeg not rely wholly upon the Embassy's annual
report for the information) may be off-putting to some.
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Certainly, those who have come to recoognize the value of aid
programs “targeted® on the poor, may have some difficulty in
identifving the penefit flows in those more indlrect intiatives
which at on imvedizie level clearly benefit private enterprises.

Purther , ong ospn speculate as o the saulivecal thinking
of the privete firme on the prospect of developnent azsistance
interventions in the absed system, with all that this might
lwply of & foouns widep than wackets and profits. Certeinly
thoge privaio ng whilch bhave not come £0 recognize the vslue
of develonnent inbegvantlions might have some difficuliy in
Ldentifviosg the bansiit flows (ag opposed Lo costz) to them,
Shouid AID move inte hhis type of private enterprise systam it
will wanz o have o thorough and open dislogue with the private
enterny ines involved, 2And, of least in the case of abach, it
il want to refraiu form adopting a simple "hand in the cuokie
dupr® stonce; the companiey involved in zbacd are not - sucessful
For reasong of either grantemanship cor for reliance upon the
public sastor.

&

3 o £ B
Ingbibutiang

e key ingtitutions in Bouador abacd are all either
private couwpanies or groupings "cooperatives® of private
owners. A% & whole the organizatlione are adeguate given the
jimived ao-growel view which the members hold of the abacé
fiber murket. hny significent program would, with the
exception of Adminconsult in the technical field, quickly come
up against organizational capeacity constrainta. 7This is, it
would suppose, not unusual in the 2ase of other agricultural
production systema ln Ecvador. ‘ '

Fhe issue of wholesale inatituticnal development is
siwaya on the horlzon -« L there iz no organizatlion doing a
particusar funvition, create one. This iz the long~-term, low
probabilicy approach which, in my view, should be a very last
Feaort. Dearing in mind the limits of what can be achieved in
B rural agricultocal production system through the application
of foreign technical and management leadership, which normzlly
arrives Iln lazges amountis when starting institutions from
serateh, and the general worthiness of an incremental,
learning, adaptive approach to institutional development, I
would suggest that the existing institutions be the hasig for
any proegram initiative. This would be neither ‘clean' nor
without sensitivities, but it would have & reasonable chance of
peing viable,
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Issues from the case gtudy - Methodolegical

First, the data used in complling the abacé syatew
description does not include that from twe of the three lacge
exporting firms. I estimzte, howewver, that it does represent
the picture on some 9,000 out of total of 12,000 hectares
Second, the data was compiled from interviews and published
gources. 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 internal accounting of
any of the production units. In other words, it is what the
preducers, and, very indirectly, Dexter, were willing to
reveal. There were, nonetheless, many differences of opinion
which led to the subseguent verification of facts, and the main
part of the report was reviewed in draft by these entrepreneurs
most knowledgeable about the functioning of the system, Third,
the data iz bagsed on a very brief field vislt and a week of
information review and interviews.

I hope that it has been demonstrated that a systematic
approach such as used here combined with a dypamic or
cspacities approach to institutions, can yield an informative
perspective ia & rather aghort-time. The issue, then, begomes
how reliaple is such an approach given the very comnplicated
social and agricultural system aspects involved., In my view
such an approach represents an institutional environmental
scan, one result of which is the preliminacy identification of
deveiopment opportunities. Obviously, it iz not adeguate to
gerve as the basis for any firm programmatic decisions.

“he approach with its rather extrene capidity and narrow
base of informants, is probably weakest, in a general sense, in
wroviding the basis for verifiable judgements on organizational
capacities., Much of any success achieved in gathering the data
to support such judgements depends on skill (e.g., interviewing
and data selecting) and good fortune (e.g., a2ccess to informed
and helpful individuals, reliable secondary data sources). If
these are not likely to be available, the approach would
certainly best not be attempted.

Issues from the case study - Conceptual

The main conceptual issues, in my view, are where does
one draw the system boundaries, how does one define thne
gystem's components and how does one judge the capacity of any
one of the system's many crganizations.
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The system boundaries adopted are based on a view of
abach a5 a commercial agricultural production and marketing
operation. A socizl system view of, for instange, Monherrey
{the CAR area) or of Santo Domipngo would have been of equal
aerit and led to guite a different outcome., My view is that
the aystem definition should be purpose dependent, and in this
cage programmatic interests in agricultural commerclalizacion
were foremost.

AS to the issue of how one then in turn defines the
individual components of an agricultural aystem, I adopted a
sofawhat quick common sense and abacderelated schems, There
are elegant frameworks f£or agro-systems available in the
literature and in doing any additiomal work one migbt want %o
consider employing thew

Judging the development capacity of an organization has
been a ‘soft’ field in the best of times., Thigs is not Lo say
it cennot be done, nor that the specialized capability teo do so
ecannot be learned. Rather, that it is an endeavor which relies
upon subjective asgesenenta. These can be inproved as the
guality and, in soms cases gquantity of data available increses;
they can be improwved through the use of acceptable resaareh
methodsy they can be improved through the use of an analytical
framawork which is tied to the capapilities beling sought. In
my view, precisely because of this inherent softnaess or
gubjectivity, these organizational capacity assessments are the
most difficult and most critical of any study of the progran
needs ¢f a sector.
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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 EBcuador to discuss possible working relationships.
among the areas of potential collaboration, cne 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 suggestad that
local governments were not only not contributing in any
significant manner to the progress of the country. but that
they draw signifizant revenues in the form of transfers or
grants. This is a disincentive for the municipalities to be
more responsible for their own £inancial operations.

Several other hypothesis were formulated. BAn important
one is that municipalities in Ecuador do not seem to have
adjusted to changes in the roles eupected of them, as part of
the institutional framework of the country. Eeuadorean
municipalities, up to the last three or four decades, were
probably the most important of all public sector inscitubions,
with @ capacity to legislate and to enforce their own policles
and regulztions for most matters of community life. At that
time, Ecuador'’s smaller cities were largely isolated, closed-in
socicties. With improvements in communications, municipalities
became more and more dependent on central govermment, and
resigned to it the control over many administrative and
financial Functions. It was also hypothesized that
municipalities have not adjusted to the naw roles demanded by
changes in the agrarian reform process, since the old hacienda
system was abolished, and nothing replaced it as the principal
mechanisw to market and distribute farm goods. It was expected
that rucal servicse townr would 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 s0, major
changes are probably needed, and must be identified.
Municipalities need to £ind a new life of their own, and a new
‘gelf~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 znd BEDE
were jointly to try to answer. These thoughts and initiatives,
prevalent in the £irst conversations between the Ecuadorean
Develcpment 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/Washington’s initlative to
carry out research on the social and institutional profile
(S5IP) of wvarious countries was being explored., Thus, a door
wag opened to test some of the hypotheses, and to start
analvzing whetner there was merlt in the idea of
emphasizing=--within USAID/Ecuador's country development
strategies-~the strengthening of lecal level public
administration units, as a necesgssary complement reqguisite to
the grass-roots private sector development which is expected to
be the major focus of this new development s:rategyv.
Initially, secondary ¢ity and s5till smaller governmental and
parastatal institutions werc meant to be analyzed, including
ceqgional, provincial and other sectional bodies. This first
stage study focusses primarily on municipalities, mentioning
regional and provincial entities as they affect municipal
development.

Thig atudy focuses on a4 description and analveis of
municipalities as significant development iastitutionz. The
SIP is & USAID-directed 2££0rt, carried cut in close
collaboration with pertinent GOE agencies.  Moreover, the study
is meant to be not & f£final preduct, but the inital step in an
on-going process. Fellowe-up lnvestigations will be carried
out, to arrive at the levels of detail needed to inform
programatic decisions and actions.

OBJECTIVES A#D EXPECTED OQULCOMZ

The study is mezant to test varicus hypotheses.
Underlining these is the broad supposition that municipalities’
are not at preszznt performing up to their potential, and that,
with the suppert ané catalytic action of various entities
{including AID), municipalities can becone again significant
actors in the development of the country.

The study seeks to provide initial answers ¢o the
following questions:

1. 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?

What is the actual level of municipal "autonomy™?

What is the local government capacity to carry out
actions such as development planning, project planning
and executlion, provision of basic services, and the
financial planning and menagenent nseded to gulde and
support these actions?

What are the attitudes and style within which
municipalities involve, including their formal and
informal relationship with othex levels of government?

What are the most critical problems confronting the
municipalities in Ecuador, constraining them in the
process of participation in the development process?

What are the causes of thage provlems?

What are the positive achievements that indicate the
feasibility of develcoping municipalities into relevant
actors in the progress »f the country?..

What are the current financlal conditions of
nunicipalities, as a wholé as well as in selected case
studies? What is the income and expenditure situation?
what are the implications for municipalities of current
financial conditicns confronting the country?

What is the impact of financing agenciles on the economies
of the recipient municipalities? Does borrowing have a
significant impact on future revenues nd expenditures?

How can municipalities generate new sources of income and
revenue? Can, for example, the cadastral and leocal
taxation processes be turned inte significant sournces of
self~generated revenues? :

what additional areas of study, discussion with the GOE,
or pllot activities are suggested by the current
situation and potential future of local government?

vihat does the present diagnosis suggést for the various
sectors and means contemplated in the USAID development
strategy over the next few years?



METHODOLOGY

Prom the start, the research for the SIP was intended to
focus on three areas: the financlial situation,
institutional/legal relationships, and project-specific neceds
and demands. Later, it was found that, within each topic, a
whole universe of individual councerns, each to be addressed
individually, could be identified.

T™wo methods were used to arrive at that analysis, and
through it, at answers to the guestions 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 wag to initiate, with GOE agencies, & process of
reaching municipalities to dizlegue and discuss with them thelr
own perceptions of neads, preblems and potential. Through
these two metheds, USAID/Ecuador sought a range of perspectives
on municipal conditions and prospects which would assure a high
degrea of reliability of the f£indings and recommendations
contained in this repoct.

The consultants responded to significantly different
scopes-of-worx. Pirie Gall wasgs asked to look at municipalities
as .a& wnole, inasmuch as it would be possible %o rely on
secondary sourced, and to open a series of conversations on the
perceptions of public sector agencies, based in Quito, ¢f
municipal performance. His report examined a series of issues
in municipal administration and development, from the
standpoint of central government ovfficials, These issues were
further iluminated by his direct contact with municipal
officiale and representakives of non-governmental organizations
in four local governments from various regions of the country.

fauricio Silva was asked o look into the institutienal,
legal and political aspects of municipal action. He also
approached this from the csntral and lecal perspectives. He
identified, interviewed, and analyzed somse fifteen entitiass
which affect municipal administration, including
national-level, central government agencies, financial lending
institutions of the public szector, wmunicipal asssciations,
regional development agencies, and training institutes. Theiz
opinion was matched with those of at least f£ifty municipal
government officials with whom he had the opportunity te meet.
Prom these persgspectives, Mr. Silva assessed the possibilities
and mechanisms for interagency ccllaboration.

The Research Triangle Institute (RTI) team, headed by
James Hicks, was asked to adopt a quantitative aproach to the
analysis of municipal £inances, and to arrive at projections
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from this baseline. They analyzed the 1981 financial c¢ondition
of municipalities as whole, using data aggregated at the
national level, as well as basic revenue and expenditure
patterns of a sample of twenty-two municipalities. The RYI
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 acceunt for possible changez in central
government transfers and in the borrowing capacity of the
municipalities. The RTI team was algo 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, leocan team, debt
service capacity and the impact future finances. In addition
Dr. Greytak assessad the levels of commitment and the capacity
for BEDE to become a leader in the process of municipal
assistance in Ecuador.

"During the same periecd, working with the BEDE and the
National Pre-Investment Fund (FONAFRE}, USAID sponsored a
complex and lengthy process of reaching all of the
municipalities in order to assess their nceds and potential.
Through this innovative three-way partnershlp, a geries of
seven regional one~weak meetings were carrxied out. The
BEDE/FONAPRE Program was initiated as the first step in a
process of channeling technical suppert to municipalities.

This was done by means of assessing thelr demands . f£inancing
infrastructure projects, their concerns for Lheir managerial
capacity, and their experience with the processes of
rnegotiation over clearances, approvals, and funding with the
geveral pertinent government cgencies. The meetings included a
geries of bilaterazl conversations with each individual
municipality as well as the collection of two surveys, one on
hasic nunicipal data with comments on financial,
project-specific and acministrative 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 cur arnalysis.
It describes (1) the legal and organizaticnal structure of
sub~national government in Ecuadox; (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 chalriman of a market town.

Lo Overview of the Structure and Functions of the Local
Goveramanl Svsten

L.l HMunicipal fLevel

There are currenktly 126 municipalities in Eeuador,
distributed among the 20 provinces. %7 are located in the
ten Sierrva provinces, 46 in the five weastal provinces, 20
in the Amazon {or Criente} regionts four provinees, and
three in the Galapagos Islands, The average size of
municipalities and capital towns is highest on the coast,

followed by the Sierra, with the smallest ones in the Amazon

and the Galapagus. The munleipalities® jurisdictions
include rurasl areas {(the town and rural arse tegether are
also called a ¢cantdn), and the percentage of population

cutzide the town center nay range Lrom 50% to as high as 90%.

The Municipal Law governs Lhe major functions of the
local government system, and was most recently reformed in
part duripg 1981-82., Changes to 440 articlas were proposed
by a study team of the Association of Munieipalities, of

which 140 were passed by the national legislature. There is

& separete law governing provineial ecouncils.,
Municipalities are alse subject to the dispositions of

national laws regarding public sector financeos, procurement,

personnel, and are expected te plan Sheir investments with
refecence £o the current nztisnal develdpment plan.

The Municipal Law is discuzsed in sectlion B., %0 a feyw
observations will suffice for the perposes of this section.
Like laws of its kind elsewhere in Latin Awmrica, the
document has & long history, has been anended numerous
times, and goes into extensive detail regarding procedures,
management of municipal property and finances, and even
establishment of rates for certain taxes and services. It
refllects a highly centralized and regulated view of local
government, and Ln the opinion of & number of Ecuzdorian

administrators is overdue For thorough regtructuring. Given

the complexities of this Legal structure, it is not
surorigsing that even the smallege punicipaiitises have a
leyal advigsor woerking full time for the RRYOL o

The organizational strusturs of municipal government is
established in the Municipal Law. The minimum structure,
for municipalities having annual income of less than 5/.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:

Plannin

W
qum gy

|Council]

i Major or Chairman® |

Legal Advisor

Public Works &
Services

| Finances|

| Administration| Social

Services

Mayors are separately elected administrators of provincial

capitals; council chairmen are administrators of other
municipalities, elected within the council.

Municipalities having more than S/. 5
million income are to have the following structure:

| ucban Planning}

Louncil

| Mayor or Chairman]

o | Budget & Statistical f

Legal Advisor|

{ Programming}

| Pergonnel Administration

{Orqanization & Metinods

Public
Services

Public
HWorks

{Finances|

Health & Education &
tivaiene Culture
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Municipalities are expected to expand and adjust
these organizational patterns as necessary to £fit local
gituations. 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 muniecipal law,
except in a few of the larger provincial capitals. The
budget function is likely to be lodged in tha financial
departrment, personnel under the council secretary, and
the planning, statistical, and 0&M functions absent.

The law encourages muniéipalities to establish both
economic and pvhysical (urban} plans, but for reasens to
be explored below, such plans are rare.

Municipal employees arze hired in two broad
categories, employees (meaning professicaal and
administrative staff) and workers (drivers, mechanics,
sanitation laborers, etc). *The employeez® terms of
employnent acre covered by the national civil servicad
law, while workers' conditions are covered by the
national labor law, and in many municipalities by union
contracts,. ' .

Hunicipal councils now hold office for five years.
In smaller municipalities, there a seven council members
including the mayor or chairman, in nedium-sized ones
nine, and in the lasgest ones 13. Only the mayors and
chairmen receive payment for service to the municipality.

The three overall goals of municipal government are
4s £ollows:

l. Promote the material welfare of the collectivity and
contribute to the development and protection of
local interastsy

2. Plan and promote the physical development of the
canton and of its urbkar and rural areas;

3. Incresse the spirit of nationality, civic spirie,
and brotherhood of the sitizens to achieve progress
and unity of the nation.

The principal functions of the municipality under the
arce:

" 1. Provide drinking water and sewage systems;

2. Construct, maintain, clean, beautify, and regulate
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the use of roads, streets, parks, plazas, and other
public spaces; '

Collect, process, utilize waste material;

Provide and maintain public lighting;

-ontrol the processing, handling, and distribution
of basic foodstuffs;.

Police Ghe public morality and behavior;

Control construccions

Authorize the operation of industrial, commercial.,
and professional establishments;

Provide cemetery services;

Develop tourism; and

Pyovide slaughterhouse and market place services.

These are the familiar time-~honored functions of

municipalities in Latin 2merica, largely of a social
gservice and infrastructure nature, and primarily urban
in focus.

The range of financial resources available to

Ecuadorean wmunicipalities includes:

Ao
b.
Ce.

du
e.

income derived from the sale, use, or rental of
municipal assets;

Lransfers or subsidies from the central government
oy other public entities;

loans from national or international banking
institutiong;

Laxes, sefvice fees, or improvement levies; and
f£ines 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 cons ruction
approvals and inspections, slaughter of livestock,
potable vater, sewage and drainage, electric power,
50lid waste collection, and the like, :

1.2 Provincial Level

The provipeial councils are a more recent creation

than the municipal structure. The Provincial Code
establishes the following aims for the 20 provincial
units: (a) promote the progress of the province; (b)
carry out public works and provide services; (¢}

. Coordinate. the action ol the municipalities; and {d})
oversee the sanitary conditilons 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,
achools, tourist complexes, and other special projects.
Most hawve adequate flests of road maintenance equipment,
which they share with municipalities.

The organization of the provincial councils is
similar to that of the municipalit’es. The top
avthori~y isz the council, to which the prefect reports.
Both the council and the prefect are elected by popular
ballot for four years. The number of councillors varies
from fiive to nine (with the population of the
province). Hunicipalities are not directly represented
on the provincial ¢ouncil.

Provinelal councils® budgets are almost entirely
funded by central government transfers, altnough the
Provincial Qode doas confer limited taxation powers on
them. In thelr financial matters, the provincial
councils are regulated by the same central agencies and
procedures as the municipalities. The provinces work
most closely with the Ministries of Public Works and
Education, although the degree of cecparation and
coordinat .on variss considerably among provinces.

1.3 Reglional Entities

There are five regional development entities in
Ecuador, each crested at a2 different time for a
different purpose. CHBER {(Centro de Reconversida
Econdmica del Azuay, Caflar, v Morona Santiago), and CRM
{(Centro de Rehabilitacidn de Manabi), are under the
Ministry of Agriculture; INGALA (Instituto Nacional de
Galapages), and CEDEGE (Comisidn de Hstudios para el
Desarrollo de la Cuenca del Rio Guayas), under the
Presidency; and PREDESUR (Prograna Regional para el
Desarsolle del Sur del Ecuador), created bo develop the
conflicted border vegion with Peru, under the Ministry
of Poreign Affairs.

CRER, one of the more active regional developrent
agencies, was exanined for thig study. It was oreated
in 1938 ag a branch of the Ministry of Agriculture Lo
assist in che integrated developnent of the provinces of
Azuay and Caflar {(both in the Sierra) and Morona Santiago
in the Oriente. CREA receives 90% of i{tg budget f£rom
the Ministry, the remainder from income from assets and
some minimal {(subsidized) service ehartges. It has 260
employees, of whom 76 are professionals, plus 400
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laborers. 2bout half ¢f 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 regicnal scale. The agency
seaks to hand over to local authorities the projects it
hag initiated, once the lccal bodies are prepared to
absorb them. CREA has promoted industry, setting up an
industrial park. It has provided artisan training;
carried out & range of agricultural activities; and
through contracts with technical ministries, has
implemented a number of infrastructure works (schools;
roads, health centers, ete.). CREA carries out
preinvestment and macre studies of the development of
the region, in cocrdination with the National Planning
Council (CONADE). It has recently begun a pilot program
of technical assistance in administrative matters with
municipalities.

2. 'The Urban system and a Typology of Municipalities

2.1 Redistribution of Urban Growth

Like other countries in Latin America, Ecuador is
rapidly becominrg & predominantly urban society. 1In
addition, the patterns of rural-urban migration are
changing, with & wider distribution of urban growth
outside the primate cities of Quitc and Suayaguilk
Since the wrevious census in 1874, the two main cities
(about a million people in each of the metropolitan
areas) grew by about 45%, while the next range of eities
and towns (150,000-20,000) grew by an average of 50%,
and the next smaller group (20,000 -~ 10,000) grew by an
average of §6%. :

Research shows that there is a step-wise pattern to
this migration from rural area to small oz inteimediate
.clty, 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

L/ 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 “Issues of Human
Settlewents in Bcuador® (USAID/Quito). '
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gsierra 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 secrvices,
infrastructure, support for the modernization ol agriculture
production and marketing, and a series of ether nezds not
previously encountered in these smaller urban places.

2.2 Types of Munigipalities

There are a nunber of wavs of characterizing the
differences between the local jurisdictions in Ecuador, and
of categorizing them for descriptive snd resource
allocation purpose. The Govermmeni of Kouador (GOE) has not
yet established an official typelegy of municipalities. 1In
order to illustr.te the range 0f conditions in the
jurisdictions, we have selected some Key indicators to
divide the 126 municipalities inte Lour groups: (=
metropelitan, (b} urban, {¢} semiascban, and {d) rural. The
indicators include population, gebttlement patiaern, and level
of access to selected baslc servicas (water supply, sSewage,
paved streets, etc.) Exhibit A=l on the following page
shows the typology, and the punbers of municipalities
falling into sach category.

ks the chart zhows, Prouzdos®s municipalities are over 60%
cural, with the others (apart Lrom the two primate citlies of
Quits and Cuayaguil) made up of small towns and internediate
citiez, Taking the rural and semiurban municipalitics as a
group, &5% of the jurisdictions lack sufficient provision of
basic infrastructure. These problems ars acute in both the
dispersed rural communities of the Slarra, and in the
geowing towns of the coastal reglon.

he classification of a municipality in one <abegory o
ancther should not be equated with potential importance for
development. In the urban group are Sierra towns which have
shown Little growtd or change in recent years, while in the
rural group, there are burgecning market centers in esach of
the three maln geographic regions which are poteantial
investment targets. & more complete and sophisgticated
typology L2 needed in order te serve as the basis for
planning a program of Funding and technical assistance.


http:illustra.te

CGHARACTERISTICS

URBA METROFOLITAN -

EMIBIT A-1
TYPES OF MINICIPALITIES

SEMIURBAN

Size of population

Canténz O - 50,000
1 Town 0 - lOaOQO

50,001 - 100,000
10'601.'- 40(600

100,001 - 1 miilion
40,061 - 406,000

Cver 1 million
Over 400,000

&nnual Budget

Settlement
pattern

Small dispersed
villages

Snarl comrmnities and
one main town

More than o major
towns

#ajor concentrations
and important towns.

Basic Services

{3 of population with access)

Potable water Iess than 10% i=ssa than 50% iess than 70% More than S0%
Sewage . ® "8 e # e 503 - 708 708 or more
Street lighting &« = = 8 % iess than 7068 HMore than 50%
Paved streets and .

aldewalks = ® Iegs than 30% Iess than 50% More than70%
Trash collectlon &bsent Insufficient Insufficient Pdequate
Schocls; health , )

services Minimal Insufficient Insufficient Bequate
Number of

pMunicigalities 79 29 16 2

. Total (126)



. 3. National Agencies Affecting Municipal Administration

As noted earlier, Bcuador is rich in laws related to
aunicipal {(and gerzral public) adwministration. So is it
rich in institutions that play imywrtant roles in municipal
business. What follows is & desceription of (L) the units of
the central goverunment which by law or custom are lnvolved
with municipal €inances, planning, and project
implementation and (2) organizations of nunicipalities for
mutual benefit. In Secticn B iz a more evaluative analysis
of how the reiationships work in prachice, and of the trends
in national=~lecal collaboration for developmeﬁt and basic
administration.

3.1 Central Governmeat Agencies

National Development Council (CONADE)

‘The National Development Council is chaired by the

. Vice-President of Ecuvador and is responsible for the
formulation ané supervigion 9f the national development
plan. It exercises budgetary supervision over all public
gector entities, including provincial c¢ouncils,
municipalities, municipal enterprises, and port
authorities. Its regicnal, rural, and urban planning units
provide advice (and at times in the past) direct services to
local governments on matters of physical and sociceconmie
planning.

The Division of Fiscal Coordination and Policy for the
Public Sector seeks to assure that municipal investments
are reflective of national development priorities, and in
cases where a local development plan bas bzen prepared, that
local projects are in accord with the plan. This CONADE
office is also responsible for geeing that provisions of the
national laws regarding public spending and finance are
adhered to by the municipalitieg. The review of annal
budgets (which takes the form of an ®opinion® to be isgsued -
within 60 dayz of budget suvbmission by the local government)
geeks to assure that the municipality (2) has the finazncial
capacity to make the planned expondituvres, (b) apends its
funds according to the corresponding laws, (¢} financeg its
investments and operating expensges under the correct
headings, and {(d) that the municipallity’s proposed
investments are technically mccepta@‘eﬁ

The Section for Decentralized and Local Enclties analyzas
the budgets of 126 municipalities, 19 provinces, and 13
municipal enterprises (water/sever, electricity). The staff
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of eight professicnals 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 baslc services, while the Social
Developmeni Division advises on plans for housing,
sanitaticn, and education. The municipality or province
develops itg budget, and it is approved by the corresponding
elacted souncil and sent to the Piscal Coordination Division
of CONADE. That Division does its own analysgis and consulis
with the other Divisions, and issues its opinion. If
favorablaz, the budget is sent to the provincial jovernor for
gsanction, apnd it goes into effect. If unfavorable, the
COWADE staffi will explain its opinion to the municipality
and soek corrections from the local officials. CONADE can
inform the Ministry of Finance to "immobllize” transfer
payments until agreement is reached with the municipality.
If CONADE offers no opinion on the local authority's budget
within the specified tume period, it automatically goes into
effect. .

Ministry ©of Finance

pransfers from the central government are a major source
of funds for the municipalities. The magnitude and
consequences of this are discussed in Section B. The
Ministry. of Finance controls municipal transfers through the
Disbursements Section. There are &two kinds of funds, those
that are automatically retained portions of national taxes
set aside by law for municipalities to use as they wizh, and
funds for investmeni. <These latter funds are restricted in
their use for “griority” purposes, and are more closely
controlled by tha Disbursements Section. The criteria for
establishing “priority” are legally suppcsed to be
established by 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; speciazl funds, the National Participation Fund
(FONAPAR) , pmetroleun 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
legislatoxs or the President. In 1583 this amounted to 8/.
2 pillion. Petroleum revenues are provided directly by the
Central Bank, in fixed amounts of §/.250 million per year
. per municipality, beginning in 198l. 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
Bxpenditures established a top limit of 8/.60 billion for
the net current income of the national government, of which
two percent would be for municipalities., This means 5/.1.2
billion for provincial capitals only, with 25% each for
uito and Guayaquil, and the remaining 50% distributed among
the other provincial capitals.

The FONAPAR is an amount which varies every two years,
andd ig drown from a variety of sources. 40% is
auLanat1c&L1y reteined and digbursed for local use, and 60%
is o be for investment purposes only. The sources are (a)
tardff rights (5/. 720 million per year ) (b) 10% ©f the
income tax; (¢} fizxed percentages of p@truleum incone
(6.073% from Texaco and 3.484% of the income of the
Ecuadorlian Petroleum Company -- CEPE}z (d) 40% of the
clgarette tax (e) 100% of the income from tax stamps; (£)
taxes on «xports (8/.3.85 million per yeas)s; and (g) 1% of
Cdmpeort duties.

The Ministry conktrols each of i#hese accounts, how much is
distributed to each municipality, and approves the projects
to be built with the funds. Once the Ministry has approved
a wvroject, it advances up to 30% of the funds needed to
sonstruct it. The rest 1s paid against invoices paid or
other justifications. This often causes problems £or
municipalities, mspecia]ly near the end of the fiscal year,
when the Minigtry's disbursements are often delaved, and
aunicipalities must either finance the project from cother
funds, or stop construction.

These controls are handied by computer, and are
apparently current. The Section wants to improve its
controls, and ls preparing to offer courses on budget
administration to the municipalities.

Controller General

The Contruliler CGeneral carries out operational,
financial, and special audits of all public organizations.
For this it veceives 5% of the budget of all public
agencies. The Municipal Code and the Financial
Administration Code reguire that the Controller General
audit the municipalities. Thig is done on the hasiz of the
budget passed by CONARE, and is done selectively (a few
municipalities each year; and on selecced 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
institutions. It has recently established (since 198l) a
standard accounting format for all public agencies. The
Controiler General maintains a training school for public
employees on such topics as basic laws, accounting,
auditing, and project control.

Attorney Gsneral

Apart from its role as the prosecuting body of the state,
the Attorney General oversees all procurement of goods and

services by the public sector. This means that
punicipalities must submit any requests for bids on local

projects to the Attorney General for a legal opinion before
they are issued.

ministry of Guvernment

Chapter 1V of the Municipal Code regulates the relations
between the municipality and the central government,
represented by the Ministry of Government, which has a
Sectional Affairs Directorate to oversee municipal
relations. The specific functions provided in the la. forx
the Ministry are to (a) intervene to take over municipal
administration if it is paralyzed; (b) ovelsee the proper
administration of the municipalities; {(¢) respond to
inquiries from municipalitiesy (d) call for audits or fiscal
reviewss and {(e) bring charges in case of wrongdoing.

During times of dictatorship, the Miniscry named the mayors
and council members.

In practice, the main function of the Secticnal Affairs
Directorate is to approve or reject any transfers of fixed
assets of municipalities, in order to protect the patrimony
of the municipalties. Also, when the municipality
expropriates property and there is a dispute with the owner,
the Ministry acts as judge. The Ministry alse Ranctions the
budget of the Province of Pichizncha, which has no governor
to perform this functien, and approves the oreastion of
municipal parishes.

The Ministry of Government distributes and supervises the
special grants provided through the Chamber of Deputies for
communal projects of the municipalities. The Ministry has
not yet used its power to bring judgement agains a mayor or
" council member, but it has intervened in the case of the
Municipality of Sucre, where the council disbanded because
of internal disputes. '
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The Sectional Affairs Directorate has a staff of ten
persons, two of whom are professionals.

Ecuadorian Development Bank (BEDE)

The BEDE was establighed by Decree No. 774 in August,
1979 as an autonomous stock company. BEDE incorporated the
existing programs, operations, personnel obligations, and
responsibilities of the Mational Development Fund (FONADE)
and the Municipal DRDevelopment Fund {FODEM). The Zank's
statutory mandate is te provide credit finance for
programs, projects, woris, and gervices to all segments of
the public sector =-- municipalities, preovincial councils,
autonomous agenciesg, and the wvarious ministries.

Municipal lending is but one part of BERE's activities,
whiich include financing of major projects of technical
ministries, and yroviding the national counterpart funds for
loans from the World Bank and the Inter-American Development
Bank. It was capitalized with an initial fund of §/.25
billion and the loan portfolios of FONADE and FODEM. BSEDE's
income is derived from the proceeds of its loan portfolio,
fees and commissions, the petroleun participation fund, and
from PONAPAR.

BEDE makes loans only for the actual econstruction phase
of project development and implementation. Its priorities
are established by national development guidelines and the

following criterias

a. Preojects included in the national Development Plan orx
those considered by the national government to be of
major importance;

b. Projects which will remove deGL obstacles to local,
regicnal, or provincial development;

C. Projects which will generate new stimull to local
developnenty

d. Work projects to be carried ocut in areas of high social
marginalicy;

e. Balanced distribution among provinces, giving minimal
spatial coveradge;

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
wear the debt.
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To date, BEDE has approved 46 loans, 20 of which are to
municipalities. The 46 are distributed as follows: water
supply-8, roads -10, sewage -l4; 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 agenciles (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 applicatioen, drawing on its own staff, seeking
assistance form technical agencies, or hiring consultants.
Phe documentation required to start the process includes (a)
a formal request, (b) technical plans for the project, (c) a
detailed project budget, (d) a calendar of implenmentation,
(2) a projection of income teo be generated by the project,
and (f) proof of local approvals and suppott 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 moce steps
before the first disbursemeni. Given the various factors
involved, the entire process may take ag much as & year to
complete. BEDZ currently is not placing loang ag gquickly as
projected (only 33% of planned in 1982}, and has a
considerable backlog of incomplete or unprocessed
applications, 475 by recent count. 149 of these {(worth
5/.5.9 million) are in planning or review by CONADE. 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 Amortization Process

3 ¥rs. 3-5 yrs. 5 + years
Export and Agriculture
Promotion Projects 8% 9% - 10%
Others 123 13% 14%

Source: BEDE Internal Documents
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They include & 2-year grace period, a one-tine 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
Rate Number Length Number:
108 23 5 yrs. 2
11% 6 8 2
13% 1 10 39
14% 15 13 1

17 1
Source: BEDE Interhal Records

Municipality's capacity to service BEDE debt its
determined by the amcunt of revenues it received from the
central government (FONAPAR) minus other debt ebligations.
The debt service obligation of a municipality to BEDE is
deducted from its FOMAPAR transfer funds prior to theilr
distribution. Collateralizing and collecting debt sexvice
in this fashion minimizes the risk of arrears and default
as a unilateral decision on the part of a deb%or
municipality. Te the extent that a creditor®s share of the
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)

FONARRE's purpose is to carry out or Sponsor the
preparation of studies, up to the final design stage, of
davelopment projects., It i8 a public agency offering
credit to cther public entities. Its board is chaired by
the head of CONADE {the Vice-President), and includes the
Minister of Finance and the Secretary Gengral of the
National Security Council. The Fund is organized in three
technical Divisions (Agricultural Development, Physical
Infrastructure, and Urban Development) as well as an
Administrative-FPinancial Division and a Programming and
Coordination Division.
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The three techinical divisions provide advice and guidance
to borrowers in applying for preinvestment study loans, and
in contracting with consultants £0 carry out the studies.
The Financlial Division Studies the debt-carcying capaclty of
the borrower, audits the funds, and advises on accounting.
The Frogramming and Coordination Unit offers training,
control of documents and operations, and coordination of
international agreements (FOMNAPRE itself borrows from the
World Bank and the IADB). .

The Fund's principal borrovers are the maijor tecanical
agencies of the central government, such as the electric
authority (INECEL), the Ministries of Agriculture and of
Public Works, et¢. However, the 1882 Annual Report shows
that the number of loans to municipalities for studies is
growing, particularly im the areas of urban plansg, cadastral
studies, and studies for specific worke such as water supply
and & port. Cf the 72 studies completed or in progress
duzing 1982, 11 (or 15 percent) were for municipalities.
Plane for the coming year show 38 approved and being
processed f£or disbursement, of which 13 {or 34 percent) are
for municipalities, principally intermediate cities.

The terms of FONAPRE's loans are geared o 60% of the
maximum rate established ky the Monetary Board (presently
9.6%), applied to the ouvtstanding balance. The period is up
to 10 years, including a grace pericd 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 theose of the international development
banks, and invelve formal procedures of pre-gualification,
bidding, selection, and negetiation with consultants FONAPRE
hae prepared materials and conducted courses for potential
borrowers (including municipalities) on how to successfully
carry out the steps required to obtaln and uge the Fund's
resources, :

Technical Raencles

The National Sanitary Works Institute (IEOS), the
Naticnal Electric Institute (INECEL), and the various
functional ministries (public works, health, education,
etc.) also interact on a regular basis with the
municipalities. The principal peint of contact with these
-agencies ig through their regional cor provincial~level
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offices. ‘They may be called upon to assist with technical
gtudies sometimes at the municipality's expense), to provide
advice on project implementation, to lend equipment, such as
a zoad 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.

3.2 Organizations of Municipalities

Association of Municipalities

This organization is provided for in the Municipal Code
ag an entlty of assistance and coordination. S8ince the
August 1982 reform ¢f the Code, all municipalities are now
automatically membsrs of the Association, and their dues (1%
of crdinary incomsz) are withheld £rom central goverament
transfers. The chjectives of the Association, according Lo
the CODE, are to: (a) safeguard municipal autonowmy, {(by
promote the progress and represent the interests of the
municipalities, {(c) cooperate with the central government in
plans which benefit the municipalities, and (d) participate
in iaternational events. The law provides that the seat of
the Association shall he in Quito. Hin Bxecutive Committes
iz elected by a General Assembly of representatives f£rom all
municipalities, and the Asscciation’s business is managed by
a Seciretary Genzral, who has held the position gince 1979,

The Association holds an annual congress to discuss
common interests of the municipalities. It hasg prepared
analyses and proposals for reform of the Municiwal Code for
consideration of Congress, prepared speclal studies on
mupnicipal topics, and promoted the attendance of its members
at international conferences. The Association names
representatives to such national bodies ag the directorates
of IEO0S, the Beousing Bank (BEV), BEDE, and the Natlional
Transit Boa~d, and is seeking repraesentation on the COMNADE
board and in the Chamber of Deputies.

The Association currently has a steff of six, three of
whom are professionals. Through a recent technical
assistance agreement with the International Union of Iocal
Authorities (IULA), based in the Hague, the Association has
become the headquarters for a Latin hmerica- Regional Chapter
of IULA. This is staffed with two expatriate euperts in
local agaministration. They are developing a program of
"training and technical assistance for local authorities,that
will benefit Ecuador as well as other Latin countriles.
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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 municipalitiea of the Oriente. It has been
active for about a year and & half, maintaining, a small
staff (five persons) in Quito. The purpose iz to bring
together the interests of smaller municipalities in dealings
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 municipasiities may need. Yhe Amazon Consortium is
funded by nmember contributions of 8/. 7,000 per month.

A Day in the Life of a Municipality

Radl Paez, chailrman of the Municipal Council of Salpuvo,
realized that the pounding in his head was not a bad dream,
o thunder, but someons beating on the door of his house.

Hle relied over (o see that the clock read 2530 AM. Throwing
& woolen wrap oTound himself, he stumped downstairs. At the
dooxr he found his chief of public works, stamping his feet
and swesring. “Mr. Chalrman, the water main outside town
just burst®, he reported. -

"o why aren’t vyou rounding vy the nen to £ix it, instead
of running to me at thisg hour?® cursed the chalrman,
thinking about 15,000 people who would wake to noe bath water,

YBecause the workers decided to go on strike lezst night,
RaGl, and I don’t thin® I can get anyone clse to come out at
this hour.® ,

"Have you called the IEOS enginasr? ft's still legally
their svstem, you know. ¥We haven®t taken on the
administration just bacauéa these kindz 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 Radl's wife was scooping water from a barrel to
rake coffee. After an hour of discussion, the Public Works
Chief left to roust out the IEQS engineer and whateéver
workforce he could £ind to tackle the water problem. Raudl
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 he ‘reached 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 around his desk; each with a £ile tied with
string. The chief of finance had ten petty purchase forms
to be signed. The legal zdvisor was ready to review the BEDE
loan package (for additional fLinancing to cover the
 increased costs of electrifving one of the rural pobladosg),
and the assistant engineer {really a crew foreman) had the
workers® petition and statement of principles to discuas.
Radl yelled £or the council secretary, and asked her who all
those people were cutside, Just as each of his skaff members
started talking about his individual problem. The secretary
went outside o make & 1list of names and problems as Radl
gtarted signing forms, end asking his foreman what the
strike was all about. He told the legal advisor Lo comne
back in balf an hour. After listening to the foreman for
gsome time, he zald he would meet with the workers®
representative at noon -- not with the union lzadaer, but
with the senior worker., It developed that the group walting
outside was mostls 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 effice to ook at the BEDE
papers, the provinecial prefaect’s chief politlical alde walked
in, and insisted that he and Radl go out for coffee o
discuss some garty business. In the corner café, Raldl
fended off the smart remarks of the market people about the
water problem, and tovk hig faverite table to talk politles.

Meanwhile, back at the cluttered nmunicipal office; the
financial chisf was hunched over a table with hisg acoounting
assistant, staring at the formats in the program budgeting
manual issued by the national planning effics. He had asked
hies accountant, Js8é, to sproad the vear's figuses over the
various spending categories “I can‘t explain those damned
categories to you, Jesd,® gald the chief., "I'm & bookkeeper
just like vou, have been idn shls office for 1% years, and
I've never had anybody give ms a decent explanation of what
that Gamned manual is all about. You're a bright lzd. Just
de the best you can. The CONADE people in Quito will send
th- budget back anyway, as they have every year, and I
suppose wa'll bear all about how we've messed things R ®

Radl Pdez left the café at midemorning, and catching a
ride on ene of the towa's two dump trucks {(the other baving
been sent to Ambabo for a transmission overhaul), ke and the
foreman drove out to check progress on the water main, AL
the site he controlled hiz anger at the IBOS englneer, who
reported that the break would in fact be fixed by noon.
“wyell, that's certainly an improvement over the last time,"
grumbled Pdez. "It took you almost a week then.”
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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 lesaving on his transfer to Guayaquil
next week Lo help repair f£lood-damaged water systems in
Guayas. He'd let the next fellow struggle with the stubborn
chairman.

Raiil drove back through the streets, now crowded with
gidewalk stands, pzasant women squatting next to their piles
of bruised fruit, neatly tied bundlesg of greens, and
coverful knicknacks. When he reached the market sguare, he
smelled the odors of freshly slaughtered livestock, cooking
fires in the food stalls, and noted that his tex clerk was
walking through the sqguare, eollecting a few sucres from
each of the vendors. He thought again about his discussion
garliezr in the week with hig council members about raising
the market fees, and how the discussion had turned into a
h@atcdg and pointless debate about inflation, costg of food
in -town, and a number of other olkd points of contention
amony the members. e decided that this was one fight he
would leave alone for a while. He still had to breal the
news about the cost of the rural cadaster the council had
decided to carry ocubt {(after much debate). He had received a
detter saying that the munleipality would have to pay
several hundred thousand sucres (o obtaln help from DINALC,
and that work probably would not start for six more menths.
By then R&ul would be entering his £inal year as chairman,
and he wasn't sure that the cadaster would ever happen.

His lunch meeting with the workers® representative {and
the union leader, who happened te appear at the café) went
well, after the chairman reminded them both of the law
against oublic 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 Deers
than Raldl usually took at that hour, the pipes of the café
started to guxgle as the water from the repaired main began
to £low again.

By three o'clock Radl was sitting down in his office with
the legal advisor, who in fact counseled Raul on planning,
dealings with Quito agencies, and even some political
matters. By 5:00 they were as satisfied as they could be
¢hat 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
-rece;v;ng the imported transformers, and the various cost
increases each had entailed. It was agreed that the Radl 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
Radl that three council members, the group from the Radical
Liberal Democratic Party, wanted to see him in the council's
meeting room about 2 petition they had received to pave the
streets in Barrio Mario Jesus. The chairmen knew that this
small but growing slum area wags a stronghold of the RLDP,
and that if he didn't find some money £or this, he would

lose the votes of the council on the rural cadaster gquestion.

Ralil 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. "I think I can do something about this,” he said.
"We have some paving blocks left over from the market repair
we did last summer, aund 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 council's grader
down here next week to level the streets.®

Randén 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 thiz town
too, aren’t they? and what's this about community work
crewg. Can't our illustrious public works team get off their
behinds and take care of this one?” .

Radl had known it wouldn't be as easy as he had laid it
cut. It was 9:30 when the meeting f£inally brcke up. The
formula for getting paving done-in the barrio wasn't much
like Ra(l's original proposal, but neither ‘had he c¢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
DEVELOFPMENT

In this section, 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) thu changing f£inancial
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 (3) institutional
linkages between municipalities and local entities, and with
national institutions.

It will be noted that not all factors can be clearly
identified has having either positive or negative effects.
example, the increased transfers of central Funds have rail
the municipalities® awareness of the need for management 3
(providing a ready audience for training and technical
assistonce), while at the same time creating increased
dependence of central funding. The political freedom allowed
since the return to comstitut’'onal government has allewed local
needs to be more freguently expressed, but has also caused
deadlocks within municipal councils.

*
0
121

P
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1. Financial Status, Performance, and Progpects

l.1 Income and Revenues

Municipalities in Bcuador have experienced a financial
bonanza since the mid-1970s. As the table below shows.
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 cesult, the municipal share of public sector income Lall
slightly from 10 pesrcent in 1975 £ 9 percent ‘n 1999,

As Rall walked home past the market square, he sav 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 ané 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.

puring the four years between 1978 and 1981, municipal
income (inclqding local revenues, central goverament
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transfers, and loans) increased each year in amwunts roughly
equal to the whole of the three vearz prior. Total public
gector incowms 4id not increase at the sawe rate, o that the
181 percent inorease in municipald income increased the
‘municipal share of public zeckor revenues to 12 percent.
The aggregate municipal income growth between 1975 and 198)

of 377 percent, when adjusted fox population growth and
rising prices, works out to be 277 percent, atill 2
substantial amount.

Table 3

SELECTED MEASURES OF MUNICIPAL FINANCLS
ECUADOR 1975, 1979, 1981

197% 1379 lagl
Municipal Income '
(millions of sucres) $/2,505.9 5/4,248.8 53/11,953.3
Percent of Total
Governnent Income 108 a% 12%
Per Caplta Incomed 366.9 549,15 8§/ 1,382.8
Constant sucres Per
Capita Income ‘
(1975 sucres) S/ 366.9 s/ 434,74 s/ 881L.88
own Source Constantab
sucres Peg Capita
income s/ 130.0. s/ 135.4 s/ 167.0
Central CGovernment®
Transfer as a Fercent
of Municipal Income 33.8% 43,2% 54%°

21575 Calculated using 1974 population, 1978 population
estimated on base of straight line interpelation between
1974/198). :

National price index Zor 1981 estimaled by agsuming that
prices between June 1980 and June 1981 incrzased st the sSame
rate ag between Dzcembar 1979 and June 1980 {(208.%4) .

CIncludes petro participation 1%73 price index ggtinated
by a3ssuming & price increase between 197% and L9766, Revinues
from unpublished data provided by CONADE. population and
prices; Indice Estadistico




The principal source of increased municipal income was
the dramatic growth in the allccation of petroleum
participation funds. These central transfers grew gradually
from 1975 to 1979 {8/.20 wiliion to €5 million), but in 1880
and 1981 the petro participation transfers to municipalities
jumped to §/.1.4 billion and 3/2.0 billion zespectively. On
the other hand, real per capita income ralsed by “the
municipalities from their own sources increased .y only 20
percent during the 1975 ~ 1981 period, or about &4 percent
per veat. Thus, while the volume of resources channelled to
the municipalities has increased greatly, the munlcipalities
in the aggregate have not mobilized many additional
regources to help increase the level of service they
provide, with a few notable excepticons. This brings the
regult that central goverunmeni transfers as & percent of
lccal income have grown from 34 percent in 1975 to 54
percent in 1981, a clear measure of increasing dependence,
or decreased decentralization.

The S/11.3 billion municipal income from all sources in
1981 can be broken down into three basic categories (based
on data from the Controller General, 1881):

Own BOUECES 20.6 percent
Non=-loan external: 53.1 percent
Borrowings 26,3 percent.

if hoth loan and non-loan sources are combined, less
than 21 percent of total munieipal income in 1981 was
generated from local tax revenues, service charges, income
on asgets, ete. It should be noted that future loan
repayments of the 26 percent bhorrowing could come from
either own sources or nop~ican external transfers., In
either case, the current dependency of municipaltielis on
cenbral sources is large, mnd ag we have seen, ia
ingreasing.

whether this dependency 1s or 1s not & problem depends
on seversl factors. These include {(a) the continuing
availability of central government revenues, (b) the
relative efficiency of national versus local revchnue
colliection, and (¢) one's views on the behavioral virtues
ef gollecting and gpending at the some level of government,
where pesple can see locally-determined results and
benefits of their taxres. , :
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1.2 Expenditures and budgeting

The %able below shows the tzrend from 1075 to 1981 on
the expenditure side of the nrunicipal accounts, based on

CONADS's ﬁinancial gtatistics.
Dable 4
MUNICIPAL BEBYPENDITURES
1975-1981

(Miliions of sucres.w rounded)

1975 1977 1979 - 1981 Percent Change
Current 1,078 1,557 2,168 3,633 +296%

capital 858 1,487 1,602 6,186 +546%

As the table shows, capital expenditures have, after a
history of being nearly eqgual to current expenditures,
taken 2 massive leap to be nearly double the amcunt spent
on current operations. This is directly related to the
fact that cthe increaed central transfers on the income side
which took a significant upswing in 1980, were almost
entirely restricted to investment use, as explained above
in Section 2~3. Durlng the same pericd, CONADE was closely
gerutinizing the current expense biadgets, restricting
salary increases or staff grawth .

Data from the Controller General for 1981 shows that |
the municipalities budgeted 5/14.8 billion for total imcome
and expenditures. As noted above, income amounted to only
8/.11.2 billion, a 23 percent shortfall, of which 54
percent came from external non-loan sources. On the
expenditure side, the shortfall was even greater. Oonly
S/.9.3 billion was actually spent, a 37 percent difference
petween planned and actual pezformance.
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:Phe 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%

Exanple
Expenditures

1. Construc~
tion invest. 74358.9 3,611.1 3,747.8 - =103%

2. Salaries :
& benefits 2,404.7 2,219.5 185.2 =8%

We have selected come example figures in each case
(local taxes and central transfers on the income side, and
congstruction investment as a measure of capital spending
performance, and salaries as a measure of curczent
expenditures) to try to assess possible reasons for the
differences betwaen budgeted finances and actual cutcomes.’
In the area of tax-raising, while the amount ralsed 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, £ell 30
percent below estimates, This could represent optimistic
projection by the municipal budget-markers, but i¢ could
also represent delayed or diminished transfers froem
PONAPAR, 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. &s reported elsewhere, there is considerable shared
responsibility between local and national authorities for
this differencs, given the many agencies and complex steps
involved in plamning and implementing construction projects
at the municlpal level. It is intecesting to note that in
those areas where the central government has the ¢greatest
involvenent ~<in providing income, and in reviewing and
approving investments-~~the greatest shortfalls occur.

1.3 Municipal Revenue

Here, as alsewhere in thiz report, the term revenue is
used as a subset of income, to mean municipal actions to
collect taxes, service fees, and improvenent levies.

Studies condugtad Lo date suagest that there is good
potential te raise ihe amount of income municipalities can
realize from these revenues. This has been shown by
pogitive steps taken in the municipalitisg of Machala (a
coastal cantén of 110,000), Vestanas (a ceastal cantdn of
59.000) Mera (an Amazon cantdn of 4,500) and Salcedo (a
sierra cantén of 45,000}, In thege places, by updating
cadasters, building public understanding of the purposes
and benefits of increased local revenue, setting service
fees at real cost levels, and other measures, revenue
increases have started £o keep pace with other sources of
income., '

Oour ingquiry has found that the greatest obstacles to
increasing the amount of municipal income reallized from
local revenues include:s

"{a) the studies and documentation (registers, maps, etc.)
that zerve as the basis for property taxes, potentially
the largest source of local rewvenue, are outdated,
poorly done, or poorly maintained;

(b) the tax rates, service rates, and improvement levies
are also obsolate, or set at levels that do not equate
wich current costsy and

(¢) tax collection systems, and related records, are
handled haphazardly with cutdated manual procedures,
allowing many tax payers to escape payment.

Aside frowm these technical problems which are‘partly
due to staffing levels and skills, there is a more basic
problem of motivation and political will. With ths
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dramatic rise in central funding of municipal programs and
projects of recent yesars, there is little incentive to
increase taxes. In fact, one part of our analysis
suggested that the less local revenue a municzpdllﬁy
raises, the more central funds provided. And of course,
taxes are never popular, and the municipalities are
political institutions. Mayors, council chalrpersons, and
" council members ¢ften represent different political parties
. and factions, and cannot agree on improving tax collection
or raising rates. In one town, EHsmeraldas, the mayor
maintains that the econonic depression the town is
experiencing makes increased taxation an unfair imposition
on the community. In Ambato, following a major urban
cadastral study and recommended improved property tax rates
and systems, the implementation of the plan wag delayed for
months in a stalemate between the mayosr and the csuncil.
The plan f£inally went into effect, but st 590 pnrcent of the
suggested rates.

l.4 Effects and Prospects

Detailed analysis by our team ¢f both the aggregate
financial picture, and of a sample of 22 municipalities
(small, medium and large, from the three main gu@g:aphmc
regions) shows that the trends described above age
producing results that raise concerns for the future.

Municipalities are relying more on external sources
{both loan and non-loan) £or their incéme. This iz less
true in the coastal region than in the sierra and the
Amazon, and less true of larger mupicipalities than of
medive and small ones but nevertheless, is the general
trend. This has various effects. Pirst, the reliance on
external, rather than local sources, genarally eguates with
agreatly increased investment gpending and slower increases
in current expenditures. It zlso means increassed debt
burden. Henicipalities do use some central transfer funds
to meet current ¢ogts, but thig is in contravention to
general policy of the Eouadorian government, which assumes
that operating costs will be met from local revenues,

. Increased investments, and increased borrowing, imply
future demands on municipal cwn-source income to operate
and maintain new installations facilities and services, and
to repay loang. This will require increased property
taxes, cost-recovery rates for sgervices and other measures-
which are presently difficult for municipalities to pursue,
both technically and politically, as noted earlier. In El
Puyo (Pastaza), -an amazon municipality with a dynamic



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, touvism, and recreation complexes, community
centers, improved drainage and water, a market and civic
center, a bug terminal, and se forth. El Puyo, like other
places of its size, will not have tc worry abouf the future
costs of this building program as long asz-central transfers
and loang keep f£lowing from Quito. But the prospects for
tnis, given Ecuador's economic and f£inancial straits, are
poor. Unless local revenues grow to offset daaling FONAPAR
and petro funds, the debt-hearing capacity of
municipalities will dimipish. Investment programs will
have to be cut, and depending on how sericus the squeeze
becomes, facilities and services may have to be cut back or
ghut down. The choice for the future becomes quite simple
ané stark~--cither raise revenues locally, or cut services.

Ancther 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 stage,
vell enough prepared and coupensated, to parferm all the
pew functions regquired. This topic i to be explored under
the following topics, but it iz a recurrling thene,
suggested by the financial data on budget performance, and
directly and forcefully discussed by every municipal
administrator we interviewed or surveyed. Examples abound
of equipment for which there are not operators or
mechanics, financlal ceporting requirements which cannot be
fulfilied for iack of ataff, and the Like. There will have
to be increased investment in human resources to complement
the drive for ~hysical regources.

Borrowing by municipalities from cfficial agencies suech
as BEDE and FONAPRE does not at present represent a
financial difficulty for municipalitiegs. The terms of the
loans are reasonable, the agencies carefully examine the
financial status of the cantén before making a loan, and
they are willing to-reflinance or medify terms 1f a good
case is made by the mumicipslity. This is not the case
when a municipality borrows funds fozm a foreign private
bank, as did Ambato for a traffic overpass project., Given
the city's revenue probleme 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
unecenomic projects wihiich have to be operated and amortized
cut of other sources, as noted above. BEDE may want Lo
congider conditions on its leansg, 80 that municipalities
are required to set adequate service fees for the use of
BEDBE~-funded facilities.

BENE's loans are now guaranteed by FONAPAR accounts.
Payments on loans are withbeld foy BEDE by the Ministry of
Pinance., “his places BEDE in a risk-free position as long
ap 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 gelf-financing nature of
municipal projects.

Development Planning and Inplenentation

2.1 Role of the Municipality in Development

As defined by the Municipal Code, and summarized in
Section A-L of the study, the municipal xole in development
is currently defined in terms of providing soecial
infrastructure for the urban areas, although manicipal
jurisdictions include significant rural populations in
nearly all cases. The present focus is depioted in Exhibit
1 on the following page. The needs for basic services,
guch as water/sevwer, electricity, and the like, are serious
in nearly all municipelities, & suggested by the typology
in Section R-2.2. Systems for the older central towns afe
in need of renewal, and in many of the newer marginal urban
settlements or built-up rural areas, these facilitles range
between rudimentary and non-existent,

From the vicwpoint of develcpuent technicians in Quito,
the municipal role is to accept central regources for
investment in projects identified as national priorities,
with a rough division of labor with the Provincial Councils
in this page goes Kxhivit 1 providing for the rural
areas~-especially schools, health facilities, and feeder
roads--and the municipalities attending to the urban areas.

To data, the municipalities have not been expected to
take & significant role in providing economic
infrastructure (industrial sites, wholesale markets, and
the like). This has been the cesponsibility of national
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Exhibit 1

ECUADORYAN MUNICIPALITIES:
PRESENT FOCUS

A f‘: Pl TN \‘
Y @ For central wban|

(3 N " (and gmmm"ng,

AROSS e rarginal slus)
- Provision of basic s social
infrastructite and services:
o water/sewar ,0' -/

o electzdolty
& public retall mt.,

o strestpaving/ l:z.mht'ing
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agencies or the private sector. Houging development has
also besen left to private individuals or organizations,
with government incentives geared mainly to middle and
upper-class needs until recently.

Municipal leaders traditicrally have been clected oz
selected from among the business and professlional clssses.
These toun-baszed people saw the focws of wmunicipal 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 aAmerican,
and e¢ven Spanish, history.

There are signs that this concept 18 changing in
Ecuador, as it is elsewhere in Latin America. Council
members and mayors increasingly come from working-class,
organized groups, such as teachers and arivers. Mayors and
cgggcil presidents £rom agricultural backgrounds now hold
office.,

Through them, and £rom the people directly, are coming
demands for extending municipal services both
geogqraphically and functionally, to attend to the poorer
areas,. to respond more to rural needs, to attend to
problems of irrigation, marketing, health vouth and
recreaticn~-programs assumed to be central government
responsibilities, but which do not x@ach effectively all
parts of the countiy.

with the expanded f£inancial resoure avellable to
nunicipalities, expectations have bheen tax%ad that local
government will respond more to local needs,- including
expansion of basic servieces, but also advocaving o
directly pursuing economic growth opportunities. 1In
Bsmeraldas, where port and refinery development produced
little of the expected employment (but & large inpouring of
job-seekers), development of light industry, or
xeestablishment of banana producticn, o create jobs and
oceupy the port, are of higher interest., In Bl Puyo, which
"exports” lumber, hides and field cxops to be processed in
the slerra, there is a desire to create logal proceszing
enterprises to capture the value-zdded. While many mayors
and council pregidents 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.



2.2 National Efforts in Local Planning

As mentioned briefly in Section A-2, the urban
structure of Ecuzdor is changing, with increased population
pressuces on the smaller cities and towns.

As these changes have become more apparent, @ series of
studies of the development problems of secondary cities,
market towns, and other growth poles (like ports) have been
dene, prineipally by the National Development Council
(COMADE) , formerly the National Planning and Coordination
Council (JUNRRLA). With participation of advigors from the
oBS and the UNDP, a number of analyses were done in
1976-77, and again in 1979, which fecused on a wide range
of issues related to local development outside Quito and
Guayagquil. The earlier series were prepared as part Of an
affort called “Bases for the Establishment of a WNational
System of Local Development®, others were part of a
microregional planning activity. and other studies vere
done in preparation for an urban strategy for the 1980-~1984
naticnal development plan.

The urban hievarchy was studied, applying regional
analysis techbnigues. Aagricultural marketing interactions
were studied. Issues of local government £inance and
administrative capacity were analyzed. Sceclo-goonomic
regearch was done on the urban poor in a number of cities.
Shortfalls in housing supply., aveilability of basic
services like potable water, elestric power, schools and
health facilities were identified for most of the towng.

The 1980-84 national plan distilled the following Lrom
this comprehensive studys '

(a} Need for better communication between reglons and
provinces . ‘

(b} Need to reduce the concentrating power of some cltles

(¢) Heed to articulate the roles and production functions
among the c¢ountry's rural areas '

(d) Need to irticulate the rural and urban functiens, via
the provision of services, articulation between
agricultural production and industrial processing, and
improvenents in welfare.

{e) Need to articulate the urban centers, to insure the
adequate provision of services around and in each



center, and to reduce the increasing primacy of Quito
and Guayaquil.

(f) Heed to articulate the use of urban lands, s¢ as to put
inte effect a low=-income housing policy, an industrial
development function, better provision of services,
marketing, etc.

To the evident disappointment of the technicians who
assembled the material at great cost and personal
dedication, the curzent published national plan offers
little in tne way of action plansg and rescurces to address
these problems. What remains, however, is valuable body of
information and ideas £or use when the policy climate is
more receptive, and a group of peovle, most of them s€ill
wozrking in CONADE, who have direct experience with the
analysis, and an active interest in its eventual
application.

During the 1970s CONADE sponsored, or directly
impiemented a number of local development plans. Most of
them empbasize physical planning (land use, zoning, traffic
patterns). Review of a sample of these shows that they are
weiahty, often very academic, and do not show nuch 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.

Bcuador lags behind other Latin American countries in
the application of simplified techunology to the solution of
urban provlems. Technical standards for public works and
private constraction 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 connectionsgy

{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 blecks or stones);

(¢} Housing standards are set at levels which prohibit the
use of local materials and simple technigues which
owners could practice to upgrade or replace their
dwellings; and '



{d) Construction designs and practices appropriate to one
part of the country =-- often the Sierra-- are
recompended by experts without adaptation to different
regions with their distinctive climates, materials, and
conditions.

All of this means that if the experts® plans and
standazds are adhered to by local auvthorities, the
investment funds cover less area and fewer paople, have
"less effect on local economies {(employment of local labor
and mataerials)., and seldom reach to the people most in
need. Municipal admninistrators who want to experiment with
lowezr=cost, simplified methods are denied approval by
technical agencies or sxpaertz, or opposed by town leaders
who want only the latest and the "best” technology.

2.3 Local Blanning of Development

Planning units are scarce in Ecuvadorian
municipalities.. The inaugural meeting of the Association
of Municipal Planners, held last spring in Ambato, brought
togetner ten of the fourteen fulltime muniecipal planners in
the country, all lecated in provincial capitals. In
smaller places like Salcedo and El Puyo, the planning
function is lecated In the public works department. The
staff obeys the priorities of that unit, largely focussed
on atreet 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 cantdn. The maps
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
decisgiong of the municipalities.

Rural development planning, te the extent that it is
done by nunicipalities rather than the Ministry of
Agriculiure or provincial officials, is really
project-by-proiect responses to demands from the rural
parishes for basic services like water supply and
electricity. Since there ls no formal representation of
rural parish lsaders on the municipal councils, munieipal
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 parct because of
the pressures they are facing from in-migration, and
because of urgings of national planners and technical
agencies. A UNDP project in thils area was cancelled when a
nunber of local plans were in draft form. The studies have
not bezen shared with local people or completed.
Municipalities £ind that their project-by-project plans are
being questioned by higher levels in CONADE and elsswhere,
who reguire 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 lewvel, other than by
hiring young gradvates of one of the architecture/urbanism
faculties.

Development planning also has a pol.tical dimension.
Leng-~range, comprehensive development plans may be seen as
threatening te local politicians, who f£ear that a plan will
take away heir discretion to responé to special needs of
comnunities. They gain credit by providing them with
small, but visible projecis like lighting a street,
installing sidewalks, or putting in a drein pipe. Or they
may want to care of their own special interests through the
erection of monuments of one kind or -another. I£ 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
councll approvai. .

As in the case of improving local revenues, the effort
to improve local planning will reqguire elements of
community education and participation in decisions, and
perhaps a simplification of methodology.

2.4 Proiject Planning and Exccutlon

Froject 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 countrica. These problems are caused by
a number of factors, some of themn occurring at the
municipal level, and others at the intermsdiate and
natlonal levels. '

Most municipalities lack fullitime staff with skills in
planning, as we have observed. The tachnical and f£inancial
studies required by funding agencies are rigorous, and must
pass review by a number of central entitiesz. The result is



that most municipalities contract for technical studies
with entities such as IEOS or INZCEL (who may do the work,
but more likely will conbtract witik a consultant}, or
directly with consultrzanis, professcrs, or ¢graduate
students. Freguently fhe municipalaty finds out dusing
construction that, due Lo its own lack 0f experiise in
reviewing the contractor’s work, the atudy was not thorough
or accurate, or the design was faulty. Future operating
and waintenance systens and costg may not have bkeen spelled
ocut.

s
[}

Onge the documentation for a project to be funded out
of central transfers or a BEDE 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 weeka, buk it genzrally takes
months. BEDE, for exauple, has over 400 projects in the
process of revised planning, review, or pending wilh other
central agencies,

Once the approvals are obtsined, the municipality may
carry-out the project by direct contract, or by having the
technical agency do the contracting and oversesz the worke.
As municipal projects have Loeoms wore nNUARres and
complex, this ig straining their limited staff and
technical ability. Smaller municipalities way recelve no
responses te an invitation for blds on construction. They
then have to repeat the process.

Once the construction begins, the municipality must
supervise the work, ¢heck and pass along the invoices to
obtain progress payments, and keep the acgounts aceording
to reguired accounting standards. If payments from the
central funding agency ars not provided promptly, work may
have to be stopped 1£ the municipality doesn't have cother
funds ¢o keep the contractor golng. The project may also
be affected by shortages of materials oz ejuipment, daelays
by the @ontracteor, labor problems, or bad weather. If the
implementation has been undertaken by an agency such as
IEOS, whose provincial staifs are underpaid, spread too
thin, and who have little operating authority, the
runicipality’s problems and project delays, may be
compounded.

Many lessons have been learned, as recounted to us by
municipal authorities. As the pace of investment has
increased, local officials have learnad to appreciate the
kinds of skills they need con their own staffs, how to work
with (or awsund) central agencies, how to supervise
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consultants to assure quality work, and how to manage
funds. Mistakes have been nade, sometimes costly ones, and
many projects stand incomplete, or in need of redesiarn.
viunicipalities are often critized for their inabili - e
utilize in & tinely and effective manner the investment
funds available to them, but the history of recent years
shows poerhaps that they have dons remarkably well, given
cheir Limited human rasources, the complexitles involved,
and an almost complete lack ©f training or technical
agsistance. The sxperience has certainly raised
consclonsness at loecal provincial, and mational levels
abouwi the nsed for training and technical assistance, and a
growing awvardness of the need for simzlification or
reduccion of the many, often duplicative review and
approval steps. Provincial-level offices of national
agencies may have to be strengthened, including increased
avthority for purchasing, in order to he more zesponsive to
wunicipal naeds.

Delivery of Basic Services

This refers to the om going financing, operation, and
maintenance of water systems, solid waste systems,
electrical systems (where they are not part of the national
network), slauvghterhouses, and of recreation or community
centers or other faecilitles, once the investment
construction phase has passed. nNearly all of these
services are operated on a subsidized basis. The 13
municipal enterprises which are run as separate entities,
and whose f£inancial performance is reported by tlhe
Controller General, show the same outcome as with the
municipalities as a whole. Both income and expenditures
(particularly on capital expenditures) are overestimated.
There is a heavy dependence on central or local transfers.

Sexvices which are managed witnin the municipality
genarally have no basis for estimating the true cost
{operation, maintenance, debt servicing, losses due to
unauthorized use) of delivering the service, Water or
other services rates are set arbitrarily, and generally at
a politically acceptable low level, if they ~re charged for
at all. In many municipalities, users of services zre
expaected %o come to the town hall to voluntarlily make their
payments. If a property changes owners, the new occupants
may use the service for months before the municipality.
takes note and requests payment. Cost estimates are
difficult to obiain because different services {trash,
street maintenance or paving) may use the same vehicles,
equipmant, and workforce in many small towns.
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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:wmine what teal rates should
be. They are seeking crganizat'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 wi ich agency or other
organization can provide thig kind of assistance.

Management and Administrative Capaeity

A municipality is like any other organization--it must
have goals, means of reaching those gocals, function within
a certain style and method ¢f 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 £ron observation of
interactions among staffs, commencs made by employees and
citizens, and examination ¢f records.

Municipalities are, on the whole, Righly centralized
around the mayor or council president. People who have
business with the municipality go £irst 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 cerzemonial activities outside the office,
buginess often is delayved. ALl matters involving
personnel, and most involving expenditures of funds,
require the mavor or council president’s signature.
wWhether 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 comaunication patterns are
more often to and from the mayor to different units, rather
than acrosz units. Coordination among such interrelated
functions as financial planring, developnent plans, tax
collections, insurance of bkuilding 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 c¢losely 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. 1In 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 Amazon Municipalities to set up training
courses, and has sent mechanics for advanced training,
accountants to Controller Gesneral coursss, and so forth.

In Ambato, the personnel director is implanting ideas of
teamwork within and ameng departments, and hopes to have a
training person added to his departwment. %These are the
barest beginnings of improved personnel management.

Not surprisingly, even in the larger municipalities,
records are maintained by hand, whether of accounts,
property, taxes, service rates, personnel records, etc.
Files and reccords are maintained on open shelves, sometimes
for decades. : '

Until recently, 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. HNow that more freedom has been permitted
in this ar=a, some municipalities are moving to raise
salaries to attract better-trained, fulltime 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 peogle coming from largexr towns where there on .
more conforts, better schools, entertainment, and the like.

Institutional Linkages

As we have "seen, the nunicipalities® decisions and
actions are heavily influenced by local forces; and by a
host of national institutions. Segtion 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 worlk out in practice, and
the trends and changes that are cccuring.

5.1 Local Institutional Relationships

The comments which follow, about municipal
relationships with labor unions, private sector groups,



political pa ties, provincial governments and regional
development entities, are impressions deserving Zurther
ingquiry.

Labor unions are showing strength at the local level.
Pirst, within the municipalities themselves, in many
instances the blue-collar lahor force works under & union
contract, As reported by several local officials, this has
raised the compensacion (salary and benefits combined) of
street cleaners, water supply workers, ete. 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® uvnion {(UNE) and the National Federation of
Professional Drivers (FNChPE). MNotably, teachers and .
drivers (of cabs, buses, and trucks) are predominant on the
municipal councils, having replaced many of the
buginessmen, lawyers, architects and engineers who
historically made up the council memberships. The effects
of this change would be worth further investigation, but
our impression 1s that posgibly a more populist view of the
municipal role is beiny 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 1s working
closely with the municipality in a cawpaign to bring more
business and employment to the city, and more activity to
the new, underutilized port. In Ambatc, which hasz 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 (paving and lighting commercial districts
etc.), and soclal needs later, it would be worthwhile to |
follow developments in a few municipalities to see how this
changes, and how business-munic¢ipal relations evolve.

Political parties (or movements) have fleourished since
1979, with about 15 operating nationally or reglonally at
any given time, as alliances are made,; or groups gplit into
factions. Under the reformed Municigal 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
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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.

Thesz problems may be more acute at the moment, given
the upcoming election, and sharply differing viewpoints
about the country‘'s serious economic sgueeze 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 meney,
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
“ocordinate 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) t¢o the benefit of the provincial or municipal
interests. Some of this iz ascribed to party politics
which interfere with maycr-prefect cooperation; and to the
limited authority of provincial heads of national agency
offices. Municipal officials most frequently £ind 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
genesally 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 municipzlities' capacity to plan and execute
development activities themselves.

5.2 Obstacles to Municipal Development

The principal obstacles to strengthening the
development role of municipalities in Ecuador take several
forms--attitudinal., kehavioral, procedural, and legal.
These obstacles are not gtatic, but changing, nor are they
totally blocking many of the positive things that are
happening. They must be reccgnized as part of the real
background, however, and approached in a purposeful, steady
way over a long-term time frame.

Centralismo, Experiismo, 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 that set of 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-audait is the prevailing mode, trying to
prevent trouble (misguided priorities, misspent money,
padly drawn contracts) before it happens. The problem with
this, aside from the delays and c¢onflicts it ~reates in
local administration, is that the central officials, by
their own admission, doesn't have the staff, the local
knowledge, or the time and mcney to coentrol effectively,
thoroughly, and wisely £rom ‘e centel.

Centralismo, as symbolized vy the $/.50,000 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, the 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 .o local 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. Ancther
was building school houses in the Oriente using highlands
materials and designs. HMayors are local people with access
to local wigsdom of which they arz proud. They want to see
iocal materials and labor employed, and they want their
investment funds to go as far a possible.

Lack of coanfidence was a term used by Ecuadorians to
explein a number of behaviors. It refers to (a) lack of
confidence, faith, or trust in one's fellow man's abllities
or honesty, and (b) lack of confidernce in one's own
_abilities to f£ind 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 anothexr, are not shared easily
if at all. Offires 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 te 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 cuickiy truly decentralized development
can take place. Feople can learn to trust themselves and
each other more (outside the traditional ring eof confianza
of the family, gompadres, and political groups}, through
certain kinds of training activities focussed on task
accomplishment. If a consistent philosophy of training,
which emphasizes confidence-building, can be woven through
the institutiona2l development process in local developaent
here, it may help over time to chip away at the centralismo
and the expertismo. :

A good way to get an interview with a2 mayor or chairman
off to a lively start is to ask him about his opinion of,
- and experience with, the autonomy conferred on municipal
gov:i~nment by the Municipal Code. The law contains
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specific prohibitions against interference in municipal
affairs by state agenciles, including:

(a) removal of any municipal cfficialy '

(b} overriding, changing, or suspending local ordinances,
regulations, resclutions, or agreementss

(c) impeding the execution of projects or plans of local
avthorities;

(4) deopriving the munieipality of any of its income without
replacing it with another source of equal amount; and

(e) depriving the municipality of itz property without its
agreement and appropriate payment.

There are additional provisions of Chapter III, Article
17, but thegse 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 staff, they are
nominally yiven protection against interference by other
goverment auvthorities.

in practice, mayors and council chalrmen perceive their
autonomy as extremely limited. Additionally, in 1981, a
national-level dispute arcse between the Asgociation of
Municipalities and the Controller General regarding the
question of whether elected municipal officials (mayors,
chairmen, and council members) are “"public sectvants”
gsubject to fines and even removal. Thisz aros. in the
context of the Controller General's investigation of
irregularities in municipal contracting in Guayagulil, and
his imposition of fines on electad officals of that city.
The Contreoller General recommended that the Guayagquil mayor
and one of the council membersg be removed £rom 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 ag Presldent
of the Association. It intrudes into the everyday business
of local budgeting, and fimancial flows, project planning
. and execution, staffing and technical capacity. It is done
. in the name of national developwent planning in most cases,
but results from a number of other factors s well including

the attitudes discussed above.

The most frequently mentiocned and resented instruction
is the control exercised by the public finance branch of
COMNADE in its exercise of a dictamen on all municipal
budget. A dictamen is a judyement, an opinion, or advice,
and ir 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/fapproval function
over all aspects of municipal budgets, including purely
local investments using local funds (a new cenetery for
Ambato, for instance), and has exercised oversight of the
civil service and national budget law, questicning salaries
and staffing levels during a time when all municipalities
saw themselves (and were critlcized) as being short=-staffed
and lacking talent. As noted, CONADE can, by its
questioning, delay execution of the budget, and can even
immobilize central tansfers. :

Local officials contacted during this study understecod
in theory CONADE's role in following up the priorities of
the natiocnal 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 plans and
budgets, and (¢) control and criticisms, rather than help
in producing batter plans and budgets.

The actions of national technical agencies,
particularly IEOS 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
{(incompleta, technically inaccurate);

{b) Studies done independently by municipalities' own
consultants were regarded by the techaical agenciss 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
witi municipal funds (loans, central transfers, or
others) were left incomplete.

The municipal officials' reaction is that often the
acencies 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
requlated as though they were, extensions of central
government authority to the local level.

On the following page is a graphiec (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 £ind Quito confuging, and the
central officials regard the municipalities as chaotic.

5.3 Support f£for Municipal Development:

Each of the agencies cited in Section A-3 has an
eiisting or potential role to play in the strengthening of
nunicipal 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
understatfed 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 regicnal or provincial units. The
Association of Municipalities®' two technical assistance
staff membars (the Bcuadorian 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 Ecuadorien association.

On the following page iz a chart of the organizations
which currently or putentially 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 lg a zecent interest.

This gives them an advantage, in terms of atarting sut with
a relatively clean slate. Others, like CONADE, the
Controller General, or the Ministry of Finance, have
established relationships, which are permeated with
attitudes of centralismo, expertismo, 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.z3s of the municipalities, and the degree to which
central agencies and other orygyanizations 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
serjously. At tb2 same time, they support the idea of
providing technicwzl 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
that. They feel that there should be a leading role for
CONADE in any technical assistance program that is
gtarted. This is5 because COHADE's staff has years of
experience and "knows the municipalities® problems batter
than they do themselves.® It will take 2 significant
change in mind-get, resources, and role for this ofifice to
take on a supportive assistance role. given the history and
attitude of control of CONRDE.

The courses provided by the Controller General's office
have been attendad by municipal financial staffs, and they
report that these were helpful to them. The trailning unit
plans 45 courses this year for public sector people, in the
areas of basic laws, accounting, auditing, and project
controls. :

whe Tnatitute of Administrative Studies (IEA) is
connected with the Faculty of Administration of the Central
University. The IBEA has & £ulltime staff of 10-12
professors and four students, plus support staff. They
have experience in satting up training courses and
technical assistance in administrative matters, working
closely with client agencies. They have particular
experience in accounting, budgeting, and taxation.
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Institution

(DNADE,

Ministry of
Goverrsent

Ministry of
Finance

troller
General

Eocuadorian
Davelopmont

" Bank (BEORE)

- EXHIBIT 3

INSTITUTIONS RELATED T0
MIRICIPAL ADMINISTRATION

Departamentsés}

Kegicnal & Ucgban
Studies Div.
Public Fiscal ro-
licy & Coordina-
tion Division

Sectiocnal Affairs
Directorate

Dishugsement
Sec;tion

Various, piue
Training Dept.

Varicus = nev
technical asst.
unit

Brief descrigtion of Rela-
tionship to buricisslities

Resources

CONADE, as development planning and
cocovdination agency. establishes prio-
rities for projects, raviews and opi-
pes on manicipsl budosts and their chan-
ges and gives lmited tecunical assist-
ance.

Coordinates relations bebween munic.:
counciis and central governnent. Agpro-
v2s or rejects transfers of assats, acts
as judce in expropriations, approves
creation cf parishes, and appraves ta-
giffs and taxes.

Moprovas and supervises the transfers
of funds Erom centrai gevernment to
sanicipalities {(FGAPAR, Petroleum Fund
two percent cf government Hudget, elc.)

Undertakes szpeciel, operations and fi-
nancial awiits of municipalities based
on budgets passed by (CNADE. Provides
technical courzses in accounting and
augiting.

Makes loans to municipalities (amorg
other entities}, receiving payments
throush FUNAPAR

8 professionals for
budget review, plus
technicians in other
divisions.

10 employees, 2 pro-~
fessional. Uses po~
wer to intervene in
cases of cor.flict.

Oonsiderable influen-
ce over funds flow

Judges cases involv-
ing mismanagement of
funds. Strong train-
ing cperation.

Excess of uncommitt-
ed funds. Suffi-
cient parsonnel.

Chservations
attitudes

Minicipalities consider
CONADE budget review &
nocessary evil, and some
see it as undercutting
cipal autononw.

Municipalities don't men-
tion. Given limited staff
exercises duties routinely.

Ministcy believes it should
exercise more control over
mmicipalities, while they
see its actions as inter-
ference with autonony.

Conmands respect, and some
fear among mnicipalities.

Coatrands respect, and some
fear, among mmnicipalities.

'
wn
w

?
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Institution Departaments(s)
National Urban Daveloament
Preinvestment Programming Ooord.

Fund (FONAPRE) Financial Admin.

National
Cadaster
Directorate
DINAC

Technical Assist-
ance Unit

Association
.of Municipa-
lities.

Consortio of
JMunicipalities

Natichal
Institute of
Sanitary wvork

INSTLIUTIONS RELATED T

MIRVICIPAL ALMINISTRATION

Brief description of Rela-
tionship to Municipalities

Resources

Observations
Attitudes

Provides loans and technical assistance
for preinvestment stixlies.

Carried out cadasters for rural ateas of
municipalities, axd prepares receipts.

w2presents interests of municipalities
btefore naticnal bodies, bolds an annual
assembly. Recently started a project
with IUIA for a center for Latin America
in assistance to local govermments.

Represents Interests of groups of
municipalicies. Pmazon group active,
with office in Quito to follow burea-
cratic procecures for municipalities,
provide information, etc.

Ey law charged with authorizing all
sanitary works. Up to now has planned
built, supervised, and managed projects.
Seeking to limit its role.

Small, high-quality
staff, inciuding
ex-municipalities

Limited staff, equip~
ment and funds.
Methods cculd be
improved.

Three professionals.
Receives .1 percent
of municipal income
as dues.

Amazon group: 5
erployees, 2 profes—
sional, and S/.7000
per month cor ma-

nicipality

Has some funds, and
power of approval of
projects.

Municipalities finds its
procedures demarding.

Municipalities satisfied
with services, though some
find them expensive.

Many municipalities know it
only through annual assem-
blies. Som2 believe it
serves only provincial cap-
itals needs. Association
seeking to broaden role.

Seeking to =xpand role into
organizing training, tech--
nical assistance.

Widespread bad reputation
with municipalities, for
wnom water/sewer is one of
top priorities.
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Institution

mEtamentss:[
Regional

Develogment
Entities

Provincial
Councils

Governors

Central
University

Faculty of M-
ministration/
Institute of
IAministrative
Studies (1EA)

Central
Arecican
Business
Management
Institate
{INCAE)

INSTITUTIONS RELATED TO
MUNICIPAL 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 regiomal nature.
May cduplicate some municipal functions.

More recent than municipalities. Func-
tions vary, but most concentrate on roads
and schools, using central furxis. Code
is similar to Municipal Code. Elected
Council and executive (prefect).

Named by the President. Maintain civil
registers, control police, and carry out
political duties. Sponsor some projects
with special funds.

Oould provide technical assistance
to municipalities. Has given some
courses and technical support programs.

Recently opensd unit in Ecuador. Could
provide top manegement training assist-
arce. Similar experience in other
countries.

Resources

Some have good ech-
nical staffs and am~
ple central govern-
mant funds.

Good equipment and
some good techni-
cinal, ample central
funds.

Folitical power, -
plus spscial proj-
ect funds.

‘12 professionals

plus other profes-
sors. Some funds.

2 professionals in
Ecuador, access to
strong team from
outside. Trairing
materials on manage-
ment. )

Cbservations
Attitudes

#unicipalities see them as
useful resources. Some RDES-
express interest in working
more with rnicigalities.

Some have poor relations with
municipalities for political
reasons, while others work
closely with local government.

Litzle reiationship with
menicipalities, and some
political compatition.

wWilling to cooperate.

Interest in .cooperating.

-tg-
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The Ministry of Finance's Disbursements Section, which
hardles FONAPAR, has receatly begun to offer courses in
budget adminigtration 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 ra2gulations. 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 Planning

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 scemed understanding of the difficulties
faced by local adainistrators. 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 cpposition 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 wiith UNDP and OAS regional
planners, including a set of guidelines for 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
nmore municipalities than have 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 asgist
municipalities in planning. In their view, the Asscciation
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.



In many respects, CONADE is the vight place to turn for
planning assistance, for the reasons they put forth. ©On
the other hand, they are wedded te 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
‘nterested 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 reole in transferring
planning skills to the nunicipalities. The impression is
that they work on their own, according to CONADE
principles. However, as part cof 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 instituticn. 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 plang. 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 wich 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 systemn;

(b) funding of “he projects, not their plarning, nor their
execution or subseguent management, are the concerns of
BEDE now, meaning that little skilli or learning is :
peing 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 tre tax base and employment possibilities
along with the improved 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
jts 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 bank way
of looking at situation.

FONAPRE lends money for studies. Currently a team from
Clark University's cooperative agreement on rural-urban
' linkages is working with FOMAPRE to sketch out a pilot
effort to work with selected municipalities on planning
which would lead to some market town, service-center
development. FOMNAPRE 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 CONADE, and its
approaches o planning and project design are heavily
influenced by large-scale infrastructure planning, tather
than simplified approaches appropriate to municipalities.
It is also a funding organization, like BEDE, that is
having great difficulty in placing its funds, particularly
at thc municipal level. 1Its 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,
w?ether the study locan is for S/1. million or S/100.
miliion.

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-cost 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 comprenensive 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
£ind common ground among them, and reduce the amount of
shopping around that municipalities have to do to find
help, 't might be necessatry to convene an interagency group
on this topic for a structured working session. The
objective would be to £ind out if there is a planning
approach that can be tested that is (a) less elaborate (in
terns 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
pPlanning (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, statff shortages,
etc., within the agencies. Pormal 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 neceded 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 ocf the various firms and individuals who have
worked with municipal project development.

In particular, it appears that the economic, financial,
and mapagement parts of project plans need strengthening,
go that the 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
congtruction components, but weak or incomplete in the
areas cited above.

General Management and Administration, Including
Service Delivery

There is & clearly established need to improve the
general management and administrative skills of municipal
administrators, starting with the mayors, couricil
presidents, and councilpersong. 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 techmiques 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 alcng these lines have
started between INCAE and FONAPRE. The IULA Chapter, and
tne IEA might also bz valuable resources for this. The
challenge will be to adopt 2 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.

Summary of Factors 3nd Trends

One statemeat can be made with assurance, that the
municipal role in Ecuador’s public sector administration
and development pregrams is in the midst of a period of
rapid change. #&and the likelihocod is that this will
continue into the 1980s. The key factors impinging on this
change are:

(a) The pressure of urbanlzatian, and its Lesulting
shortfalls in basic services, and demands on local
governments have created, since the 1970s, a growing
avareness of the need to strengthen local government.

{(b) As a consequence of (a) large increases in central
government transfers, beginning in 1980, <reated
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. :

(¢) With the growing expectations, and important new tasks
to be performed and resoucces 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 cleax.

(d) The days of Ecuador's reliance on a seauence of booms
(banana, coffee, cacao, tihan 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 autaorities 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) Pinally, 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. PROGNOSIS AND RECOMMENDATIONS

In this final section, a number of topics are taken
up. First are some ideas about the concept of municipal
development, its internal linkages and a view of the future,
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 Covernmment 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 instituticnal improvements
and of the specific programs and projects. 1In 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
developnent, and depicted in the next graphic (Exhibit 5).
Here, Lxhibit 1 presented in Section A is compared with an
alternative view in which rural-ugban linkages are
addressed by municipalities, to the mutual benefit of
townspeople and rural dwellers. It ig difficult to predict
how real or immediate this broader vision ig in Ecuador. A
lot of work needs to be done to increase the effectiveness
of the municipalities within the limited frameworx 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 weat beyond the conventional functions and activities.

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 Bark and
the IADB, as well as USAID, is not necessarily pased 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 VWorld Bank's
decision to require the city of Guayaquil to implement a
new cadaster and other administrative improvement as
preconditions for a major slum housing/community
improvement project there.

A major unpredictable factor for the future of local
development is the upcoming election, and thie position of
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THE CYCLE OF MUNICIPAL DEVELOPMENT
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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) cheir
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.

Egqually important will be the outcome of lecal -
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 ar:as. If more conservative forces prevail,
there could be a move back to the more narrow view of
municipal activity.

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 1s 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 sgpecific, 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.

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
fMunicipalities 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 eliminezted 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 detisions 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 essentieal 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.
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{e) The idea of an Institute of Municipal Development was
raised in the mid-1970s, and was discarded at that
time. It may be time to examine this idea again.
while the idea of creating yet ancther bureaucracy in
puito 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 zomponent 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 tupics 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.

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
citiesy 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. PReading from the center
toward the top provides possible answers to the gquestion
"why do it?", with the response "in order to...". Reading
from the 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. Encouiage 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 gquestion
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 erncouraged 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)

(b)

(c)

To reach a deeper understanding of local, non-govern-
mental perceptions 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;

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

To establiish a typology of municipalities (and other
subnaticnal entities), in order to identify different
needs and potentials for development, and the related
approachas required.



