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EXECUTIVE SUMMARY

The tragic aspect of Ecuador's development process over most of the past two
decades has been the country's irzability to capitalize on the prolonged
oroscerity which accompanied its emergence as a petroleum exporter. Even if
cetraoleum prices were to rebound, Ecuador would still be faced with serious
structural and instituticnal impediments to broad-based eccnocmic expansion acd

to the narrowing of the sharp divisions in incomes and access to productive

employment and social services among its population.

Unlike many Latia American countries, Ecuador enjoys a generous natural
resource base and domestic tranquility which provide the country with a
relatively favorable environment for handling its structural problems --
assuming it can muster the necessary political will and commitment. Despite
the recession it is struggling tc leave behind, there is some optimism for the
future. The development of this (DSS coincides with the advent of a new
demoﬁratically-elected government, thus providing a timely opportunity for AID
and the GOE jointly to review development priorities and to agree on areas for

collaboration over the next four years.

»

The immediate challenge faced by the Borja administration, which assumed power
on August 10, 1988, is to stabilize an economy racked by unprecedented
inflation, a massive fiscal deficit, increasing debt arrears and negative
foreign exchange reservas. This situation, coﬁpled with stagmation in the

non-petroleum sectors, has sericusly affectsd incomes, productive employment



mportuaities and the extension of basic social services to the najority of

(9]

5 populaticn living at the margian. The incidence of poverty is
substantial and the cost of stabilization acd readjustment, at least durizg
its inirtial stages, will fall heavily oa disadvantaged segmezts of the
populatica. Such circumstances heighten growing social unrest and undermirne
the country's ability to deter narcotics trafficking and the relaced

corruption atherwise endemic to the Andean region.

The package of emergency economic measuras adopted by the new govermment

-
-

represents a pragmatic first step towards stabilization azd, if the thrust o
these';easures is maintained, the macroecomomic cutlock for 1989 will hbe
moderately optimistic. To assist Ecuador to achieve economic stabilization
over the short-run (geal number one), AID's policy dialogue efforts will focus
on the interdependent management of key macroeconomic issues such as ths
reduction of inflation and the fiscal deficit, maintenance of rational
interest rate and exchange rate structures, reduction of subsidies

{principally fuel and wheat), and resumption of serious discussions with the

international bamking community om Ecuador's debt service situation.

Ecuador must look beyond the stabilization process, however, and begin now to
respond to fundamental development problems in macro as well as sector policy
formulation, technology transfer and institutional restructuring. Thus, the
second goal of AID's strategy is to encourage the adoption of éoliciea whiéh

will stimulate self-sustaining economic growth and greater productive .

employment opportunities (especially in agriculture and small business)
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necessary %0 broaden access to basic housing and urban infrastructure, child
survival, family planniag and educartion services. Withcut growth, the sharo

income disparities will widen and the cycle of poverty will continue.

A wider sharing of the berefits of growth is the third goal of the USAID
strategy. But, in this area as well, it is iacunbernt upon the GCE to avoid
conceatratiag sclely on the short-term social cest of readjustment.
Strengthening delivery of services and greater investment ia the well-feing
and development of the naticn's human capital regquire long-term solutions, not
stop-gap measures. Non-petroleum revenues must be generatéd on a larger scale
to finance rneeded public services, and iastitutional strengthemizg must agccur
to improve efficiency and mobilize the nation's human and infrastructure

resources 30 as to best implement priority interventions.

Key to accomplishing this strategy is fostering a constructive workizng
partoership with the GOE, elected local officials, the private sector and the
PVO community based on a shared commitment to address the priority development
constraints identified. The Mission is encouraged by the cooperative spirit
and coincidence of views on a number of development issues which has emerged
with the Borja administration. Yet, while there is substantial agreement,
there also exists a large policy agenda which has not yet been fully eugaged.
The modest AID funding levels expected for the CDSS planning horizoa dictate a
much more focussed approach than has been the case for the Mission portfolio

in the recent past. Resource levels will not necessarily limit the



= of the AID program, however, The Mission's exgerience and track record
at -he sactor level have permitted access to acd izfluence with policy-makers
eyozd what the portfolio size would lead one to expect. The crhallenge facin
AID is to capitalize on the very cositive relations which exist with the zew
jovercmezt in order to maximize the impact of its development assistance zand
nelp Zcuador redirect its future growth tcward a more equitable shariang c¢f

weh's Lenefits durizg a crieical juacture in its hRistorsy.
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I. OVERVIZW QF THE SNVIROUMENT TCR TSVITLOEMENT

Cver the next four years, the Borja administration faces a severe firancial
crisis as well as a series of structural, institutional aad political
impediments to the achievement of broad-Lased, self-sustaiaing econocmic
davelzrment, Despite Ecuador's strong growth over the past gquarter-century
isecord only to Brazil amosng the major Latin Americaa countries), due maialy
to its 137Q's oil boom, sharp declines in per capita income have been
registered in recent years. while GDP per capita in cormstaat prices grew over
350 percent between 1960 and 1987, the 1980-87 périod actually witnessed a
decline of 33.5 percenc.l/ GOP per capita, expressed in coastant U.S.
dollars, increased from $213 in 1960, to §613 ian 1975, to §1,445 in 1980. By
19B5 it had declined to $£1,268 and to $960 in 1987. For 1988, due to the
persistent devaluation and slow GDP growth, the per capita level will remain

below $1,000 and become approximately equivalent to that for 1977.

Since the early 1980s, the employment situatiop has also deteriorated. New
opportunities for employment slowed as the growth of petroleum revenues
stopped, inflation accelerated, and overall ecomomic growth decreased from an
average annual rate of 4.5 percent during the 1970s to an average of 1.2
percent between 1980 and 1988. The high population growth rate (2.8 percent

per annum) has thus outpaced economic growth during this decade and will

continue to do so over the medium term. The combination of rural-to-urban

migration and the increased participation of women and young people in the

labor force will coatinue to place severe pressures for employment generation

A/Source: Central Bank of Ecuador National Accounts.



on Zcuador’'s urbaa economies ia particular thrsugh the turn of the century.
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serca2at to healch servizes. Zcuador's iznfant mertality rate is aSout elgh:
times higher thap in the Uanited States. Malpourishment is common amorg
al children l2ave scheool by the ezrd

infants, while more than -wo-thirds af rTur

of the fourth grade.

It is now widely recognized that Ecuador's development strategy during the oil
Doom contributed directly to the stagnation of output ia beth the izdustrial
and agricultural sectors of the econocmy. Aspects of that strategy which
impeded@ employment generaticn and led to structural deficiencies limiting
growth included:

1) a good part of ocil-generated revenues was used to increase public sector
employment and for.consumption subsidies, iancluding food and fuel., rather than

being channeled into productive investments. Considerable infrastructure was

created, but it has not generated direct or indirect output proportionate to

its cost,

2) the real exchange rate appreciated significantly., which created

disincentives for production of agricultural and industrial exports.
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3) industrial protectionism was used to foster import-substitutizng
mazufacturizg preduction for the domestic market. Policies that protectad
irefficient manufacturirqg industries criented to the domestic market have also
linited the growth in agriculture azd export-oriesnted manufacturizg

raduction., Since the latter are more lakor-intensive than the former,

3!
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mployment jeneration has suffered,

4) fizancial marxet policies, izcludizg contrslled low izterest ratas and
selective credit allocations, reduced the cost of capital and eacouraged
ctapital-intepnsive producticn, and lowered dcocrmestic saviogs generatiom.

5} minimum-wage and other labor protection policies benefitted workers with
formal-sector jobs but discouraged job creation, especially for young and
unskilled workers and women.

6) govermment regulatiorns and restrictiors created an anti-export bias and
impeded growth along a path that would continoually shift employment to

production activities with higher levels of worker productivity.

The foreign debt was axpanded and borrowing while the sucre was overvalued
meant particularly heavy future debt service obligations. Also, public sector

finances were allowed to become overly dependent on petrolewn. As long as the
price of petroleum remained above $25/barrel, the problems were manageable
but, at current prices, oil revenues are insufficient to pay for all the
bepefits previously available. Each one dollar drop in the price of a barrel

of 0il represents about a 0.8 percent of GDP decline in public sector revenues.

The GOB policies which accompanied the oil boom contributed sigmificantly to

the decline in agriculture's share of GDP from 25 pesrcent in 1970 to 14.3



percent on average during 1981-83. EZxzcept for the favorable respoense to

i~zrzwad golicles iz the sectsr svar zhe past four y=ars, agriculnural
ger-capita GLUP has stagpated since the 1950s. Zcuader is well-2zdowed with
23ricultural resources that are anot seing fully utilized., Yiells are low

relative to those achisved by ceighbering cguntries, acnd also to
Tesults ia Zcuador. ‘Low wages and iacomes la rural areas azd the low

sroducrnivicy of labor in agriszultare are scrazg icdicators of an 2xc2ss sugply

lil-conceived macro-economic and industrial policies have lad to stagnation of
manufacturing output as well. The growth rate for the 1382~87 zerisd was -3.1
cercent, 2and mapufacturinog’s share of TP f£a211 frzom 19.1 zercent ia 1332 to

16.9 percent in 1986, GCE policies have also led to a situation ia which

manufacturiag is not concentrated ian those subsectors for which Zcuador has a

cemparative advantage.

As the Borja administration took office, Ecuador's ecomomy faced a state of
near-crisis, The inflation rate (63 percent for the year ended August 31 --
very high by historical standards) was accelerating and the value of the sucre

on the foreign exchange market was falling (the sucre fell approximately 114

percent during the first six months of 1988). Political uncertainties related

to the presidential elections contributed to increased capital flight and
negotiations to reschedule Ecuador's debt to international commercial banks
weres suspended by the Febres Cordero government. Excessive goveroment .
spending and failure to keep prices of products and services supplied by the

govercment (especially energy prices) at realistic levels led to a fiscal

deficit which is estimated by the World Bank to approach 12 percent of GDP.
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The current crisis was exacerbated by a series of setbacks in 1986 and 1937
which were largely of an excgengous zature (low world oii prices and the Mar:ch
1587 earthquakes). However, a principal contributing factor to the 1938
situation was an irresponsible fiscal policy adepted in its last year iz
office by the Leon Febres Cordero administration (1984-88). Rapid mozetary
growth t5 finance the fiscal deficit became the primary source of the
accelerating inflation durizg the first half of 1988 and also an important

factor in the rapid devaluation of the sucre.

Preliminary government statistics indicate that real GDP declirced 5.2 percent
in 1987, mainly due to the 43 percent declige in crude petroleum output after
the March 1987 earthquakes, which caused a six-month rupture of the
trans-Andean oil pipeline. The decline of oil exports in 1987 led to a
negative merchandise trade balance for the first time since 1978. The
resulting balance-of-payments crisis was met by increased arrearages of
debt-service payments (which had reached $300 million as of QOctober 1538) and

considerable new borrowing.

Against this backdrop., the Borja admipistration has adopted a package of
emergency economic measures designed principally to arrest the burgecning
fiscal deficit and’tho accelerating inflation rate. Thess measures represent
a positive step towards ecomomic stabilization. Nevertheless, the social
costs of readjustment will be high and the government is under substantial
political pressure to adopt reflationary policies -- efforts to stimulate
growth by strengthening domestic demand. Far-reaching structural reform will

also confront significaant obstacles (if the Borja governmeat decides to pursue



them) in the form of Borja's own, largely middle-class political party, the

Semocratizar the bloaced and izeffici=nt publiz bursauzcracy; a

Iz3uiarcia

highly protected private industrial sector:; aand corrupt administrative

practices which could worsen with irncreased money-launderizqg frem narcotics.

while there exists a high Zegr2e of coincidence in views between the Sorja
zoverzment and U3AID ca a varisty of Zevelopmeat issues, 2specially social

concercs, a healohy s<epticism must ke maintaized as to the degree cof GCE
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lzquierda CTemgcratica acd cther center-left parties supportive of the Borja
government are mainly comprised of middle class voters who have directly
benefitted from the subsidies and public sector employment opportuzities mada
possible by the oiL boom. Between 1970 and 1934, for example, public
employment increased at an annual rate of 7.3 percent, compared to three
percent for overall pepulation growth and 2.8 percent for the labhor force.

Middle-class interests and those of the disadvantaged majority are cften at

odds, aad this conflict could easily undermine the Borja admimistration's

social agenda.

Ecuador's relatively weak democratic processes and institutions, societal
attitudes, and the apparently low lsvel of commitment of many of the country's
public aand private sector leaders to far-reaching changes that would further
national -~ as opposed to more parochial - interests also pose serious
constraints to development progress. "The exteat of popular participation.
inspired by democratization has been to a great degree limited exclusively to

-

the electoral process and sven in this area it is quite reduced and ia many



cases manipulated.”* This is true even though Ecuador, im 1979, was the first
Latin American country to retura to democracy in the current renaissance and
has had three peaceful presidential elections since then -- including the
transfer of office tc opposition candidates in both 1984 and 1988 -- and has
weathered a border war with Peru and a Presidential kidnapping by the
military. Human development in Ecuador has been frustrated since colonial
days by a worldview that impedes political pluralism, social equity and
dynamic ecomomic progress, Mistrust permeates the society from the court
system down to the cormer street-vendor. Ip addition, a series of vested
interests obstruct efforts to broaden and improve the development process:

-- Private industrialists accustomed to a protected market will oppose efforts
to make the economy more outward-oriented and competitive.

-- Labor unions, likewise, seek to protect the interests of their membership
te the detriment of the majority of workers cutside thes formal sector.

-- And the public sector bureaucracy resists streamlining and efficiency

measures,

It has often been suggested that Bcuador be included within AID's Advanced
Developing Country (ADC) Strategy. The Mission believes that. given the
country's rich natural resource endowment, this is certainly possible over the
medium term, but it cautions against such a position now based on growth
indicators largely achieved during the oil boom period. The above analysis
(and that which follows) details how deceptive the country's growth was during

the 1970s and how complex are the constraints limiting rapid and sustainable

growth in the future,

*0svaldo Hurtado, Political Power ip Ecuador, p. 232.
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A, Inadequate Income Growth

1. Macgroecongomic Envirorment

T> arrest the economic crisis it inherited, the Borja administration has

13

ted a package of emergency 2c¢cncmic stabilization rmeasures, lacludizg zz

1
iad

w

iznitial 56 percent devaluation of the official exchange rate, further’
devaluations through a crawling-peg mini-devaluation system, a significaat
reduczion in domestic fuel subsidies and the elimination of wheat subsidies, a
concerted effort to reduce the fiscal deficit through revenue-enhancing
measures as well as by spending reduction, and a commitment to reduce official
borrowing from the Central Bank. More recently the GOE has anncunced the
elimination of protective tariffs for certain domestic industries such as tire
manufacturing, The ret effect of these measures 1s predicted to be a
reduction in the 1988 fiscal deficit from over 12 percent of GDP to 9.5
percent and the possibility that the 1989 deficit can be lowered to 7 perceat
of GDP. Additional measures will be required in order to reduce the deficit
to a more acceptable 3 to 5 percent of GDP., The GOE has established an

inflation target of 30 percent by the end of CY 1989 (versus an aanticipated

rate of nearly 100 percent for CY 1988).

To reduce the fiscal deficit to managsable levels, control ianflatioa and
achieve stabilization, the GOE must be prepared to take corrective measures
when needed in order to avoid an erosion of the positive measures taken to

date. In particular, public spending must be reduced in real terms and the
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exchange rate must bs sufficiently competitive to raise export earmings.
Public spending reducticns are especially important given the GCOE's commitment
to alleviate the painful adjustments imposed upon the country's disadvantaged
groups of the overall package of emergency measures. A realistic exchange
rate is vital, both to develcp the country's export potential, and to achieve
self-sustaining economic recovery through improved industrial efficiency and
faster growth. A more outward-looking policy matrix is also important in

improving returns to agricultural exporters and to domestic food producers

facing competition from imports.

Forei i D . The Febres Corderc government suspended payments on
its debt to foreign commercial banks in January 1987. The Borja economic team
has reopened discussions with these banks oan the $6.5 billion debt to them (of
the total $11 billion official debt), including $800 million in arrearages.

It is the Mission's éssessment that this group of pragmatists intends to
negotiate seriously, seekipng innovative solutions to lower the service burden
over the next several years at least. Improving the country's externa)
position will require continued progress with the IBRD on securing $300
million in new resources under an industrial sector loan, an export sector
loan and Japanese official co-fipancing. This would be in additioa to $305
million yet to be disbursed under 22 active World Bank programs, as well as

over $300 million in both sector and project loans pending from the IDB.

Fiscal Policy. Ecuador is faced today with an oversized public sector,

poorly-focused public spending, financially-unsound public eaterprises, and an

inadequate public-pricing and tax base to support them.
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carticularly those relating to investments in educaticn, health and

infrastructure.

2. Inccme Growth of Lower Income Jroucs

There is a relatively large number of Ecuadorians who are in a state of
peverty. Approximately 20 percent of urban people and 25 percent of rural
people were below the threshold of critical poverty im 1975. Reliable recent
data do not exist; however, empirical evidence indicates that, despite notable
improvements in social service coverage, poverty indices have not improved
dramatically over the past 15 years. The survey demonstrates that these
people below the threshold of critical poverty could not even meet their
minimum autritional requirements. Another 30 perceat of urban people, and as
much as 60 percent of rural people, were in a stats of relative poverty, with
enough income to meet their basic food needs but not encugh to purchase otﬁgr

basic necessities. Thus,'about 50 percent of urban people, and as many as 85

percent of rural pecple fall below the threshold of relative poverty.
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In 1982, over 37 percent of all housing units had no electricity and in rural
areas lack of access wasg 57 perceat. Cver 70 perceat of rural houses nad -no
roilet facilities, compared to 40 perceat for the naticn as a whole:; over 33

cercent of rural houses had no sewage disposal facilities,

Those whose incomes fall below the threshold of critical poverty tend
sererally to be the indigenous populations, especially ia rural areas, arzd
those working in the informal sector, primarily ino self-employment, and
sutside the minimun wage structure ia urdban areas. Jhey are Tost likely =3 z=2
illiterate, have large families, be recent migrants and be part of

woman-headed households. These factors tend to perpetuate the conditions iz

'which_poverty breeds.

The rapid industrial growth during 1974-82 was highly capital-intensive:

labor absorptiocn was iow relative to growth in output. The Ecuadorian economy
exhibits a large fraction of the population engaged in'low-productivity
activities and, thus, earning low incomes. The downturn of the Ecuadorian
economy since 1980 has both enlarged the fraction of the population engaged in
these low-productivity activities and reduced their incomes. Income
distribution is highly unequal. The World Bank estimates that the bottom two
quartiles of the population received only 11.9 percent of income in rural

areas and 13.9 perceat in urban areas.

B. Agricultural Sector Deficiencies

Agriculture recovered from its very poor performance of the 1570s and early

19808 to become the fastest growing sector during 1984-87. Agricultural GDP
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grew at an average annual rate of 9.1 percent per year in real terms since

4, zsmpared o zoly 9.7 zercent for the econcmy 33 a whele. CThis vary
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rapid rate of growth, although scmewhat izflated hecause of the 1382-83 El
¥ino disaster, is a major reversal since the getroleum-boom era of 1973-32,

ol erzent, ccrmparad =0 5.5 zercezt for koral

2 agriculture grew at xaly 1.2
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CP. Production has increased from an all-tire low of 14,3 percent 2f GDP =23
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average Jdurizg 1331-33, to 17.3 cerceat ia 1337, thus Secsming 25aln sze of

the most impertant sectors ia the Ecuadorianm ecozomy.

Agriculture's importance in the econmomy is evident from the persgpectives of
contrikution to GDP, linkages to other productive sectors, domaestic food
sraducticn, foreign exchange earnizgs, azd employment. Horeover, 1t clearly
has heen responsive to specific macroeceornomic and sector policy reforms
implemented by the Roldoss/Hurtado and Febres Cordero governments, and

generally continued by the Borja government, although the latter's policy

direction in this regard may still be in flux,

Basic constraints to more rapid and equitable growth of agriculture still
remain, including: 1) low productivity and high costs due to dependence on
traditional technologies; 2) distorted inceantives to produce and iavest due to
inappropriate ecomomic policies; 3) widespread rural poverty and ineqditable
distribution of income; 4) degradation of the natural resource base; 5)
ineffective institutions and inadequate investment in humaan capital; and 6}
othars, including transportation, storage and marketing bottlesecks; X

inefficient'marketinq: and inefficient management of irrigation resources.

Agriculture in Bcuador is characterized, genmerally, Dy utilization of
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traditicnal technologies based largely on expleitation of natural resources,
2s copesed to more medern, science-based technoliogies., Yields are low
relative to those achieved by most neighboring countries, and also to
2xpaerimental rasults in Ecuador. The low levels of wages inm rural areas nct
znly izndicates excess labor but also reflects the relatively low productivizy
2f lakor, which among other things is affected by the inadequacy of
zzmplerentary lnputs,

The agricultural scieznce zase, :zormprised of the sat of scilentists,
technicians, and associated institutions involved in accessing, adapting,
generating and diffusing new and improved technical practices for agriculture,
is esgecially deficient, tecause of: a) relatively low and ad hoc investrezcs
in research and technology transfer; b) loss of most of the few senior
agricultural scientists previocusly in the system; c) inadequate salaries azgd
recognition to attract and hold top-noktch people; d) inadequate link up with
international research and technology transfer centers; and e) woefully
inadequate investments in agricultural education. These deficiencies, in

turn, have coatributed to: a) a naive reliance on imported "shalf"

technologies; b) lack of focus and priorities; c) discontinuity of effort and
short-term focus; &) inadéquata. uncoordinated, and largely ineffective
technology transfer efforts; and e) almost no linkages, coordination, or
communication among research, education, and extension institutions serving

agriculture.

The agricultural sector still is subject to a complex set of macroecozomic and
sector policies which distort incentives for investment. The current policy
matrix continues to discriminate against agriculture, although it is an

improvement over that of the 1970s. 0Of major concera to the Mission are: a)
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trade policies which continue to protect and subsidize icdustry; b) a still
swvervalied officlal exchangye rate; c) coatrolled cinsuiter prices £3r 3:irfe
icems; d) lack of liquidity in the bankiag systam; e) the possibility of
reinposizg taxes on agricultural exports; azd £} I1cw rescurce levels and
efficlency in the agricultural research and e2xceasion system,

izn of rural laoccme ara sarliyus
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poverty 13 Doth a cause aad a result of uanderdeveloped agriculture,
correlatizg with limited ownership of resources. °Poor people own oaly snall
anmounts of lazd., or zo land at all, azd titles are oft2n teauous. Their
savizngs are very small or non-existent and they have little capital. vThe pcer
generally have few skills, and can get only very low wages because of their

low productivity.

Another major coastrainot is overuse and mismanagement of natural rescurces.
Proper management of natural resources is integral to sustainable agricultural
growth. Land and water problems impact on agricultural production:

increasing exploitation of marginal lands; soil erosion, especially in the
Sierra; destruction of watersheds and increased urban water needs;

mismanagement of irrigation resources; pesticide contamination of rivers; and

destruction of mangrove swamps.

C. DRegradatjon of Natural Resourgey

Each of Bcuador's four geographic regions (Amazoa, Highlands, Coast and the
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Galapagos) has varied topography, soils and micreclimates, resulting in great
ecolzcgical variation. Iaventories of flora and fauna suggest EScuador has
exceptional species numbers, surpassing all other Latin American countries ¢n
a unit area scale. Most of this natural wealth is coantaized withim unique and
fragile forests, highlands, wetlands ard marize habitats, where arbitrary
lecisions have already resulted in sericus degradatioa aad the extinctian of
—azy species endemic to EZcuador.
Zze of Zguador's major problems is soll ercsliczn, sspecially on st22p slcopes (o
the Sierra. Primary causes are lack of soil conservation practices and the
expleoitation of marginal lands because good quality arable lands are not
available to small farmers. An estimated 25 percent of Ecuador's surface ar=a
is affected by moderate-to-severe erosion (losses of from 12 to 240 tozns of

topsoil per hectare per year).

Population pressures and land tenure patterns have pushed more small farmers
and landless c¢ampeginog to cultivate steeply sloping, high altitude areas.
Approximately 65 percent of the nation's territory, 25 percent of its
population and significant portions of domestic food production are located on

slopes of greater than 8 percent.

Another major problem is deforestation, estimated from 34,000 to 300,000
hectarss per year. Such rates are alarming and, if either the bigh or the low
rate continues, Ecuador could be completely devoid of its forests by the mid
tventy-first century. Much of the deforested land is unsuitable for sustained
agricultural use. As soils are depleted, the pressure to deforest more land

continues. The problem is magnified by the fact that much of the remaining



forested areas, especially on the lower slopes of the Andes, represents some
2f the most biologically fiverse areas ian Zcuador. 2Psor watersned managjar-anct
oractices have also led to deforestation and soil ercsion in many of Scuader's

important watersheds., As a result, hoth the guality and guantity ¢f water

used for hydro-electric power, irrigation and demestic water suppllies are

andaagered.
A fourth major problem is the =ismanagement of coastal resources. Mazngraova
fzrasts are disapzsarizg an an alarniecg rate due ho -c2gid 2xpazsisa of shrui-:o

farms. To date, over 20,000 hectares have been converted to shrimp farms.
Ironically, mangroves provide a breeding ground for wild shrimp larvae which
have been critical to suscainizg grewth for the industry. Destrucrtion of
mangrove forest could lead to serious economic problems tecause shrimp

accounts for 15 percent of all exports.

Qther serious problems include deterioration of water gquality caused by urban
domestic/industrial wastes and pesticides; overcultivation and grazing of
paramos {(highland pastures); and inadequate protection of the country's rich

biclagical resources.

Constraints to conserving the country's natural resources include:
- Factors related to inequitable access to appropriate “sustainable use"

technology, off-farm employment opportunities, educational opportunities

and good arable land:

Institutional limitations -- public and private institutions involved in
natural rescurces management work at cross purposes, are under-funded
and inappropriately staffed, have conflicting and overlapping mandates,

and are inefficient and ineffective. In additionm, public institutions
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are unable to attract and retain well-trained capable personnel because
of low salaries and other incentives. Finally, while there are laws
reqgqarding the protection of natural resources, many of these laws are
overlapping and contradictory ard enforcement resources are inadequate;

- Policy limitations -- There is no explicit nationmal conservation
policy. In addition, many policy decisions in other sectors are made
regardless of their impact on satural resources;

- Lack of information and research on Ecuador's natural resources as well
as on technologies required to ensure their sustainable use; and

- Lack of public awareness -- Ecuadorian leaders and the public are mot
convinced that natural resource degradation is an important problem.

Their economic importance often goes unnoticed, even by economists,

4

D. i n i Developm

The low and unstable overall growth in the economy since 1580 bas led to
increased open unemployment along with supply-pushed, low-productivity
underemployment. The lack of economic growth both constrains demand for labor

in general and restrains the transformation process whereby more labor is

absorbed in higher productivity employment in the econcmy.

The overall employment/output elasticity for Ecuador during 1974-1982 has been
estimated at 0.46, one of the lowest in Latin America. The primary sector is
achieving modest Qrovth in output per worker but is failing to absorb
additional labor. As noted earlier, output per worker in iodustry during

1374-1982 grew more fapidly than elsevhere in the economy. After 1974, most
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labor absorption took place in the services sector -- at stagmant levels of
autout zar worker., Much of this labor came from rural areas and represanvtad

migrant workers finding whatever self-employment or low-producgtivity jobs wers

available, Thus, a large pool of underemployed urban workers was created.

eeds to diversify productica and exports to protect against

3}
=
{u
{u
0
2
i

world-price fluctuations of o0il and other traded commodities and to 2stablisn

a base for a post-cil sra. The share of mapufacturiag ia GDP (less than 17

2rceat) 1s currently wvery low largely Tecause GCE policies have iznibized

LB

sustaized industrial development. During the 1§70s arnd 1980s, the value of
manufacturing exports to the total value of manufacturing production has
stagonidted at ¢ to 10 percent. Moreover, as a result of such policies,
masufacturing is not concentrated in subsectors in which fcuador has a

cemparative advaotage, such as agribusiness, garment-making, and wood and wocd

products.

Manufacturing firms in Ecuador are still typically quite small. The average
number of employees determined by a 1980 census was ocnly five. Firms with
less than five employees accounted for 86 percent of the total and firms with
more than 100 employees for under one percent, Small-scale enterprises (SS5Es)
are typified by poor planning, inadequate financial management., production
problems (e.g., in the areas of quality control, techrmology choice, product
design and accsss to raw materials), and marketing difficulties (e.g., market
identification, promotion and pricing strategies). SSEs in 1984 received only
2,0 to 2.5 percent of formal credit to the privats sector and 6.5 to 7.5

percent of credit to the manufacturing sector. SSEs are also coastrained by

an inadequate supply of technically skilled persons due to insufficient
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training facilities, ineffective training methodologies, weak coordinaticn
Letween tralaing izstitutions and employers, aad gezeral deficlencies in

levels of basic educaticon among the poor who largely cccupy these positions.

With the notable exception of shrimp and fish ezports, no new products of aay
importance have appeared in Ecuador's export ledger since the country becare
an oil exporter. Exports of fresh and processed fruits, vegetables and
juices, and cut flowers have increased by over 150 perceznt between 1384 aznd
1337, dHowever, their absolute values are still guite low. 3mall azd mediunm
agribusinesses are at a particular disadvantage‘in obtaining reliable,
up-to-date information on marketing opportunities, precduction techrologies,
and potential foreigo investors that would assist them in expapdinq ocutput arzd

penetrating new markets.

The large majority of agribusinesses cite lack of access to credit as their
main constraint, whether for production, export or expansion. Export storage
and transportation facilities, especially cold storage units for perishables
ares also lacking. Technical and managerial skills for agribusiness are widely

deficient.

Finally, to the list of constraints must be added the private sector's own
attitudes toward business, goveroment, equity and risk-taking. Previous
mention was given to the likely opposition by private industrialists to any
attempts to dismantle the high tariff protection they enjoy. Related to this
attitude is the widespread lack of a entrepreneurial spirit and a fear of the

international market place, which strengthens inward-lcoking boands with the

goverument.



E. Rapid Population Growth

Zcuadeor's population more than tripled between 1350 and 1388, from 3.2 milliza
=a 10.2 million today. Zcuador's population growth rate was well above the
Zatio American average, which was 2.5 percent azauzally between 1961 and 1970
ard 2.4 percent Tetween 1371 and 1982, while Zcuador's rate was over 3.0

as a

at duriag these geriods. The urban population growth rate ilacreased

i

arg

L)

1.5 percent arnnual rate Letween 1350 and 1332, guadrupling from 913,200 to

tn

T.23@ o 4.0 millizan azd regpreseatizg a jump f-cm 23 o 43 gpercext 2 zhe
total population., By 1935, the urban population is expected to pass the 7.0
million mark, or 59 percent of the total population. Total population is
expectad to grow to almost 14.0 million by the year 29570. The projectad

population growth rate of 2.86 percent for the 1382-30 preriod is ezpected to

decline to 2,51 percent tetween 1335-200Q0.

The average number of children per family has decliced from 5.1 in the late
1970s to less than 4.0 today, which is still relatively high when compared to
other countries in the region. The contraceptive prevalence rate has
increased steadily over the last fifteen years to around 45 perceat of ths
sexually active population today. Modern methods of contraceptioa --
sterilization (15 percent)}, the IUD (10 percent) and the pill (8 percent) -~
are most popular. Demand for contraception is quite high: over 87 perceant of
married women of reproductive age (MWRAs) either want no more children or want
to space their births. Although the gap is narrowing, contraceptive use in
the rural areas (33 percent) continues to be much lower than in urban areas

(53 percent). However, almost the same percentage of MWRAS in rural areas

want no more children as those in urban areas. However, demand for
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contraception in rural Ecuador greatly exceeds availability,

Women under age 25 have the highest fertility rate and the lowest

contracaptive prevalence rate. Almost cne-half of all births in Zcuador are

to women urnder age 25, and the provortion is ingreasing.

Pregrammatic and policy constraints to family plannizg izclude restricrions
agalinst the non-professional provision of medically-related services,
includizg coantraceptives, and the l=2ss than aggressive implamezntaziza of
population programs and policies due to Church oppositicn to the use of
artificial means of birth coantrol,

F. H. h Peficiencie
The public sector has not been able to provide reliable basic health services
on a sustainable basis to the populaticn most at risk. The Ministry of Health
(MOH}, by far the largest provider of basic health services, reaches oznly
about 40 percent of the population, with the more remote rural and marginal
urban areas being neglected. Furthermore, MOH rural service centers, which
are often not easily accessible, are plagued by a lack of supplies,
undertrained and temporary staff as well as excessive vacancies. The
Ministry's traditional focus on expensive curative care in major urban areas
contrasts with epidemiological realities which indicate that major disease
problems are preventable and are located in the more remots rural and marginal
urban areas. Cheap, cost-effective technologies exist which can be used to
address these problems. This is especially important given the fact that

health expenditures are low by international standards, More than 80 percent
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of the MOH budget, which represernts only 6 perceant of the total goverrzment

cuigen, is for salaries -- with little meoray l2ft for program excensas.

Z2aths ccatioue td Le the mest significant ~mortality

17}

Infant and yourng zhild
prablem, While there have Ieen substaatial reductioas ia mortality ia these
age 3r3ups, the infapt rortality rate (IMR), 51 deaths ger 1,200 live births,
caild mortalicy rate (IMR) 2f 73 deaths ger 1,200 live births ramatin
nigh., Children uzder 2ge flive rspreseat oaly 153 percent of the pepulation,
@rzant of 2all Zs2amihs,  limgarad 7o sther zsustroizs ia
reqgicn, Zcuador's IMR is ia the middle razge. Wwhen the zaticaal rate is
disaggregataed by province, however, substantial ianternal variation can be
found in IMRs, wvaryizg f£rcm a low of 27 ger 1,000 to a high of 128 per 1,020,
The major causes of death in order of sigrificance are ceonatal causes,
infant/child malputrition, acute respiratory infections, diarrheal diseases,

and vaccine-preventable diseases. As mortality rates have declined. necnatal

deaths, that is, deaths during the first month of life, have become a much

more significant proportion of infant and young child deaths. Today, almost
one-half of all deaths of infants and youzg children occur duriang the first
moath of life. High neonatal mortality is directly associated with high risk

births, that is, related to birth spacing, total number of births, age of

mother, matermal putrition, and the nature and quality of pre-natal and

delivery searvices.

Maloutrition of mothars, infants, and children is an underlying factor in at
least one-half of all reported deaths. The worst problem is protein-calorie

malnutrition in children under age 5, a situation which is particularly acute
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for the 6§ - 24 months age group. While the underlying causes are complex,
factors of particular impertance contributing to malnutrition are: 1) feediz
practices (breastfeeding, weaning and supplementary feeding) during the firsc
two years of life and 2} recurrent infections. More than 40 percent of
children under 5 are malnourished, with the worst problems in the rural
nighlands where more than two-thirds are malnourished. However, acute
malzutrition is worse in the rural coast. Acute respiratory iafections (more
srevalent in the Sierra) and diarrhea (which is worse on the coast) account

for almost 45 percent of all infant and young child mortality.

Along with fertility measures, maternal education is closely correlated with
infant apnd youag child mortality levels., The CMR for children of mothers with
no formal education is almost three times as high as that for those of mothers
with some secondary education. Another important factor related to diérrheal
diseases is access to a clean water supply and sanitation facilities, which
remains a problem, especially iz rural areas. Only 30 percent of the rural
population and 76 percent of tha urban population have access to potable water
systems. Even a smaller percentage of the population has access to adequate

sanitation facilities: 19 percent of the rural population and 60 percent of

the urban population.

G. Lack of Access to Basic apnd Higher Education

Based on a recent USAID assessment, the major constraints to human resource
development in Ecuador can be grouped as follows: politics and policy,
performance, budget and organization/administration. Politics has come to

dominate policy iz the education sector, especially cossidering the role of
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the Marxist-dominated teachers' union. Between 1370 and 1980, educatiosn
2izenditures as a gercantaje of tstal GOE expenditures grew frzm 23.2 zarccent
to 33.8 perceat., Although it dropped to 19.6 percent ian 1988, it is still
xmong the highest {n the regioz. Unfortunately, sound iavestment strategies
have consistently teen ignsred. Teaching jobs are perhaps the major source of
colitical gacronage; whizh has led to an increase in the cumber of ungualifiad
t2achers f2r znew schools ia areas where school coanstructioan was zot

necessarily called for, sgcessive schoel construction with no ratiocnal
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traianing facilities with no cost-benefit anmalysis.

Tz2achers’' salaries coasure the lica's share of the budget. In 1338, 30
parcent of the education budget was spent on operating costs, mainly

salaries, Distribution of the budget and the setting of clear priorities to
address critical problems is an issue. When comparing 1988 budget figures for
primary and secondary levels, investment levels are almost the same in spites
of the larga difference in enrollment and coverage. In Quito alone, the 77
different departments and agencies of the Ministry are housed in 25 different
buildings. The MOE's organization is a complex structure of legally
recognized and decemtralized organizations, each responding to its agerda and
priorities. There is no integrated planning procsss and little

inter~-communication.

In higher education, universities and institutes have proliferated im an .

irrational manner. Between 1980 and 1987, 11 state university and 3 private

university branches were opened. All secondary cities and provincial capitals

have either a public or private university or extension branch, or a
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combination of the above. The preliferation of universities and branches is
equalled only by that of the 59 "superior institutes"”, again all state-
financed, in the areas of education, industrial arts, agriculture, commerce,
lanquages and fine arts. This, coupled with free tuition policies and the
incfease in the number of unqualified teaching personnel, accounts in large
measure for the tremendous flux of students in and out of the higher education
system and between disciplines, which generate a great cost to the government
and society. Another factor for the flux of the students in the system is the
high level of unemployment among youth and the prestige associated with
university education which keep otherwise unqualjfied students ian the system,
In addition, the high percentage of non-teaching personnel (45 percent of

total staff) is a budget constraint that impacts directly on efficiency.

Performance constraints are those related to the efficiency and quality of the
education system. Their'neqative impact varies by levels in the education
sector, and the nuances or characteristics of the system's inefficiency may
differ from primary school to the uaniversity. The major efficiency-related

problems are the repetition, drop-out, and over-age rates at all levels, as

well as the out-of-school population in Ecuador resulting in lingering
illiﬁaracy. In 1987, 28 parcent of primary-age children from rural areas were

outside the system.

In looking at primary enrollment data, coverage or access does not appear to
be as much of a cause for this high percentage as efficiency and quality. Of
children entering first grade in urban areas, 73 percent complete primary
scheol. Ia rural areas, only 42 percent complete primary school. At the

secondary level, the first three years continue to show high levels of
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wastage., Another critical element of internal efficiency is the
student-teacher relatiocoship. Whereas at the primary level in 1386-87 it was
33.1 students per teacher in urban areas and 30.7 in rural areas, at the
secondary level it dropped to 15.8 urban and 10.8 rural. This relatioczship
could be viewed as positive at the secordary level, were it not for the
lingering wastage and the disproportionate iacrease in unqualified teaching

staff with no preparation for the area of speciality to which thay are

assigned.

The proliferation of one, two and three-teacher schools (75 percent of all
schools), as opposed to multi-grade, has had a serious impact om educational
guality, especially in rural areas, Each teacher must handle several grades
simultaneously without the pnecessary support materials or specialized
training, Teacher quality is an issue at all levels: between 1982 and 1987
the percent increase in non-titled primary teachers (15.8 perceat) was almost

as great as that of titled teachers (16.8 percent). At the secondary level

this is an even greater problem.

Whereas in the U.S5. $220 per annum is spent per student enrolled on classroom

materials and other recurrent investment, in Ecuader the investment is $9.43

for the same purpose. Because recent World Bank studies maintain that this
investment is the single most important factor in educational quality, it can
be inferred that in Ecuador the low level of expenditures (outside teachers'

L

salaries) has a negative impact oa the quality of education.
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H. Housing Shortages/Urbanizatign

As noted above {(p. 20}, Ecuador is rapidly becoming a predominantly urban
country: its urban population has grown from less tham 30 percent of the
total in 1950 to slightly more than 50 percent at present., Estimates are thar
it will reach almost 60 percent by 1995. Urban growth in absolute terms is
accelerating. It took 32 years, from 1950-82, for the urbam population of
Ecuador to grow by three million. In the next thirteen years, from 1982-35,

the urban population will grow again by three million.

In 1950, there were only two large urban ceanters: Guayaquil with 250,000
people_-and Quito with 210,000. ¥No other city had mere than 50,000
inhabitants., By 1995, there will be 13 cities with more than 100,000
inhabitants. Cuenca will be larger than Guayaquil was ia 1950. Machala and

Portoviejo will be as large as Quito was then.

Basic needs for jobs, housing and services of the urban population are not

being met. Combined underemployment and unemployment in Quitoc in 1987 was 20

percent and in Guayaquil 18.6 percent. Some 70 percent of urban families have
had to arrange for their own housing through the informal sector, with
resulting problems in land titling, quality of comnstruction and access to
basic infrastructurs {notably water), Following the decline in oil prices,
investments in infrastructure have diminished and gains in water and sewerage
coverage are being eroded. From a high of 63 percent in Guayaquil and 84
percent in Quito in 1982, coverage of the potable water system has dropped to
57 percent and 70 percent in the two cities in 1988 (estimated), aad future

urban needs will have to be addressed in the context of severe budgetary
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constraints and limited foreign credits.

The two principal constraints on responding to urban growth are: (a)

inefficient management of scarce resopurces and (b) a dismal municipal

financial condition.

a) Inefficienkt Management of Scarce Rasgurces., The allecation ¢f

subsidies %o urban residents and of rational government transfers to cities

faj

lay

2r axam

"y

nas act ca2sponded to explicit c¢riteria of nead or effliciency.
- Subsidized water tariffs favor middle and upper-income users, while
the basic service peeds of lower-income families 3o unmet or are met at

higher, unsubsidized costs.

- Long-term financing at subsidized rates is available to purchasers
of completed housing units, while lower-inceme families have very limited

access at all to credit for housing.

- The national goverzment has assumed the responsibility for paying

municipal debt service without any quid pro qug with regard to improved

municipal financial management.

The human and financial resources -- as well as the management expertise and
institutional capability -- available through the formal private sector are
only minimally applied in meeting urban needs. For example:

- Formal private developers provide no more than 10 percent of housing
ip urban areas.

- Seventy percent of all housing is built by families or communiti;s
themselves, without the services of engineers or architects and without the

necessary coordination with municipal authorities to ensure timely
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installations of basic neighborhood services {(rocads, water and sewage,

iraicage, electricity).

Choices akout starndards or technology do not desal explicitly with the need ta2
apply scarce resources to meet growing urban needs. For example:

- Land subdivision and urban infrastructure standards are too costly
to te applied on a large scale. As a result, the faw projects that meet the
standards use a disproportionate share of available financizg, while a large
aumkter of otherwise valid subdivisions are excluded from any financizg as
“illegal®” for failing to meet the stapdards.

- There is no way that Ecuador could afford to provide housing and
services at existing standards to all of the urbanm population. Just water ard

sewerage alone to serve 75 percent of the projected urban population in 1990

will cost $22 million per year.

b} Dismal Municipal Figancjal Condition. Inflatiom is eroding the
municipal resource base. For example:
- Income from property taxes is pot keeping up with iaflation,

Real income from such taxes on the coast was 50 percent less ino 1986

than 1974, 30 percent less in Quito and 10 percent less in the other cities of

the Siecrra.

A combination of diminishing resources and an increasing urban population has
caused severe reductions in real per capita municipal expenditures. While
real per capita expenditures grew up to 1982, since thean they have been
declining so that in 1986 they were 20 percent lower thas in 1974, on average,

for all cities. A close corollary of the financial weakaness of municipal
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governments is their equally weak administrative capacity.

I. W¥Yarcotics Awareness

Thanks primarily to preventive action through a USG-funded eradication
program, Zcuador is not a significant producer of narcotics either for
iatsraal cczsumption or export. However, it is a channel for the movemeatr of
precurser chemicals to Colombia for the processing of cocaine, scme of which
Tngn transitss Zcuador ca rhe way to the J.5. aad Zurcce. Momey-laurndering ls
a potentially serious and growicg problem, especially given Lbank secrecy
legislation, well-developed smuggling channels, and ease of investrent in

creoperty here.

Most Ecuadoriarns contiaue to belisve that their country is an island of peace
in a region of instability and that parcotics production, trafficking anrd
abuse can never cause the socigtal disruptions that have occcurred in
neighboring countries in recent years. Large segments of the Ecuadorian
population (including elites) refuse to take the problem sericusly or to make
dealing with the problem a high priority. As a result, too few resources are
being devoted to improving an inefficient judiciary, passing narcotics-
related legislation to give enforcement agencies the legal wherewithal to
counter traffickers, and developing regiomal political, judicial, and police

structures to cope with what, at its roots, is a regional threat.

Perceptions notwithstanding, illicit use of coca-based and other drugs is
becoming increasingly serious in Ecuadorian society. Illegal drug consumption

is producing increased street crime, losses of worker productivity and a
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breakdown in social values. In spite of this, little connection is being made
by Zcuadeorian cpinmion leaders between EZcuader's role as a coca-trarsiting
center, iacreasing domestic drug abuse and econmnomic/social development
issues, This information gap has translated into limited public interest for
programs in coca eradication, drug enforcement and drug prevention education.
Ecuador still needs to go through a process of increasing awareness, acquiricyg
relevant information, analyzing it, aand taking action with this informaticz

before it can really deal effectively with the drug problem.
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III. STRATEGY

A. Surmary

Tespite contributing rather ~odest rescurce levels zcmoared to those of tha

major donors (the World Bank ard the Inter-A-erican CTevelcpmeat Zank),
U3AID/Zcuador fipds itself in a positisa of beizg sought cut by the cew
uthorities to help right the mistakes of the past. Our reputatioan and track

22 a zumzer of lzvelizrmear ilssuas prawvidas zha Missicn withoa
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credibility that trarcscends whatever philosecphical differences may exist
between the current JS and Ecuadorian administraticaos. The level of contace
and coincidence of views which has develsped in the seven menths since the
currest government won the slection om May 8, 1388 is all the more surprisizg
given the close proximity of the USAID program to and USG selidarity with the

free-market positions of the former Febres Cordero goverument.

The Mission is encouraged by the dialogue which has emerged with the Borja
goveranment in so little time. From the earliest contacts with the Borja
transition team, USAID support was sought for the social sectors, particularly
child survival, rural water and sanitatiom, and housiog apd urban development.
USAID positions in the agriculturs and natural rescurce sectors are also
shared in large part by the new authorities. Although the August 30th
emergency economic measures were formulated without prior comsultation with
the Mission, they reflect perspectives shared with the transition team and are
a positive step towards short-term stabilization. In conjunction with ESF
conditionality, constructive dialogue has been established on the need for

careful monitoring of ecomomic indices and follow-up measures to assure a full
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recovery.

Not all that is contaiped in this CDSS, however, reflects the complete
concurraence of the GCE. While agreement exists in principle on the priority
to be assigred to employment genmeration, for example, growth-inhibiting
policies are npot currently being targeted by the GOE for reform. The GOE
proclaims its support for sxport expansion, but as yet has done little to
dismantle a highly protectionist tariff stricture. The znew admimistration
anzounced plans for gew micro-saterprise programs, yet subsidized isterest
rates {for directed credit programs) and minimum wage and labor protection

laws serve to promote capital-intemsive investment patterns.

The Borja administration is still new and clearly preoccupied with short-term
stabilization measures geared to control inflation and the fiscal deficit, on
the one hand, and with social programs directed at minimizing the comsequences
of adjustment on the more disadvantaged segments of the population and
fulfilling a political agenda, on the other. USAID's strategy is supportive
of this dual approach, but it also recognizes the more basic need for, and
places great smphasis on, structural reform leading to self-sustairping
economic growth and a more equitable distribution of the benefits of growth.
USAID views this growth as the key determinaant in Ecuador's prospects for
graduating to ADC status and as closely linked to the USG's overriding

political interests of stremgthening democracy and keeping Ecuador from

‘following in the tracks of its Andean neighbors with respect to narcotics

production and trafficking. Growth will also permit the GOE to meet its debt

obligations in a responsible manner. A strong commitment by the GOE will be

necessary to correct the numerous policy distortions inhibiting growth.
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Policy dialogue with the GOE and other donors is expected to play a

cuctive role ia chis ragard, givea the ra2geptivity <2 such advice

o

demonstrated by the Borja administration to date,

An emphasis on helpirng the government to move toward a preger set of policies
will e a central focus for the Mission's strategy. The Missicn is in a

ue positicn ameong the dscor czmmuznity in that its significant ia-country
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<203
TSAID's programs and influence at the sector level have cpeéned many doors azd
served to deepen the dialocgue beyond the ideolegical plane. The AID/W CDSS
raview {(see Attachrent 1) concluded that "Missioca assistance, particularly
37, should be conditiored on zolicy reform performance of the GCI. The
Mission should submit a concept paper for macroecocomic poelicy refocrm which
makes explicit what policy reforms it will seek in conjunction with FY39 and
FZ{30 ESF. The concept paper should also identify means of using ESF funding

to further its sector goals, Consideration should also be given to additional

technical assistance or studies linked to policy analysis support.”

With respect to achieving ADC status, the AID/W CDSS review observd that
“Ecuador has the potential for achieving ADC status during the 1990s.

However, at present, it falls short in terms of the level of institutional
development, the strength of the private sector and the country's ability to
regqain its capacity to mobilize financing on more commercial terms from .
international and domestic sources. Notwithstanding the Bureau's criteria for

graduation to ADC status, AID/W budgetary realities could abruptly catapult
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countries to ADC status. In spite of possessirg a number of classic
cnaracteristics of a developing country, Zcuador's positiosn as a petroleun
exporter in the end might be the major factor in determining the timing of its
jraduation.” The AID/W review concluded that "the CDS3 outlines a strategy
appropriate to Ecuador's circumstances., At the same tiﬁe, the Mission should
e prepared for a shift of Ecuador to ADC status during the 1990s. The issua
should be reviewed agaian ia 1392 by which time Ecuador's stabilization process

should ke complete."”

USAID's country strategy will encompass activities directed towards three LAC
Goals: Economic Stabilization; Basic Structural Reforms Leading to Rapid ang
Sustained Ecorncmic Growth; and Wider Sharizng of the Benefits of Growth.
Zconomic Stabilization is a shorter term goal but one which represents a
necessary precondition for the other two. Wwhile policy reform coastitutes the
single most important factor for achievement of the first two goals cited
above, program interventions in technology transfer and institution building

are needed to support policy dialogue and nurture the partnership nature of

USAID's role.

Within this goal structure, the Mission will pursue nine specific objectives,
as detailed below. Under the goal of Basic Structural Reforms Leading to

Rapid and Sustained Ecopomic Growth, the AID program is organized under three

objective categories:

- increase agricultural productivity

- preserve and manage natural resources
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- strengthen private enterprise and promote exports

Under the goal of Wider Sharing cf the Benefits of Growth, ancther five

active categories are addressed:

L9 ]

h

- izcrease access to voluatary family planniang services
- reduce izfant azd child mortality

- improve hcusing, basic services and urban growth mazagement

promote nargotics awarenpess

IEF successful, AID's program ccacentration ia these arsas will assist Zcuadoer
t2> achieve by the end of the CDSS period both economic stabilizationm and an
improved policy matrix facilitating the resumption of dyrmamic and sustainable,
diversified non-petroleum led GDP growth. Concrete benefits should include a
more outward-looking and labor-intensive foundation for future growth,
improved management of urban growth, and significant improvement ia basic

services for low income families.

To best support policy dialogues and to maximize the impact of its program
activities, USAID/Ecuador has chossn a strategy which attempts to establish
clear priorities and enforce greater focus through: a) the avoidance of

project proliferation; b) closer coordination with other donors: and c¢) the

The setting of priorities must depend

reinforcement of cross-seactor lirkages,

upon three key factors: relationship to Ecuader's principal development

constraints; the level of GOB, private sector and PVO commitment; and AID's
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comparative advantage vis-a-vis other donors and its own administrative

cacakilities.

In contrast to USAID's program during the FY 84-87 period, the number of
discrete initiatives has been drastically reduced and many on-golng activities
have been reassessed to determine whether they meet the criteria described
above. Through greater focus, the Mission believes that its performance and
impact can be more effectively demonstrated. The strategy will require that
USAID refraia freom responding to many deserwvizg i:itiatiQes in ordar =o
concentrate on what its limited resources will permit it to accoﬁplish in
terms of lasting, self-sustaining benefits. As an example, lack of GCE and
private sector commitment were key factors in the Missica's decision to
suspend and terminate the Land Titling Project and the Graduate Management
Program, respectively. Tourism, gemeral vocaticonal education, control of
malaria and AIDS, school feeding, privatization and capital market development
are examples of activities USAID has either promoted in the past or seriously
considered promoting which will be dropped entirely or receive only minimal
attention under the new strategy dua to their low priority, lack of host

country commitment or inability of the Mission to adequately support them.

Regarding program focus, the AID/W CDSS review concluded that “for a variety
of reasons, the mix of objectives set forth, while large for the level of
resources anticipated, is appropriate givea the constraint analysis contained
in the CDSS. As Ecuador moves toward ADC status in the 1990s, the Mission is
The

encouraged to reassess its program focus and seek further comsolidation.

Mission should accord highest priority to those objectives supportive of
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sustainable, broad-based economic growth and allocate ESF as well as DA and
onner r2s50urces 42 surypert such objectives, To tha extazt possibla, <he
Mission should contiznue to maximize the use of private sector institutions iz

the imnplementation of its program.”

Special mention shculd Le made of democratic initiacives, administration of
justice,.a:d participant training. Consideratiorns regarding program fscus,
funding availability ard political sensitivities have led to a Mission
lecisiza to zr2at lerccratic initiacives, 2s it L3 gurrently Zelzng 2zfinad oy
the LAC Bureau., only on an ad hog basis. Short-term training for mayors, for
example, will be provided under the Andean Peace Scholarship Program (APSP}.
Likewise., legislative reform is being pursued in several sectors. including
narco;ics abuse and control, enviroamental protection, and child protection,

through support to local PVOs and govercmental agencies. The Mission will

explore a limited respozose to judicial reform efforts, as appropriate.

The CDSS guidance cable recommended that the Mission "work with the LAC office
of democratic initiatives to develop administration of justice activities
appropriate to Ecuador and to the Mission's staff and financial constraints
and explore ways in which USAID/Ecuador can tap into ongoing and planzed

A.I.D.-financed democratic initiatives regional projects.”

With respect to participant training, the Mission chose not to make this a
We

separate objective, but to treat it as an integral part of its program.

believe participant training to be more a means to an end than an end in

itself.
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Over 51 activities have received funding from ESF and PL-480 generated local
currencies, sericusly diluting their potential impact and stretchiz
management oversight too thinm. In the future, local currencies will e
programmed to help finance only priority programs being supported by USAID.
Aith respect to ESF in particular, USAID is exploring participation in debt
exchanges which could sigrificantly expand the amount of sucres that might te

available for sector programs, while at the same time heightening their

k1
tn
oy

relevance in terms of macro policy dialogue. Increases in the very modest
plannizg lavels for the CDSS pericd are warranted ia order to 2xhazce U3AID's

negotiating position and potential impact.

In terms of other donor coordination, AID's influence cam far exceed the size
of its portfolio in monetary terms if its experience and program selaecticn are
used strategically. A prime example is the water and sanitation area, where
for rural areas alone it is estimated that $130 million would be required to
expand access to basic but safe facilities from 30 percent of the population
at present to 75 percent coverage. This sum far exceeds what AID is likely to
be able to invest even if a major debt exchange arrangement were negotiated.
The Mission's rural water programs have broadened coverage from 15 to 30
percent in rural areas, however, and the by-products of experience and
strengthened GOE institutional capacity gained as a result can serve as a
strong foundation for larger, other donor programs. This is turz will permit

USAID to concentrate on complementary services designed to improve water

utilization behavior.

Another area where the Mission will attempt to "leverage" other domor support
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far in excess of its own financial contribution is in basic education.
T3AID's preposed follow-cn effort t3 a pilot radlo lz2arzizg proiect is an
example of where its limited resources can be used to demonstrate the
advantages of an education intervention which has been proven successful in
sther developing countries and has received a very favorable initial responsa
ia Ecuader. It is hoped that much larger IDB and ISRD programs caa profit
frem the introducticza of such USAID-sporsgred intarventions,
ect %3 ¢rass-s2ctar lizxagss, tne Mission will attampt Lo maximize

With res

L8 |
"l

the impact of its program through greater integratiocn of ifs activities,
While oot fully develcoped at the current time, one approach would be to use a
cetwork cf cities as a unifyirg theme for Mission strategy. Givem the rapid
growth and iacreasing importance of Ecuador's secondary cities within a
process of growing urbanization which affects virtually every sector of th
economy, an emphasis on investments and technical assistance to secondary
cities could increase the effactivensss and efficiency of investmants in each
secter. In an integrated manner, physical infrastructurs investments and
improved municipal management capabilities could reinforce and create greater
opportunities for agricultural marketing and agri-processing industries close

to the site of their raw materials, and stimulate off-farm employment in towns

and smaller cities in rural areas.

While the Mission feels confident that the strateqgy contained herein is

appropriate for the planning period, several elements of this strategy are

undergoing an evolutionary process which will further refine USAID's program

and may result in certain modifications. A major agricultural sector
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assassment is expacted to be completed within the next 6-9 months {(however,
preliminary findings of this assessment corroborate the Missioa CDSS
strategy). The natural rescurce management strategy is near completioa and
its key elements are reflected in this CDSS. The human resource development,
women in development, and urban development strategies, however, will require

another year or so for full elaboration.

Finally, the Mission program includes a clear emphasis on involving the
private sector wherever appropriate as recipients of, and as a means for
delivering, its development assistance, Each objective included in the
strategy includes assistance channeled to or through private sector
organizations. These organizations represent a key element of the Mission's
policy dialogue strategy as well. The proposed FY90 Binational Foundation
project will serve as the principal means by which the Mission will strengthen
the local PVO community and enhance PVO (local and international) involvement
in the davelopment process, The AID/W CDSS recommended that the Mission “seek
additional opportunitiss to work with private veocluntary organizations (PVOs),

in particular indigenous PVOs, in an effort to target benefits more directly

to the poor."”

USAID anticipates that resource requirements over the CDSS period will be
gensrally the same as the Mission is receiving ian its curreant 0.Y.B.: §17
million in Development Assistance, $5-6 million in food aid, and $9-10 milliom
in BSP. ESP resourcss have been problematic. No resources wers made
available in FY88 and the FYS89 level is dwarfed by the magnitude of the GOE's

debt service obligations and foreign reserve deficit situation. A doubling of
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ESF resources, especially over the first half of the CDSS period is justified
in terms of demonstrating the USG's support for pragmatic stabilizaticn

measures to arrest the recession and for movement towards longer-term

structural adjustment.

B, Goals and Objectives

1. Economig Stabilization

a, Targets:

fiscal reform enacted to improve national and local
revenue generation and to reduce public spending and
fuel and food subsidies, directly contributing to a

reduced fiscal deficit which stabilizes at between 3-5

percent of GDP by CY 1390,

official exchange rate maintained at levels which
provide positive incentives to the export sector

(alternatively, a unified free-market rate).

- monetary growth controlled.

inflation rate reduced to under 30 percent per annum.
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USAID's strategy will ceoosist of maintaining constructive dialogue with the
GOE economic team to encourage a consistent and coherent package of
stabilization measures., including key policy measures in its ESF cash transfer
and food aid conditiorality, and providing support to macroeconomic policy

analysis units in the Central Bank and the Ministry of Agriculture.

To substantially multiply the impact of ESF dollars, the Mission will explore
the possibility of participating in debt buy-backs or swaps, which in turn
would substantially ipncrease the amount of sucres generated for addressing
priocrity sector development constraints., If, after further discussions with
State, Treasury and AID/W, such debt exchanges become possible, sector
programs would be based on a thorough analysis of the policy and other
development constraints and prospects in a given sector or subsector. USAID
support would respond to a commitment to sigmificant policy changes by the
GOE. Dollar disbursements would be keyed to performance on these policy
changes, while local currencies generated by the dollar disbursements would be

diracted at activities that would address the identified sector constraints,

In support of this goal, USAID's current portfolio includes a fiscal
administrationa project designed to increase non-oil revenue generationm through
improved income and sales tax collection, while at the same time lowering the
overall tax rate. The Borja administration has placed a priority on tax
reform and has welcomed a continuance of AID project support. It is unclear

at the present time, however, whether U.S. assistance will be appropriace

beyond 1989 when the currest project ends. A major determinant
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will be GOE commitment and follow-through in this area ard the defipition of a

possible future role for USAID vis-a-vis other donors.

In the coming months, the Mission will also explore linkages between naticrnal
and municipal fiscal reforms. Increased local reveaue generation, combined
with improved cost recovery on municipal investments in infrastructure, may ke
one of the most promising and viable avenues to reducing the national budget
deficit. Movement toward self-fizancing cities can reduce the current heavy
burden of transfers from the national to lecal goveraments., Such reforms will
become easier for the GOE to implement if they are accompanied by programs to
mitigate their adverse impact, particularly on the urban poor. Basic shelter

and infrastructure programs such as those proposed in this CDSS can and should

be seen in this light.

Assuming no retrenchment on the part of the GOE in its ecomomic stabilizatien
plaa and no major new external shocks to the ecomomy, the Mission expects that

this goal will have been achieved by sarly FY91.

2. . R n Rapi i mi

Qverview

This goal is at the core of USAID's strategy over tha CDSS period. Assuming

stabilization is attainable over the short term, Ecuader’'s future prosperity

will depend on the degree to which it can achieve sustainable, broad-based

growth in the non-petroleum sectors of the ecomomy. Drawing upoa its rich
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agricultural and natural resource base, Ecuador must strive to achieve
competitiveness in world markets and forego its protectionist behavior of the
past. Productive employment cpportunities depeand on exploiting its
cemparative advantage. Greater emphasis on exports in hoth agriculture and
manufacturing must be supported by a policy matrix which provides proper

incentives and avoids distortions,

In addition to the three specific objectives supporting this goal which are
described below, the Mission also plans to provide modest support for data
gathering and analysis of the labor market: Reliable but partial information
on employment has only recently been gathered. The GOE needs to
institutionalize a process for analysis in this area so that icformed policies
can be implemented. USAID's own preliminary review of.unemploymenc issues
indicates a wide divergence with the popular and official information

availahle and, not unexpectedly, a clear disagreement over the means to

increase productive employment opportunities.

a. Increase Agricultural Productivity

(1) Taggets:

- Improved environment for investment, productivity
and employment through changes in the policy matrix,
with particular focus on (a) the reduction and
aventual elimination of price controls on
agricultural products: (b} interest rate policies

which result ia substantial increases in productive
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b)

c)

4)

- 46 -
credit for the sector: {c) a sharp curtailment in
the role of state-run agricultural marketing
organizations; (d) the aveidance of foreign excharnge
and tax disincentives for agricultural exports; and
(e) greater rescurces directed to and efficiency i=

the agricultural research and extension system,

Based on policy changes in these areas, the

following targets have been established:

4.5 percent average real growth of value added

(GDP) in agriculture over the CDSS period,

Yields and participation Increages in Increases %
(share of total producers Yieldsg Particizarion
being impacted by USAID FY 89 FY 94 FY 89 FY 24
programs)

- coffee (kg/ha) 400 800 0.6 3
- cassava (kgs/ha) 8,500 12,000 5 10
- milk (liters/cow/day) 8.4 12 1 10
- sheep meat (kg/head) 15.9 22 135 40
~ hard corn (kg/ha) 1,000 1,500 NA NA

Self-sustaining policy analysis unit functioning

within the Ministry of Agriculture.

A comprehensive market news service functioaing on a

self-sustaining basis.

Incomes of farmers impacted by AID projects (who are
among bottom 80% of farmers) increased through

greater, sustainable agricultural productivity.
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(2) Strateqgy:

The proposed strategy for the FY 1990-94 period continues that set forth in
JSAID's last CDS5, with some refinements and modifications. Further
refinements may be called for, following completion of the Mission's
agricultural sector assessment and several related studies, The Mission
strategy for agriculture is directed toward improving agriculture's
contribution to economic érowth and employment in.Ecuador. and specifically at
increasing the incomes and well-being of farmers with small to medium-sized
holdings, landless laborers, and other rural poor. The strategy is comprised
of three principal elements: 1) improving the policy environment for
investment, productivity acd employment; 2) streﬁgthening the science base for
agriculture through technology adaptation and transfer; and 3) improving the
management of natural resources and adoption of sustainable agricultural aad

agro-industrial practices,

To improve the policy environment, the Mission will pursue two objectives.
The first objective is to fostar a set of macroecomomic and sactor policies,
based on free-market principles. Such policies will result in clearer price
signals, better incemtives, more efficient allocation of resources and
products, and lead to more rapid and sustained economic growth. The second
objective is to assure that the poor benefit from ecozmomic gfovth and
development. Macroeconomic and sector policies should result in a more

egalitarian sharing of benefits of economic growth,

The Mission has adopted a dual strategy for accomplishing its policy dialogue

objectives in the agricultural sector. First, we are assisting the GOE to
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develop improved data and institutional capacity for more objectivé policy
analyses. Second, we are engaged in a sustaired dialogue with policy-makers
at all levels of government and the private sec;or. Qur strategy is based on
the reality of the relatively small size of the U.S. foreign assistance
przgram in Ecuader. Consequently, we have focused on educating and persuading

Ecuadorian policy-makers to move toward the free-market medel in the country's

self-interest.

USAID has participated in a continuing policy dialogue with the Berja
government since the transition process began. Discussions have focussed on a
variety of topics, including trade policy, subsidies, macroeconomic policies,
poverty and migration., The recent decision to eliminate wheat subsidies
reflects the effectiveness of policy dialogue efforts. Efforts will be made
to build upon the progress achieved to date in developing public azd private
sector capacities in policy analysis (the Ministry of Agriculture and
Fundacion IDEA), developing a market news service, improving the agricultural
and agroclimatic data systems, and establishing a computer center for data
processing and policy analysis in the Ministry of Agriculture, To pursue this
strategy element, the Agricultural Sector Reorientation Project (ASRP)} will be

extended through the end of the CDSS planning period.

An analysis of the sources of growth in crop production in Ecuador indicates
that technical change has beern an important contributor to increased
production over the past two decades. This suggests that medest GOB and doﬁbr
investments in technology generation and transfer and strengthening the .
science base have been demonstrated to be effective even when the sector has

been constrained by unfavorable sector and macro-economic policies. With an
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improved policy environment, much higher returns caa be expected from
continued iavestment in technology development and transfer. The Mission will
conti: with its current program to strengthen the science base, principally
througn support to private sector producer associations and by fostering
stroager linkages between farmers and various public and private agencies,
includicg the National Agricultural Research Institue (INIAP) and the

Foundation for Agricultural Development (FUNDAGRO).

A third element of the current strateqgy which the Missioa believes should be
continued over the coming CDSS period is support for improved natural rescurce
management, It is clear that without improved management of Ecuador’'s natural
resources, the sustainability of agricultural production, farm izcome,
biological diversity,'tropical rain forests, rural and urban water supplies

and investments in hydroelectric power all are threatened.

While the availability of food aid over the next 4-5 years is unclear,
additional levels would significantly increase the Mission's levefaqe.

reinforce policy dialogque efforts on key issues and serve to expand our
program emphasis in the areas listed above, by assisting to reduce the food

import bill and generating increased levels of local currencies to finance

priority project activities.

The AID/W CDSS review decided that "the Mission should use the agricultural
sector study, presently being completed, to address both the policy
constraints to faster agricultural development and the conatraints placed by

agricultural policy on the poor. Since appropriate economic policles are key
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to agricultural sector growth, the Mission should work closely with the GOE to
2asure these are adopted. The Mission should use EZSF and food aid ‘
(conditionality and/or leccal currencies) in support of agricultural sector

objectives."

b. Preserve and Manage Natural Rssgurces

(1) Targers:

- new legislation approved which establishes the
pricrity of conservaticn efforts and eliminates

existing overlapping provisions and contradictions:

- management strategy for Ecuador's coastal resources

developed and under execution;

- rate of deforestation in selected buffer areas

decreased by 80 percent.

(2) Strategy:

The Mission's strategy in this area will be to help develop the
socio-cultural, institutional, techanical and policy basis for the conservation
of Ecuador's natural resources as an essential ingredient, with human resoirce

development, for sustained economic development. Specific objectives

supporting this strategy are as follows:
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- To promote improved knowledge of natural resources management issues
among all Ecuadorianms, including scientists and professicnals, through
education and research;
- To promote an understanding among political leaders, the press, and
influential public and private sector institutions that Ecuador’'s productive
base -- its renewable natural resources -- cannot be conserved unless the poor

majority is allowed equitable access to economic opportunity:

- To develop policies and laws that promote conservation or do not

adversely impact on the natural resource base;
- To develop and test institutional systems or arrangements which are
capable of managing Ecuador's natural rescurces in a sustainable manner; and

_ - To develop and test sustainable-use techaologies in field situations,

Qver the CDSS period, the Mission will undertake activities that both directly
address Ecuador's natural resources problems and seek to remove many of the

constrainta to natural rasources conservation. This will be done through:

i. Continuing projects that are already addressing

problems/constraints.

ii. Ipncluding natural rescurce and environmental

concerns on the policy dialogue agenda.

iii. Designing new activities/projects that will address
natural resource conservation problems through field demonstrations and at the

same time investigate and implement means to alleviate institutional, policy,
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research, education and other constraints.

At this time, the Mission has selected two areas for project development. (=
activity will address the problem of soil erosion, small farm agricultural
productivicy, and possibly other problems such as water managemesnt. Soil
erosion, due to lack of, or poor soil conservation practices, is an immediate
preblam that needs to be addressed to stem furcher deforestation of Ecuador's

steep slopes and to slow the rate of colonization and conversion of forested

lands to zagriculture in the QOrisnte.

A more complex activity will support direct actions to conserve natural
resources, including biodiversity and tropical forests, by helping Ecuador to
develop protective measures such as the design and implementation of national
park and nature reserve management plans in areas of high biodiversity,
tropical forests and agroforestry activities. During project design, the
possibility of using the Wildlands and Human Needs approach (developing
sustainable use activities for inhabitants in park areas) to park protection
will, when appropriate, be investigated. This secozd activity will have a
more long-term effect on Ecuaéor's natural rescurce base by preserving its

wealth of bhiological resources for future generations.

iv. Sesking to ensure that all Mission projscts take

into account the conservation of natural resources.

v, Coordinating with other donors to attract their

»

involvement in natural resources conservation activities and reviewing their
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projects for consistency with the policy of promoting the sustainable use of

Ecuador's natural resources.

The Assessment of Biological Diversity and Tropical Forests in Ecuader carried
out by IIED in 1988 pointed to a oumber of actions that need to be taken to
ensure adequate conservation of biodiversity and tropical forests. For a
summary of its findings and conclusions, please refer to Sectiocan V.C. The
strategy summarized here incorporates these recommendations as far as

possible, withia the Mission’'s resource limitations.

At the AID/W CDSS review, it was recommended that "the Mission should work
closely with the GOE to ensure that progress achieved under the coastal

resources management activity will be continued and strengthened by the GOE in

the future."

(1) Targets:

- official exchange rate maintained at levels which
> provide positive incentives to the export sector

(alternatively, a unified fres-market rate).

-~ positive real interest rate policies adopted so as to

spur domestic savings mobilization and increase credit

availadle for productive iavestment.
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- minimum wage and labor stability laws revised so as to

reduce disincentives for labor-intensive production.

- value of non-traditional agricultural exports supported
by USAID programs ezpand by $40 million a year and

result in 11,000 new jobs by 1594,

(2) Strategy

In order to formulate its strategy in this area, the Mission commissioned a
major off-farm employment study. Employment, the informal sector, rural-urban
migratioen trends, and small and micro-enterprise development constituted
important factors which needed to be placed withia a consistent conceptual
framework. The result was several important findings which have clear
implications for our strategy. First of all, the urban unemployment rate of
7.24 percent is low compared with that of other Latin Americaa countries.
Visible and invisible underemployment rates of 4.5 percent and 22.4 percent
respectively do, however, point to a sarious problem of low productivity and
incomes for a significant portion of the population. Most of the situations
in which underemployment manifests itself are related to lack of sector or
enterprise growth, Broad-based, self-sustaining growth is the obvious

solution to the underemployment problem, and policy reform is needed to

achieve necessary economic growth. This conclusion is consistent with the

recent CDIE study on AID's experience with selected employment genmeration

projects worldwide.
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In dealing with the term "informal sector" as applied to employment issues,
the Missien quickly found itself entangled in a complicated definitional
problem. The employment study's conclusion was that the "informal sector” was
a valuable term insomuch as it focused attention on low productivity and
underemployment issues, It was not, however, a particularly useful term in
formulating clear strategies which lead themselves to measurable targets of
performance, The study suggested that a more helpful approach was to focus
attention on those sectors or subsectors of the ecomomy which represent the
greatest comparative advaotage in growth terms. Size of firm is less useful
as a reference in that a majority of microenterprises are located in the
retail or domestic services sectors or represent self-employed enterprises

which are difficult to assist and possess little potential for upward movement

towards becoming more productive enterprises.

As a result, the Mission's strategic focus will center primarily on policy
dialogue leading to incentives for export-oriented industrial and agricultural
production and job creation concentrated in products and industries in which
Ecuador has a comparative advantage. The Mission will build upon a variety of
policy dialogue fora, including ESP and PL-480 conditionality, support to
local private sector institutions (the Institute of Socio-Econmomic and
Technological Research - INSOTEC, the Naticnal Association of Businessmen -
ANDE, and the IDEA Foundation), public-private sector policy dialogue seminars
organized by the Central American Business Administration Institute (INCAE),
and data gathering and analysis and policy studies on macroeconomic, laboer,

export and small business issues which limit growth.
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The World Bank estimates that continued export expansion and switching
expenditure away from consumption to investment and exports should allow
non-gil GDP growth te accelerate from 2.0 percent in 1988 to 4.5 percent by
1391 and 4.8 percent by 1954. If economic recovery is to avoid constraints
resulting from shortages of foreign exchange and also achieve improved
industrial efficiency and faster growth, the GOE must maintaia the exchange
rate at a level that is sufficiently competitive to raise export earnings.
Additiconal exports are needed to preserve equilibrium in the balance of
payments under a substantially less protective import regime and to rabuild
Ecuador's foreign exchange reserves, This shift in policy to a more
outward-looking posture would permit the country to increase export-oriented
output’ and employment aand offset the reduction in domestic demand resulting
from cutting the public sector deficit. Subsequent growth, being export-led,
would not encounter the foreign exchange constraints that tend to halt

expansions based mainly on the stimulation of domestic demand.

The Borja administration has annocunced that employmeut generatioan and
reduction of underemployment are among its most important policy objectives.
It is quite clear, however, that the GOE has nat carefully agalyzed the
relationship of its inward-looking, protectionist and capital-intemsive policy
matrix to employment. USAID believes that shared priorities will permit
constructive dialogue with the GOE and that continuing to implement program
support in small enterprise and non-traditional agricultural export promotion

will lend credibility and sector-level experience to reinforce the Mission®s

position on key policy formulations.
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No major new initiatives are contemplated in the way of program support.
Rather, the Mission intends to reassess its ongoing small enterprise aand
non-traditional agri: iture export projects to incorporate a greater focus on
those sectors or subsectors which possess the greatest opportunity for
broad-based growth. Emphasis will be placed on technical assistance, training
and, to a lesser-degree, cradit. With respect to the non-traditional
agricultural exports project, the Mission's efforts are being refocused from
addressing only the more narrow marketing information and credit constraints
to a broader emphasis on production, quality control and human resource
development concerns. A principal objective of the redesigned project will be
to provide new employment opportunities for the rural poor, im addition to
increasing exports. The Mission L:lieves that the project, through the
adoption of efficient labor-intenaive techniques, may be the best way to help

the rural poor to increase their incomes and enhance their resource basa.

ESF-genarated local currencies will be programmed to reinforce thess efforts.
Human resource development financed under these same projects will also be

tailored to priority sectors. The broad-based vocational education programs
in the Mission's curreat portfolio will not be recewed or oxtogdod once they

end. World-wide AID experience indicates that these types of programs have

" had poor payoffs as tools of employment generatiosm.

Pically, the Mission strategy will seek out croas-cutting linkages between
sectors to maximize the developmental impact of our modeat resource levels.
The Forestry Private Enterprise Initiative, funded by the Science and

Technology Bureau, is an example of the type of link that will be fortified
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between our small enterprise, export promotion and natural resource management
sectors. Employment generaticn concerns will also be an integral part of the

Mission's urban development strateqy.

3. Wider Sharing of the Benefits of Growth

Qverview

The Mission's principal focus under this goal is investment in the protection
and developﬁent of the nation's human capital and the strengthening of
institutions in order to improve the living, educational and health conditions
of the poor. A very strong linkage exists between this goal and the previous
one which addresses structural raform leading to grOwth; Improved urban
management, expanded construction activities, wider access to basic education
and lower population growth rates all contribute significantly to sustained
economic growth. In addition, the type of growth being sought must be
broad-based and integrate equity concerns wherever possible. Onpe product of
greater growth must be an expanded capacity of government and ;ha private

sector to expand the coverage of social services to the lowest income groups.

USAID involvement in the social sectors will be directed towards problems

relatad to health, shelter and related services, management of urban areas,

the Mission will

»

and human resources development, Within the health sector,
focus on 1) reducing infant and child mortality (child survival); 2) further
decreasing the high birth rate; and 3) ensuriné self-sustainability of service

delivery in the two priority areas mentioned above.
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The Mission's strateqy of providing affordable, decent shelter and basic
services for low income urban families can have a major impact on the health
and weifare of the urban poor. The urban development strategy, which is still
in the formulation stage, will focus not only on shelter and infrastructure
but also on the economic role of cities. The strategy will seek to find ways
to contribute to the reduction of urban un- and under-employment. Private
sector mechanisms will be stressed ia responding to broad urban needs. 1In
shelter, the strategy will emphasize progressive solutions, such as upgrading
of sites and services. The increased reliance on local governmments azd the
private sector in meeting the needs of the urbam poor will relieve some of the
pressures currently placed on national public sector institutions. 1In
addition, the Mission intends to pursue a program of support to local
governments which will encourage and promots a democratic, participatory

process for managing urban growth, while emphasizing the need for cities to

become more self-financing.

Basic education improvements will be pursued primarily through a radio
learning project, which is aimed at addressing basic education requiremeats,
and through the Andean Peace Scholarship Program. The Mlssion;s human
resource development strategy is not yet completed and much will depend on the
success of the radio learning effort in establishing linkages with the
Ministry of Education and other donors active in the sector. The AID/W CDSS
review strongly urged that "the Mission seek ocut opportunities, especially in

discussions with the other key donors iz the basic education sector, to devote

more attention to sducation and maintain a preienco in order to influence more

favorable policy decisions.”



- 60 -

Finally, special attention will be given to expanding the general public’'s
understanding of the devastating effects of drug trafficking and abuse. Both
the GOE and the private sector support activities in the battle agaianst drug

abuse and USAID will provide needed technical assistance,

Specific Objectives

a. Increase Access to Voluptary Family Planning Services

(1) Targets:

Effective implementation of and enhanced commitment

to the recently-approved national populatien policy.

- Public awareness and contraceptive supply programs
established on a self-sustaining basis with public,

private-non-profit and private-for-profit support.

1988 1994
- Percent of couples practicing
effective methods to voluntarily
limit family size 44N 51%

- Crude birth rate (CBR) 36/1,000 31/1,000
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(2) Strateqy

Sustained economic development and the achievement of a decent life for
Ecuador’s citizens can only occur when population growth ne lcager outpaces
econemic growth. Ecuador, with one of the highest population growth rates in
Latin America, officially adopted a national population policy in October
1587. It is a well-conceived and comprehensive document which specifically
includes objectives on the rights of parents t¢ responsibly determine their
family size and the need for the Govermment to increase coverage of family
pianninq services and improve their quality. USAID directly ceatributed to
the development of this strategy by providing technical assistance to the
Center for Population Studies and Responsible Pareathood (CEPAR), which had

been requested by the Vice President to review a draft strategy prepared by

the National Planning Council (CONADE).

Successful population programs depend oa the commitment and resources of the
countries themsalves, But although this commitment is absolutely necessary,
it is often insufficient. The support of the intsraational community has been
vital to bolstering national resolve and providing resources for successful

long-term programs. Since 1981, AID has provided assistance to CEPAR in
support of policy.dovelopmeﬁc. CEPAR activities have included: (1) training
and workshops for local political and business leaders, educators, and the
press on population and development, fertility, family planning, and related
matters; (2)~agticlos presenting various demographic and populaticn policy
issues; (3) research projects in demography and population policys and (4)

development and demonstration to political leaders of a computer simulation

displaying the macro-economic relationships between population growth and



- 62 - .
development. These activities have been designed to increase awareness and

xnowledge of demographic and family plannirg issues.

In the future, AID plans to continue providing assistance to CEPAR for
workshops, training, publications, information dissemination, and demographic
and policy research to increase an appreciation and understanding of the
importance of population issues and to ensure that the pew population policy
is effectively implemented by the Government. The Mission also plans to work
closely with other private sactor organizations to streagthen their plans and
policies for long-term self-sufficiency and to encourage commercial firms to
establish policies of routinely providing family planning services to their

employees.

To increase awareness of family planning options and contraceptive supply,
support will be given to a comprehensive servic? delivery program, including
public (MOH and Social Security), private-non-profit (the Association for the
Well-being of the Ecuadorian Pamily - APROFE, the Medical Center for Family
Planning and Orientation - CEMOPLAF, and the Family Obstetrics Center - COF),

and private-for-profit (pharmacies, doctors, nurses) organizatioans.

There will be a focus on groups and geographical areas where the need is

greatest. Particular emphasis will be given to rural areas where demand for

contraceptives far exceeds Ecuador's capacity to supply. To improve

contraceptive availability in rural areas, the strategy will support increased
comnunity-based distribution through non-clinic village distributors, a
strengthened social security farmers' program, commercial marketing of

contraceptives through pharmacies, and increased assistance to MOH rural
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health posts. Women under ags 25, who have the highest fertility rates, will
also be given increased attentioa through the development of special community

programs and the establishment of an urban cutreach program.

The strategy will also provide additional rescurces to an already very active
private sector through: (a) training and contraceptive supplies to private
health practitioners who had not previously heen involved with family planning
services; (b) establishing a contraceptive commercial marketing program by
strengthening advertising and mass-media programs and traising pharmacists:

and (c) capitalizing new physician service centers in areas without access to

family planning programs.

Other priority strategic areas include improved information and communications
to increase demand, involvement of the Church in the program through support
for natural family planning, and the use of research to improve

cost-effectiveness and to evaluate programs. The current Populatioa and

Family Planning Project terminates in September 1991. The Mission plans to

develop a follow-on project in FY 91,

b. Reduyce Infant and Child Mortality

(1) Iargets:

- Reallocation of MOH resources by attaching greater
priority to preventive versus curative care and to

basic rural and marginal urban health services

versus hospital services.
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Improvement in cost-effectiveness of health services
by (a) increased use of epidemiological
considerations in resource allocation: (b) greater
decentralization; (c) more emphasis oa health
education; (d) improved management, logistics,
communications and information systems at the field
level: (e) greater role for private sector provision
of child survival services where appropriate; and
(£) coantinuation/expansion of AID-ipitiated policy
of community ownership, management and financing of

rural water supply and sanitation systems.

Based on policy changes in these areas, the

following guantitative targets have been established:

Infant mortality rate
Child mortality rate
Global Malnutrition

Level of Immunization Coverage

(12-23 months)

Use of Oral Rehydratioo Salts
(0-5 years)

Access to potable water

Access to sanitary facilities

(2) Strateqgy:

1987 1594
5171000 3671000
73/1000 5271000

35% 215
70% 80%
18% 348

25% {(rural)

60% (rural)

768 {(urban) 80% (urban)
19% {rural) 396 (rural)
748 (urban) 80% (urban)

Despite marked improvements in health care coverage made possible from oil

revenues during the 1970s and early 1980s, the GOB strategy in the sactor was

short-sighted and has drastically limited the MOH's ability to undertake

needed changes. Health service improvements, as was described above ia
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Section II.F., occurred largely in major urban areas, were focussed on
expensive curative care, ard involved heavy outlays for new employment and
salaries. Until recently, the GOE 1id not have a clear policy to address the
needs of those population groups most at risk on a self-sustaining basis,
Since January 1988, USAID has worked closely with the GOE to develop such a

policy and programs necessary to carry it cut. A new Naticnal Health Plan,

largely drawn from USAID analyses, has beea adopted which specifically calls
for greater decentralization, greater emphasis on preventive care and health

education, and greater efforta to improve the cost effectiveness and

efficiency of GOE health programs.

The country's financial crisis will not permit significant budget increases
for the health sector and recurrent costs for salaries and operatioas greatly
limit the GOE's ability to redirect priorities expediticusly. Thus, changes
in strategy will depend to a large degree on achieving greater efficiency and
cost-effectiveness, USAID, as the largest donor in the sector, will seek to
support implementation of the naw strategy through.tho provision of technical

assistance, policy research and training (both in-country and overseas).

One central theme in thi Mission's strateqgy is the use of epidemiological
considerations in resource allocation. These consideratioms have led the
Mission to stress the targeting of (a) geographical areas of greatest naed;
{b) children and mothers at great risk; and (c) specific interventions for

diseases which are the greatest public health problems.

-

As discussed in USAID's Child Survival Strategy (which was reviewed ia AID/W

earlier this yesr), maximum impact will be achieved through targetiag
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assistance on the geographic concentration of mortality and individual risk
factors, Ffor example, in 1986, 52 percent of all infant and young child

deaths took place in just six cut of the twenty provinces in Ecuador.

Any strategy to reduce infant and child mortality has to include a priority
focus on key interventions. The key risk factors in this strateqy in order of
importance are high risk births, maloutrition, acute respiratory infections,

diarrheal diseases, and vaccize preventable diseases.

USAID does not have adequate resources to provide all the assistance needed in
the ccastruction of rural and urban water supply and sanitation systems, where
the current coverage leveis are only 30 and 76 percent respectively. Thus, a
major strateqy element is to seek, encourage, and coordinate other dozor
support for building rural water supply and sanitation systems. A new project
in FY 89 will streangthen IEQS' institutional capabilities im this area azngd
develop a capacity within IEQS to undertake hygiene education activities
designed to enhance the health impact of water and sanitation systems.

If child survival interventions are to be sustainable, the MOH, the chief
provider of basis health services, must be strengthened, especially at £he
provincial and field levels. Support will be provided to strengthen
management, supervision, training, logistics, information, and commupications
systems, Efforts will be coordinated with the MOE regionalization process now

underway and focus on establishing the capability to provide key child .

survival services on an ongoing basis., In addition to strengthening the

public sector's service delivery capability, USAID ‘will seek private sector
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opportunities (for-profit, non-profit, traditional} where appropriate and
feasible. This could include private sector involvement in health education,
coemmodity distribution, organization of communities and mothers, and direct
provision of services. Private sector activities will be programmed based cn
cpportunity, interest and the potential to achieve infant and child mortalirvy

raduction.

c. Improve Housing, Bagic Services and Urban Growth Managerent

(1) Targets:

- Major and selected secondary cities will have
adopted investment, cost recovery policies and
tariff levels sufficient to operate infrastructure
systems and expand coverage to underserviced

communities.

- Major and selected secondary cities will have
adopted land development regulations and
infrastructure standards so as to permit the

development of housing affordable to low-income

families.

- Major and selected secondary cities will have
streamlined the regulatory, licensing and

" administrative environment so as to facilitate
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private sector involvement in the provisionm of basic

urban housing and serwvices.

- Subsidized interest rates for leong-term housing

finance eliminated.

- Property taxes indexed to inflation ia major and

selected secondary cities.

FY 90-94
- Families whose shelters are 30,000
improved under AlID-supperted
programs.
- Families receiving improved 130,000

infrastructure services under

AlID-supported programs.

(2) Strategy:

The Mission intends to prepare an urban development strategy over the next

year and a half focused on local governments and designed to support a

democratic, participatory process for managing urban growth. Such a strategy

will consider the feasibility of using a particular group of urban centers.

such as secondary cities as a unifying theme for related Mission activities in

small business development, export promotion, off-farm employment generation,
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water and sanitation, basic education, aand fiscal reform. The dynamics of
rural-urban migratica requires greater scrutiay and will receive sgecial

att2ntion in the formulation of an urban development strategy.

Maycrs are the priacipal asset available to deal with urban problems. The
issues surrounding the improved management of urban growth are linked very
closely to our suppert for a demeocratic form of government. A program to work

with arnd support them might include three components:

1. Policy and institutional dialogue as well as limited technical
assistance and training on the management of urban.growth, focusirg on:

- - the role of local governments in bringing together the private
sector, local communities and governoment to address urban needs.

analysis of fiscal reforms, national and local, to increase the
efficiency in the use of govermment financing for urban growth, with emphasis

on expanded lccal revenue generation and improved recovery ¢f local government

investments in basic services.
- further expansion of tha roles of the private sector,

particularly in lending for low-income shelter needs and for productive

employment generation.

key management reforms at the municipal level, primarily in the

area of financial management.

2, Dollar disbursements (of a sector HG program) as key fiscal reforms

are carried out.
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3. Local currency financing of key activities in infrastructure and

employment genmeration to reinforce the positive effects of the fiscal reforms:

The AID/W CDSS review stated that "the Mission rationale was accepted in
principle. The Mission was urged to submit its urban strategy statement when
complete for review in AID/W as an addeadum to the CDSS. Since the strategy
calls for use of HG resource at commercial interest rate, the statement should
address the issue of the GOE's capacity to service debt on commercial terms."
It was noted that "the Missiga should have adequate macagement capacity givan

the presence of RHUDC ia the Mission in Quito."

d. Improve Educational Cpportunities

(1) Targets:

- Reduce the gap in the gquality of basic education
between rural and urban schools.
- Enable more effective use of multilateral donor

agency({ies) funding for distance education

activities.

EY 1991
- Radio learning students maintain
their grade level 908 ¢
- Radio learaing studenmts daily
90%

attendance rates
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- Teacher attendance in radio
learnirng classroems improved by 40%
- Radio learning students complete

established academic programs 80%

{2) Strategy:

USAID strateqy in this area is still in the formative stage. Mission
rzsources which can te Jdevoted to this ssctor will ke wvery modest ccrpa
those of other donors (principally the IBRD and the IDB) and to the magnitude
of the sector's problems. While the Mission does not presume to effact major
education policy reform with its assistance, an opportunity does exist to draw
upon AID's worldwide experience in basic education so as to iantroduce low
USAID hopes that

cost, efficient technologies in addressing a critical need.

this assistance, in turn, will facilitate greater access to the

decision-making process within the MOE.

The Mission-fundsd Human Resource Assessment for Ecuador identified the

efficiency and quality of basic education as major problem areas to be dealt
with in the coming years if the country's human resource base is toc be a
contributor -- and not a coamstraint -- to development. Both ecozomic

efficiency and equity criteria call for more public resources to go ianto

primary education and less into higher. Available data indicate high social

and private rates of returs (17 to 24 percent) to primary education but very

much lower rates of return --particularly social rates of retura-- to higher

education (around 7 percent) and secondary education (3 to 8 percent). Clear
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linkages exist between basic education and infant and child mortality,
malnourishment, agricultural productivity and fertility rates, among cthers.
Before defining what the Mission's role in this area will be, however, a
decision has been made to proceed with the developmeat of a modest follow-on
effort to the pilot radio learning project in order to further explore

relationships with other donors active in the sector and the Ministry of

Tducation,.

Trhe pilot radio learniag project and tha proposed 39 follcow-on effort are
based on an interactive radio methodology which has been funded by AID in
Africa and other Latin American countries. It has proven to be both a cost-
effective and self-sustaining way of addressing issues of educatiozal quality
and efficiency. A World Bank study rates radio learning second only to
taxtbooks for improving educational quality -- and at much less cost. The
follow-on Radio Learning project will produce a model for basic education. To
date, radio education in Ecuador has been most effective in adult non-formal
education and out-of-school high school certification programs. The technical

capability to produce high quality radio lessons exists but has not yet

benefitted primary school-aged children.

The project will serve as both a technological and methodological model for
the Ministry of Education, as well as an example of how to improve and measure
efficiency in basic education. Despite limited resources, AID is in a
pesition to serve as a catalytic agent in demonstrating an education .
intervention which has been proven in other countries and which could create

significant efficiencies if expanded and consolidated by the Ministry with
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assistance from the principal donors in the sector.

. Narcotics Awareness

(1) Targets:

- Narcotics legislaticn strengthened; and
- Drug control, prevention and awareness programs

established on a self-sustaining basis,

(2) Strateqgy:

. The increasing use of illicit drugs im Ecuador is adversely affecting the
health and sccial structures of Ecuadorian society. In addition, Ecuador's
participation in drug trafficking as a trans-shipment point for precursor

chemicals and cocaine, and in money-laundering activities are growing concerns.

As part of an integrated USG effort involving USIS and INM, USAID assistance

to the Fundaciop Nuestros Jovepnes (FNJ) is curreatly producing the necessary

information to serve as a basis for policy dialogue by the FNJ and the USG
with the Ecuadorian Congress and appropriate GOE institutions for the purpose
of strengthening narcotics legislation as well as drug control and prevention
programs nationwide., To date, the legal study is complete and several other
studies are nogrinq completion, including an epidemiological survey aad
reports on children in the streets, small scale drug traffickers aad urban

youth. Two other studies (oa the Ecuadorian educational systea and
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populations at risk) are due to begin in the near future.

The completad legal reform study provides an overview of the existing legal
framework regarding drug use and abuse. It offers a description of a proposed
basis for a national policy on drug abuse control, as well as a discussion of
the present institutional framework for drug abuse prevention and control,
includiag descriptions of relevant penal and procedural aspects.

Internatioral treaties and the experiences of other countries in the control
of rrhe drug problem have Lteen considered ia developing reccmmendations for tre

reform of the legal structure. By mid-1%89 the FNJ and the Mission will have

reliable data at their disposal oa the nature and dimensions of drug abuse and

trafficking in Ecuador.

Parallel to the research phase of the FNJ efforts, a variety of
community-level intervestions have been tested for their effectiveness. These
activities have involved intensive lobbying and coordination with both public
and private institutions, and are establishing a broad base of support. As an
example, coordination has been established between the Ministry of Education
and the FNJ to initiate the studies and design for curriculum development in

the area of drug praventioa education. At the same time, the Municipality of

Quito and the FNJ have initiated a series of non-formal education activities

at the neighborhood level to generate increased levels of awarepess of the

causes for, and the prevalence of, drug abuse.

In summary, the interrelationship of research, toordination activities, and

community interventions by the FNJ are aimed at generating commitment and
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support in Ecuadorian private and public sector institutions for ongoing
narcotic awareness and education programs which will monitor and address this
growing problem. The Mission plans to extend the on-going project with FNJ
and develop a follow-on effort which will build upon lessons learned and

continue these important activities through the end of the CDSS period.

At the AID/W review of this CDSS, “the Mission was strongly encouraged to
continue to pursue every possible avenue of support in the arsa of narcotics
s0 as to help Ecuador avoid following in the tracks of its neighboring
countries. The Mission should underline to the GOE the necessity of
curtailing narcotics activities early on and stroogly urge the GOE to take

action by creating the legislative and legal framework for managing the

problem now."
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Iv. RESQURCES

A. Other Donorsg

Economic aid to Ecuador includes assistance from a large number of the array
of donor agencies that have evolved since World War II. Multilateral
assistance is provided by international agencies, including the development
banks (World Bank -~ IBRD, and the Interamerican Development Bank -~ IDB), the
‘Unitad Nations Development Program and associated UN agencies, the European
Economic Community and the Andean nations. Also, the governments of over 20
countries have had official economic assistance programs in Bcuador, chief

among them being the U.S5., although Italy, Germany, Japan, Spain and others

are rapidly catching up.

A problem has been the lack of coordination among the various donor agencies,
since there is no formal or consistent mechanism for donor agencies to
coordinate or even exchange information on activities, although the UNDP
attempts to collect and provide information about assistance activities, Host
country coordination of donor resources is needed. Unfortunately, GOB
officials often vie with each other for more resources, without reqard to
redundancy or pational priorities. At times, two donors may be attempting to
accomplish opposing objectives in a similar activity or the same area.

USAID's attempts to prevent intrusions that will damage an enviroamentally i

sensitive region (the Hollim-Loreto road), for example, have been partially.

thwarted by the FAO's support for a colomization effort. While the National

Planning Council (CONADE) has the functiom of coordinating activities, it is

not particularly effective and its authority varies from goverzment to

-
-
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government.

Wicth the Bo . administration, USAID has held limited conversations on support
for the Ministry of Finance's efforts to improve monitoring of other donor
programs' pipeline and implementation progress. The Mission has developed a
computerized listing of all donor activities by sector, which it has shared
with each donor in order to facilitate sharing of information and
coordination. The Mission also intends to pursue the country consultative
group concept over the CDSS period in order to develop a more formal process
for aQSurinq greater complementarity. At the AID/W CDSS review, it was
decided that "A.I.D./W will consult with the World Bank regarding resurrecting
the consultative group fur Ecuador.” It was also recommended that "the

Mission should also continue its effort to achieve gretar domor coordination

in country."

Perhaps the areas of greatest USAID - other donor coordinmation to date have
been in aqriqulture and health., USAID projects have utilized existing
resources (both human and ianfrastructure) from other donor pregrams to
complement our own. Several examples of this coordination include FUNDAGRO's
joint efforts with Canada (IDRC) and CIAT in yuca processing and production;
the German (GTZ) program and USAID assistance to the Coastal Livestock
Association (MEGALIT) for a livestock market naws and price information
system; and PUNDAGRO's collaboration with the IDB's program in the improvement

of agricultural schools and with the IDB-IICA efforts in research and

extesnsion.



- 78 -
In the health area, the best example of coordination has been in immunization
programs, A GCE multi-donmor committee consisting of the MCOH, AID, the Pan
American Healﬁh Organization, UNICEF and Rotary International joinktly
developed a detailed fiverear plan specifying all donor and GOE financial
inputs. For other activities, overlap and duplication have been minimized

through informal docnor meetizgs and sharing information between the donors.

The best potential for targets of opportunity where USAID inputs could be used
to influence other dozors, as noted earlier, is in water supply and sanitation
and in basic education. For example, in the case of water supply and
sanitation, USAID could work jointly with the IBRD and/or the IDB, with USAID
providing assistance for institutional development and the multilateral banks
supporting systems construction, The Mission will continue to coordinate

closely with the IBRD on macro-economic policy issues.

The principal problems whieh concern the Mission involve the IDB's involvemant
in the microenterprise and education sectors. USAID understands that
significant new assistance is being planned for microentarprises development
which couid sericusly undermine Mission efforts to foster imstitutional
salf-sustainability and eliminate subsidized credit programs. In the case of
the education sector, despite massive resource transfars, the IDB has not been
able to effect much-neseded reforms in the MOE, It is hoped that the creation

of a consultative group or a more formal ccordination mechanism could minimize

such dlttatencgs in the futurs.
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B. U.8, Resgurcegy

1. Financial Resources

In developing the summary table included below on projected funding by
objective, the Mission has used two levels: 1) the approved AAPL level as per
CDSS guidance and 2) a mora modest level based on the FY 1990 Congressional
Presentation straight-lined totals and more realistic estimates for.Section
416 and Housing Guaranty programs. The difference between the two levels is
-substantial - approximately $150,000,000. To aveid distortions and for the
sake of comparison, we feel that both levels should be reviewed. No change
would-occur in the rank order of our objectives between the two funding
levels., The strateqgy and program described in the body of the CDSS reflects a
funding amount which more closely approximates CP levels, although both ESF

and DA resources in the Population accournt, in particular, would be

insufficient at those lavels.

2. §taffing Levels

Over the past twc years, the Missiozn has reduced its total staffing levels by
approximately ten percent, to a current complement of about 140 (including the
Regional Contracts Office and Reqional Legal Advisor for South America).
Although the strategy described in this CDss.calls for expanded activities in
some areas (e.g. employment generation, basic education), the workload from
this o:paﬁaion will be offset by termination of several current projects and a

concentration of Mission efforts in the objective areas described in this
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document. The Missiqn undertook an internal reorganization a year ago to
consolidate its human resources/s/private eaterprise and program/project
development responsibilities., Further adjustments to ocur staffing pattern,
particularly regarding the private sector staff and management of participant

trainirg programs, will be considered based on this strategy.

Where possible, we have sought possibilities to employ Ecuadorian
professionals in lieu of U.S. personrcel. Over thé past year, we have
successfully replaced three former U.S, positions (1 direct hire, two PSC)
with highly-qualified Ecuadorians. The Mission is placicg major emphasis on
staff training: we held a special Project Implementation Course in Quito for
29 of our staff, and will enroll 10 officers in the January 1989 Management
Skills (MS) course. We plan to take advantage of the presence in Quito of tha
MS instructor; to coaduct an additional week of training tailored to our
needs. In addition, we are seeking to expand and improve local training
opportunities., As described in cur FY 1989-90 Action Plan, we are paying
serious attention to the way we design and implement projects and define our
professional roles and relationships with our BEcuadorian counterparts, seeking
more effective and appropriats management arrangements for the resources for
which we are responsible., Taken together, these steps will allow us to

operate more efficiently and productively without increasing staff levels or

operating budgets.
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v. SPECIAL INTERESTS

A. Homen in Development

Women's situation, needs and concerns and their socio-economic contribﬁtion
have not received sufficient attention from the GOE or development agencies.
Isolated efforts have taken place but there has not been a concerted effort to
identify women in development (WID) as a priority. A change in mentality has
to take place. This, unfortunately, requires time and effort, as well as the
input and collaboration of individuals and organizations both in the public
and private sectors that can bring about an awareness of the situation. There
is a need to create coordinating mechanisms that deal with women's issues and
that can disseminate needed information. Another major constraint identified
is the insufficiency of gender-disaggregated data to aid in assessing women's
roles in Ecuadorian scociety. The need for updated and reliable data on women

is crucial to any development planning effort.,

The ongoing USAID program is helping to address women's training gap by
meeting the requirement of awarding forty percent of the scholarships under
the Andean Peace Scholarship project to females, In addition, the Mission's
work in health, nutrition and family planning is increasing the capacity and
ability of women to do and obtain productive work. Under the Mission'’s Small
Enterprise Development project, INSOTEC is receiving assistance to increass
the efficiency and productivity of small-scale manufacturing enterprises owned
by women. And under the recently completed Solanda housing project, the
International Center for Research on Women (ICEW) assisted in designing

efforts to specifically benefit low-income women. Although women leaders in



Sclapda are participating actively in identifying needed services for
ccrmunity improvements, access to housizg finance was limited by the inabilizy

e A

of wemen-headed heouseholds to meet project selection criteria, largely for

ecoacmic reasons.

While the Mission can point to other isclated cases where WID concerns are
being addressed in the portfolio, little can be done to design
gender-sensitive interventicas, to train and build iastitutional capacity, to
invalidate ~yths, aad to open avenues for dialcgue with the goveroment wishzousz
information about women's economic roles. To address this situaticn, the
Mission plans to include gender issues in the PD & § - funded design of the
urban/rural household and socio-economic survey to be conducted by the

National Statistics Institute (INEC) and a follow-up study of the educatiocnal

sector assessment.,

In addition, the Mission plans to include WID concerns in its new project
design efforts, as well as integrate WID issues to the degree possible in its
oagoing portfolio. For example, a survey is being developed on women's roles
in agribusiness for identification of high on- and off-farm employment
opportunities as a part of the re-design of the Non-traditional Agricultural
Exports project. A female-targsted employment focus is especially relsvant
given population aad labor force projections that suggest increased female
participation in the econmomy by the year 2000 and the high unemployment rates

for female - as compared to male-headed households (5.13 versus 1.30).

Other aresas under consideration by the Mission include:

-~ an emphasis on policies and projects that stimulate labor-intensive
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agroindustries and manufacturing which effectively capture female labor:;

-- an emphasis on increasing girls' access to primary education which, in
Ecuador, has the highest p-ivate and social returas;

-- the creation or streng: -:ning of the capacity of intermediary institutions
that can help overcome women's lack of access to credit and technical
assistance in micro and small enterprises, farming and agribusiness; and

-- the undertaking of policy and project-oriented research and the
dissemination of information in order to promote dialogue and education,

especially among pelicymakers and project planners,

Finally, the Mission will undertake steps to insure that these and other
activities are fulfilling the WID objectives by undertaking periodic
Mission-level reviews; having an cutside impact evaluation of the success in
institutionalizing WID; and setting in place incentive systems for ensuring

quality and continuity of work in this area,

B. Disaster Preparedness Plaaning

Disasters have considerable potential for disrupting, retarding or altering
ths course of economic development, as was the case of the March 5, 1%a87
earthquake which cut off Ecuador’'s petroleum exports for nearly six months and
damaged or destroyed 15,475 homes. The Civil Defense report on the earthquake
sstimated total financial losses to the country to be $1.0 billioa, negatively

impacting Ecuador's sconomic growth over the past two ysars.

Although no major natural disasters have affected Ecuador since the 1987

sarthquake, ricontly there has been an apparent reactivation of the Guagua



Pichincha Volcano located less than 10 kilometers directly west of Quito angd
which could pose a serious threat to Ecuador's capital city and its economy.
Althcugh no eruption appears imminent, the potential threat of an eruption has

quickeced the pace of the Mission's efforts to integrate disaster preparedress

planning within its CDSS.

Curirg the past few months, the Mission has taken the follcwing steps ia

plaonning for eventual natural disasters:

AID has provided approximately the equivalent of $100,000 in local
currency for computer and other locally-available equipment to assist
+he Geophysical Institute in its meonitoring and data analysis of seismic

activity of Guagua Pichincha and other active wvolcanoces;

A joint UNDRO/OFDA/USAID project for §580,000 for the "Preventioan and
Preparation of Disasters in Ecuader and Neighboring Countries” is beirng
implemented by the Geophysical Institute of the National Polytechnical
School. This project has financed the installation of a regional
seismic net with telimetered monitoring of 8 active volcances;
publication of 6 volcanic hazard maps; printing of 10 risk maps (risks
zones of lava and mud flows from Cotopaxi wvolcang); trial tests of
emergency monitoring capability (e.g. monitoring of anomalous activity
of Guagua Pichincha volcano); 3 international courses on volcanic
hazards, volcanie debris flows and neotectonics; inatitutional support

of Civil Defense; and successful tsunami planning ia coastal areas.

AID plans to use approximately $650,000 availadble for deob-reob from a



previous emergency project to fund the purchase of additional earthquake
and volcano monitoring equipment and to work with Civil Defense on
preparedness, disaster simulation, and a public education campaiga on

disaster planning;

A proposal is being prepared to fimance a video film series and radio

spots to educate the public on volcanic eruptions:

A Disaster Preparedness Committee, comprised of AID, Embassy aad US

Military staff, has been formed and is operative; and

USAID has a Disaster Relief Plan which is somewhat cutdated (1982) and

‘has requested OFDA assistance in reviewing and revising it.

During FY 89 the Mission will develop and begin implementation of a broad-
based strategy which analyses the hazards and possibilities for preventing or
lessening the impact of major natural disasters which may confront Ecuador
(e.q. earthquakes, volcances, floods) and further develop the organizational

specifics of training disaster preparedness and relief personnel.

C. Bloleogical Diversity and Tropical Foreats

) Ecuador

The Mission recently contracted with the International Institute for

Eavironment and Development (IIED) to perform a Biological Diversity and



Tropical Forests Assessment in Ecuador. Some of its major findings regarding

toe status of Ecuador’'s biclogical resources are surmarized below:

fcuador is extremely rich in terms of biological diversity. Although thers
are major information gaps regarding numbers of sgecies ard their specific
geographic locations, existing information indicates that Ecuador (the size »f
Colorado) contains ap estimated 20,000 to 25,000 vascular plant species, which
far exceeds the 17,000 species kzown for all of North America. The country

css2ses at least 1,000 rore taerrestial vertebrate sgeciss than the

)

continental United States and it harbors more vertebrate eandemic species than
its much larger neighbors to the north and the south {(Colombia and Peru).
Ecuador is also rich in forest resources, Approximately one-half of its
surface area is claimed to be occupied by closed forests. However, only 28
percent of these forests are classified as primary forest and considered to be
important in terms of biological diversity. Most forest cover is located in
the Amazon Region (70 percent), with the remaining 30 percent of forested
lands being located on the cocast, largely in the province of Esmeraldas,
Sierra forests consist largely of forest plantations of exotic species.
Estimates of deforestation rates range from 34,000 hectares per year to
200-300,000 hectares per year, No matter what figure is used, current
deforestation rates are alarming and if they conticue, Ecuador will be

completely devoid of closed forests between the years 2030 and 2160.
Maj i v

Due to deforestation, inappropriate agricultural practices and many other

factors, over 25V of Ecuador's endemic species are at risk (their habitat is



endangered).

following:

1.
many cases,

use,

Threats to biological diversity and tropical forests are the

Deforestation to make way for additional agricultural! land. I=n

the lands that are deforested are inappropriate for agricultural

This process is caused by one or a combination of the following factors:

localized population growth problems in rural areas that creatss

pressures to convert more forast lands to agricultural use;

inappropriate agricultural teéhnoloqy and practices which have
led to low productivity, soil erosion and loss of fertility on
existing agricultural land. Technology improvements could
increase productivity, thereby reducing the pressure to convert

unsuitable lands to agriculture.

lack of off-farm employment opportunities in rural areas that
would alleviate pressures to copvert more land to agricultural

use.
Institutional limitations:

There is no explicit national policy regarding the couservation
of natural resources. Policy decisions in other areas are made
with little or no consideration being given to their effect on

the satural resource base;
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- While there are many laws regarding the protection of natural
resources, many of these laws are overlappiang and contradictory
among themselves as well as with laws in other sectors. In
addition, financial and human resources devoted tg the

enforcement of these laws are inadequate; and

- There is ao central institution charged with the respoasibilicy
for protecting natural resources. Public and private sector
institutions iaovolved iz natural resource magagement work at
cross purpoeses, are under-funded and inappropriately staffed,
have conflicting and overlapping mandates and are icefficient

and ineffective.

3. Inappropriate fisheries and mari/agquaculture practices which

have destroyed the diversity of marine resocurces in coastal aregas.
4. Need for expanded information base on:

- Biological diversity - much basic information on Ecuador's
diverse fauna and flora is still lacking. Ways to protect these

resources cannot be developed until more is known about their

characteristics.

»

- Land use capabilities - to ensure sustainable developmeat,
Ecuador needs a system for classifying land use capabilities,

and a means of ensuring that all institutions adhere to land use -

guidelines,.



Foresks in Zcuador

The recent Assessment of Biological Diversity and Tropical Forests in Ecuador
as well as other documents oa Ecuador's natural resource situation peint to a
number of actions that ceed to be taken to ensure adeguate conservation of

biodiversity and tropical forests., These actions are swnmarized below:

1. Activities aimed at reducing deforestation through incresased
productivity of existing agricultural laands and promotion of off-farm
amployment opportunities. This is an indirect approach that would alleviate

further pressures to convert forested land to agriculture,

2. Activities that would involve direct protection of areas of high
biological diversity through the establishment and management of nature

reserves and national parks.

3. Activities that would promote institutional and policy changes

necessary to ensurs adequate protection and conservation of natural resources.

4, Information gathering activities such as further research on
Ecuador's biological resgurces, the establishment of a Conservatiosn Data

Center, the collection of informatioa and development of gquidelines on larnd

use capabilitigs.

5., Public education activities that would increase the awarsness of the

importance of natural resources conservation.
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6. Identification of development projects supported by other donors

that promote the misuse of biological resources.

Actions USAID/®Tcuador Plans to Take to Conserve Bioglogical Diversit-

and Tropical Forests

A. Continue cngoiag Mission projects that coantribute to the
coaservation of biological diversity and tropical forests. The following

ratects contalin compoaeats which either dirsctly or izdirectly remote the
=l

¥

conservation of biological resources:

1. 2Agricultural Sector Recrientation Project. The

project-supported Policy Analysis Unit within the Ministry for Agriculture has
recently hired a natural resources specialist to ensure that natural resource
considerations are taken into account in agricultural policy formulation., 1In
addition, the project-supported private sector'policy analysis orgapization,
Fundacion IDEA, has conducted several watershed studies aimed at bringing

public attention to the effects of deforestation in major watersheds,

2. R h, B n i nd Ru hnol

Transfer System Projects. Both of these projects promote the development aand

extension of improved agricultural technologies aimed at increasing

agricultural productivity (which may lead to decreased deforsstation).

3. Porestry Sector Development Project. This project contains

several project components that directly support the conservatioa of

biodiversity and tropical forests:



S & T
- The Forest Protection Component i3 assisting the

National Forestry Directorate (DINAF) to protect forest

resources from fire ad diseases.

- Plan Pichincha has assisted DINAF in delimiting and
develeping a management plan for the forested slopes of

the Pichincha volcano above CQuito.

- The Natural Areas Management Comporent provides fuads
for the delimitation and development of management plans

for four national parks or reserves.

- The Mangrove Management Component is carryisg out an

inventory of mangrove forests along Ecuador's coast.

- The Forestry Research Component is funding botanical

research by the Misscuri Beotanical Garden in the Qriente.

4. Coastal Regources Mapagement Project. This project has

supported many studies and activities that have led to the development of a
management strateqgy and draft legislation for the protection and management of

Ecuador's coastal resources.

S. Small Parmer Irrjgation. This CARE-managed preject promotes

soil conservation practices on farmland situated on the steep slopes of the

Andes. Such practices could decrease pressures to convert more forested land

to agricultural use.
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6. EDUNAT III., This environmental education project with

furdacion Natura incorporates activities that will educate the EZcuadorian

public, as well as public leaders and decision-makers, regarding the

importance of conserving bioclegical diversity ard tropical forests.

B, Cevelop the following efforts to address priority actiorns

identified:

- Designsimplerent a Scils Coaoservation project activity ai-ad

at increasing productivity on existing agricultural lands:

- Design/implement a Parks and Natural Areas Management
project activity to provide direct protection to areas of

high biocdiversity;

- Include institution-building, policy dialogue, and

educational components ia each project;

- Support research under each of the two above-mentioned
projects that would provide greater information oa Ecuador's
biological resources and technologies needed to use these

resources in a sustainable manner; and

Promote other donor participation in activities to consere

biological diversity and tropical forests. .
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CACTIONS™TO ACEIZVE TEEZ TARGETS ESTABLISEED IN TEE (DSS?

’

-

DISCUSSION:

—¢EILE CONCERN TIISTS PEAT THE POLICY AGENDA SE? CUT IN
THE CDSS MAY RT QVERLY AMBITIOUS GIVEN EXIPECTED FCNDING
LEVELS, THE FACT PIMAINS TEAT TEE USJ IS AN IMPORTANT
PARTNER AND THE GC°% APPEARS GENUINELY INTERESTED IN
SECURING 0.5. ENDC2SEMZNT OF ITS POLICIFS. TEE MISSION
TAS ACHIEVED SIGNIFICANT PROGRESS DESPITE LIMITED
RISCURCEFS: EOWEVER, THE CDSS IS UNCLEAR AS TO TEF
MISSION’S APPROACE IN THY EVENT FUTURE POLICY DIALOST

STALLS.

—GIVIN TEE CCMPLEYITY OF TER TARGETS SET OCT, 20T
TYEMS OF MACROECCNOMIC AND SECTOR POLICIES, TEI M
NEEDS TO PREPARE A REALISTIC PLAN OF ACTION VITE
CCNTINGENCIEIS FC3 SLCYER TEAN DESIRID FRCGRFSS Cv 2CLICY

" REFCRM,., TEE PLAN SECTLD BE COKSIETENT VITE TEI LEVERAGE
OUR LIMITTED RESOURCES AS VELL AS GOE DESIR® FCR U.S.:

"SUPPORT CAN PROVIIE.

—~CAUTICN ¥AS IIPRESSED CCNCERNIRG TEF MISSION’S
CONSIDERATIOL OF DERT POR DEVELOPMENT OPTIONS IN SU?P017
OF "ITS 'MACROECONOMIC AND SECTOR POLICY AGENDA. TEE
'MANAGEMENT INTENSIVITY AND FINANCIAL CCMPLEIITY CF¥ S0CE
ARRANGEMENTS MAY VELL ER JEYOND TEE MISSION’S CAPACITY,

"WEILE ISY PLANNING LEVELS FOR ECUADOR ARE MODEST,
."TCNCEER WAS FIPRESSED OVIR THE POSSIBLE INFLATIONARY
'IH?lCT ON THE LOCAL ECONOMY SUCH DEBT CONVERSIONS MAY

CAUSE.

—V¥EILE THE MISSION PEELS COMFORTAEBLE WITE IS BCONOHIC
ANATYSIS CAPABILITIEZS, THE ADVISABILITY OF THET MISSION
ADDING A USDE ECCNOMIST TO ITS STAFY WAS DISCUSSED,
"ASSUMING AN ADDITIONAL SLOT COULD BE FOUND. THE LAC
"BURIAU WiLL REVIIV TER NEIL FCOR A MISSION ECONOMIST
VITEIN THE CONTEFI? OF ALL BUREAU P'RSONN?L NEEDS LATER
THIS SPRING.

- DECISION:

—4ISSION ASSISTARCE, PARTICULARLY ESP, SEQULD BT
CONDITICKED ON POLICY RRFORM PERTCRMANCE OF TEE GOR.
THE MISSION SROULD SUBFIT A CONCEPT PAPER 7OR
"MACROBCCNOMIC POLICY REFORM WBICH MATES EYPLICIT ¥EAT
POLICY REFOIMS IT WILL SEES IN CONJUNCTION WITH FYAS AND
- 7Y9Q@ BSY. TEE CONCEPT PAPER SEQULD ALSO IDENTIFY MEANS
- 0F USING ISY FUNDING T0O FURTEIR ITS SECTOR GOALS.
| CONSIDERATION SEQULD ALSO BE GIVEN TO ADDITIONAL
- TECENICAL ASSISTANCE OR STUDIES LINXED TO POLICY
ANALYSIS SUPPORT.

5. "158U3:

15 TEE PROPOSED YOCUS ON ACRICULTURE AND NATURAL
RESOURCES ADEQUATE?

hall §}
N

1SSION:
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— CISCUSSICN:

~—CONCYRN ¥AS IIPRESSED QVER TET COMPLEXITY OF TEE
FCLICY TIALCGUE TARGRTS EISTABLISZED IN TEE CDSS FOR
TEEST T¥Q SECTORS, AS IN TEL CAST OF MACRCECONCMIC
PCLICY TIALOGUE, TEE MISSION WAS THCICEASED TQ ESTAERLISE
4 SPECITIC AGINDA APPROFRIATS 70 TES 2FSOCRCE LIVELS FOi
DISCOSSION VITA TEE GOE.

—~TTE TDSS IDENTITIES MISVYANAGEIMINT CF CCASTAL RESOCRCES
IS L SERIOUS PROBLEM, IT wis UNCLEIAR, ECWEVER, EOV T3
TSTEATIGY WILL CCNTINOE TO PECMQOTZ WISI MANAGEMINT OF
"COASTAL RESCOURCIS ONCE TEY § AND 7 B3URTAU PROGEAM IS
"CCMPLITED. IN ADIITION TO FPU3SUING wAYS TO INTCLYE TET
SESIMP INLDTSTAY IN PINANCING JCAZTAL RESITASE MANAZIMINT
IFFORTS, TEE MISSION WAS STRONGLY ENCCURAGID TO INCLIDE
CCRTINUED SUPPORT POR TIIS XEY ARTA IN ITS NATCHAL

EESOTRCT STHATECY.

—PBEVICUS SECTOR ANALYSIS AND STIATEGY DOCTMENTS
"IDENTIYIED TEE LACX OF LAND TITLES AS A MAJOR CONSTRAINT

"TO INCREASING AGRICULTUPAL PRCDUCCTIVITY. THE MISSICAN
“NCTID ITS INTENTICN TO SUFPCAT A PILOT EFFCRT UNDER 4
“PEDESIGNED LAND TITLING PROJECT TO EINCOMPASS A BROADER
EMPEASIS ON THE LEGAL, BEGULATOEY AND INSTITUTIONAL
CCNSTRAINTS TO MORL SECURB LAND TENURE. PROCEEDING WITE
"TEE PILOT ZYFORT WILL DEPEND UPCN FURTERR CLAPIFICATION

FR0» THE GCB &S VWELL AS A CONTINUED DEMONSTRATICN OF 1I1S
COMMITMENT IN THIS AREA. -

DECISION:

-—TET MISSION SEQULD USE THE AGEICULTURAL SECTCR STUODY,
PFTSENTLY BEIMG COMPLETEL, TD ALDZESS BOTH THE POLICY

CONSTRAINTS TQ FASTER AGRICULTURAL DEVELCPFMENT AND TEE
CONSTZAINTS PLACED BY AGRICULTIJIRAL POLICY ON TEE POOR.

/4 ONCLASSTIFLED STATE @34976/@3
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-=SINCE APPROPRIKTE ECONOMIC POLICIES ARER EEY 70
AGRICULTURAIL SICTCR GRCWTE, THEI MISSION SHOULD VORK
CLOSELY wITH TEE GOE TO ENSCREY THESE ARE ADOPTYD. TEHEL
MISSICN SECOLD USR BSF AND FOOL AID (CONDITIONALITY
ANT/C3 LOCAL CURRINCIZS) IN SUPPORT OF AGRICULTURAL

SECTOR QBJECTIVES.

-=IN ADDPITION, TEE MISSION SEQOULD WORYT CL{ 'ELY VIT?H TEE
. GCE TO TNSURE TEAT PRCGR2ZSS ACEITVED ONDER TEE COASTAL

RISOUACES MANAGEMENT ACTIVITY wILL BE CONTINUED AND
TTEINGTETINED 3T TET GCE IN THI FUTURY,

£, l:25Trm;

. SEOTLT TEY TRVFLOPMENT OF A 2RCAD URBAN STRATEGY EE 4
PRIORITY FOR THE MISSION?

DISCUSSION:

—TEE MISSION’S PROPOSED STBATEGY IS AN ATTIMPT 70 LOOX
AEEAD AND DEVELQOP A SYSTEMATIC APPRCACHE TO TEHE
PIENQMENCN OF URPANIZATICN.

—FFFICIENT MANAGIMENT OF RAFIDLY GROVWING URBAN AREAS IS
INTRINSICALLY LINKED TO ECONOMIC DEVELOPMENT AND IS AN
IMPORTANT FACTOR IN ACHIEVING SUSTAINED ECONOMIC GROWTH.

—AID/¥ RAISET CONCERNS AEOUT TEE MISSION’S CAPACITY TO

MANAGE SUCE A PROGRAM GIVEN TERE DEMANDS ON STAFT TIME
. A¥D RESQURCES IMPLEMENTING SUCE A STRATEGY WOULD INVOLVE,

--7SF OF EG RESQURCES TO ADDREISS SOME IMPORTANT URBAN
DEVELOPMENT ISSUES CFFERS A UNIQUE OPPORTUNITY BECAUSE
CA RESCORCES ART NOT AVAILABLEY FOR TEIS SECTOR AT LIVELS
ADFQUATE TO MAYE A SIGNIFICANT IMPACT.

DECISION:
=-TEE MISSION RATIONALE ¢AS ACCEPTED IN PRINCIPLE.

~—THE MISSION WAS URGID ?0 SUBMIT ITS UREAN STRATEGY

. STATEMENT WEIN COMPLETE FOR REVIEY IN AID/W AS AN
ADDENDUM TO TBI CDSS, SINCE THEE STRATEGY CALLS FOR USE
07 56 RESOURCES AT COMMERCIAL INTEREST RATES, THE
STATEMErT SHOULD ADCRESS THE ISSUE OF THE GOE’S CAPACITY
TO SERVICE DEBT ON COMMEPRCIAL TERMS.

~TEE MISSION SHOULD BAVE ADBQUATE MANAGEMENT CAPACITY
GIVEN TEE PRESENCE OF RHUDO IN THE MISSION IN QUITO.

7. 1SSUEL:

SEQULD ATDITIONAL ACTIVITIES PR NDERTALEN TO STRENGTEEN
TONOR COORDINATION?

DPISCUSSION:
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-=-TIZT MISSION EAS MALL EFFORTS TO IMPROVE COORDINATION
AND, GITEN 17S LIMITED RESOURCFPS, SUCYT CCORDINATICN
CO7LD SISNIFIZASTLY INCREASE TEL DEVILOPMENT IMPACT OF
L. FPC3RAVT,

STF3ZETS TEAT A CONSULTATIVE GROTUP BE PCURETID

JETISICN:
~—4,I.D./¥ WILL CINSTLT WITH T8F ORLD BANK REGARIING
RESTRTECTING TEX CINSULTATIVE GRCTP FOR ECTADOP.

==TCEE MIZIION SECTLD CCATINIS TO INCOTRAGE THE SCE TO

AZCPT FOLICIES TZAT CCULD BE SUPPCRTEID BY MULTILATIRAL
CEZANIZATIING V¥ITEIN TEE CONTEXIT OF A CONSTLTATIVE GROCP.

—TZT MISSIIN SEZI7LD ALSO CONTINUEZ ITS EFTORTS 10O

- -

ACEIEVY J7ZATTR DONOR COORDINATION IN CCUNTRT. BARER

ET

#4372
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