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I'rf' f ~H'f'

I'rf'RldPlltiAI Agr;clIltural MIRRioflR to d£'vF.loping COtllltrlPH wet£'

f'RtRbLiRhfld Rt thp dirflctioll of I'rPRidellt RflRgRn frlilowing the North""'~outh

RlInnnit. tRLkR in CRtlClIn, Mf'xico, in Octobpr 1981. At thfO reqUf'Rt of EI

dPVfllopillj; coutltry, R miRRion iR orgatdzf'd to rf'vle~ thp agriculture and food

RyRtpm, RgricuLturlt1 and othf'r poLlcipR, Rnd thE' etate of flJrm tf'chnology,

And thf'n RlIgg£'RtR waYR to imprnv£' thp Agricultural production find marketing

Rystpm. Tllp TaRk VorCE> to gcuador is tlH' R£,vfOnth such tni9,,I\on.

The Urst phaRP of the Ta9k ~'orce' R work bpgan on October 11, 1984, and

WAR complptpd with d briefing and discuRsion of our preliminary conclusions

,lnd rpcommendRtLons with President Leon Febres-Cordero on October 26. At

that time, certain fullowup activites Were agreed upon and provision made for

their implementation.

This formal report contains the final o~servBtion8 and conclusions of

the Task Force and our recommendEitions f(lr policy and program initiatives for

more rapid and effie ient deve lopment and growth in Ecuador. It presents more

specifically the recommendations and policy initiatives which earlier were

communicated to President Febres-Cordero. We hope that these suggestions

will be of assistance to the Ecuadorean Government and its people in tackling

the enormous task of increasing agricultural production. We also hope they

will be he~pful to the United States in designing programs and policies to

assist Ecuador in that undertaking.

We are proud to have participated in this important endeavor as members

of the PresidentLal Agricultural Mission, and are most grateful to President

Febres-Cordero for his significant pers~nal involvement and support. We

appreciate the excellent cooperation of Minister of Agriculture Marcel

Laniado, and the time and effort given us by him, his staff, and the many

"' .. h"....... it+-~~ -public -a-rrd- pc iuale secLOlS -rittr- wtTmrr--we-- 'worked tnEcuador~

Finally, we would like to offer our appreciation to the American Embassy in

(~uito and the United States Agency for International Development, who

provided critical support for and greatly facilitiated our work.
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J{ichRrd O.WhflP In (TItAk I,'orep J.f1fHlf't)
-------Fr~;-~-I~l~~lt-~;;(I--d;r;il~Kf'~~-iTrv-;---()-[ rlcf'r of Winrock IntfJrnlltlnna I since

llJl5; Dr. ~lIIP{d('r hllR tAught agriculturlll pconomicA in U.S. 1I1l1vprRltieR
lind Af'rvpd AR A conRul tllnt 1:0 th", IJgrihuBi n{'AB sector.

:.L(!!lr:c-~d~_ no !"~fl. t ti._~~&!iJ!U Ft i 1_1_~.~_~!!!~e s_~~f.!.!.l!!~J"
Cunsu I LEUlI:, New York, New York; )i'oriller Vice Pre s ident
Prf'Ridf'nt of ArW~LA JnVestIT1l'nt Cumpany; Mr. Borgstti
f'xpprienee in banking And businf'ss developmert in Latin

of Citibank and
has ovpr 30 ~earA

Amp r iea.

!~~ro I "rown (AqullCtll turf' nio..M·g'!.8i.nep ri ng Elnd Manngement ~

Vi ce Pre Bide nl: lind Mllnllg{' r , Aquaco [)eve 10 pment Co rpora t ion, Btl n
~'ranci9co, California; Ms. Urown has wide experience in intt"rnational
aquaeulturp projpet design, operation, lind manllgement.

Jerry T. Davia (Forest-!ll
President of Davis Forestry International,
Mr. Davis has pxtensive p.xperience in all
industry.

Mont ice 110,
lJspects of

Arkansas;
the forest

Gerald Grant (Agricultural Research and Training)
Office 0 f Interna tiona I Programs, Oklahoma State Universi ty; Dr. Grant
was the first Director General of the Center for Tropical Agricultural
Research (CIAT), Cali, Colombia, and his career with the Rockefeller
Foundation spans service in numerous agricultural development
capacities.

Roland M. Kemp (Crop Production and Marketing)
President, Ronald Kemp and Associates, SaLinas, California; Mr. Kemp has
worked for many years in the United States and foreign countries
directing fruit and vegetable production and distribution operations.

Arthur Lowe (Fishing and Aquaculture)
President of Aquaco Development Corporation, San Francisco, California;
Mr. Lowe is an investment banker with extensive experience in commercial
fishing and aquaculture.

Walter W. Minger (Agricultural Finance)
Consultant; Recently retired Senior
Mr. Minger has had a long career in
and the food industry.

Vice-President, Bank of America;
banking and finance for agriculture

J.B. Penn (Agricultural Policy, Planning, and Trade)
Consultant, Economic Perspectives, Inc., McLean, Virginia; Dr. Penn
forme' iy headed USDA' s . -economic re searcn agency and served as Sen10r
Staff Economist for the President's Council of Economic Advisers.

Arthur L. Quinn (Agribusiness Investments)
Attorney, Washington, D.C.; Mr. Quinn
advising on international investments
especially in developing countries.

has
and

extensive experience in
investment p~licy matteLs,
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:!~~~l,ll_l .. W.p l!'lh . (Agro iuduRt ri~1f1Ar-'}igf1nlf'nt~~I!J.J111~Lkp~1tl81
Di rf'C to r, Agt' tcul turR t Projec t s, Hearl! Wor Id Tradp,
Mr. Wplsh hRR widp pxpprlpncf' in both public and
<IgribuRillf1SR plAnning, organizat ion, EllHI martagement.

WaRhington, D.C.;
private aspects of

!1~l:i~,.Jl~_~t~L~Rkpr (Agr i c~~l!.~rR Ll'1£on(!!'.'i.'!!],
lJirf'ctor of Illtf'rnatiotlal Agricultural Programs, Utah Stale University;
Dr. Whitakpr has bpen II university professor, llSAID official, and
consultant: for agricl~!tural projects in South Ampric8.



UKl'Ok1 Oli'

TUK U.B. l'kKstOKMTIAL

AGRtCULTURAL MtSSION 10 ECUAI~R

HUMMAltY-----

'l11e Task Force travelled to mQny parts

numflrOUS p('()ple in both the private And public

Mrnciously and received excellent cooperation.

tllf' peoplE' for the hospitltllty shown us.

of ~c:ultdor, I1nd spoke with

sectora. We were treated moat

We convey our thltllks to lil!

We 0 ffer our since r'e appreciation to President Febreo-Cordero, Ministe r

Laniado, the Ministry of Agriculture, D.H. ~mbasoy, Bnd USAID Mission for the

hospitality throughout our visit.

The Task Force was extremely impressed by the tremendous agricultur.al

potential of ~cuador. Natural resources are rich and abundant, and the

climate is ideal for food production. Farmers everywhere have a strong

commitment to greater production. The potential exists for Ecuadot to

provide ito people with an abundant food supply, and to be significant

suppliers of some commodities to the world market.

The Task Force also found an agriculture that reflects many years of

neglect. The lack of emphasis given to development of agriculture relative

to other sectors of the economy in the past is evident. We fully recognize

the problems that must be confronted in helping agriculture achieve its full

potential for the benefit of the country and all Ecuadoreans.

competent

government.

agriculture,

We were impressed with the highly professional and extremely

group of people who have been persuaded to join the new

Moreover, we were delighted to see the emphasis being placed on

res,.ngn;·ir'g ~ fundsuicntal ~--rt--plajs -in---clre-- Lutai economic development

of the country. We also were encouraged by the philosophica~ approach--that

agricultural development will occur more rapidly and be more resilient with

private enterprise and market forces playing a much greater role.



Wp hplif'YP 1111' !'ctJllOlIIlt policy dll1llgf'R Illr'f'lHly Ilt1plpmentp!I lliong with

thoRP contPlIlplfll!,d ",ill llchlf'YP RlgtllrlCllllt improvetnent. I~Arly effortFl of

the lIpW gOVf'l'nlllf'1I1: tU"'Ard II frpe tntlrkpt excllll£lge ratp I cotltltlrtLng the growth

of tllP public Rf'ctor, bringing down Inrl/ilioll, lind improvIng th£! fhcnl

IJIlIlIllCf' wi 11 do IIltleh to improve the confidence of businf1RS nnd I'0tetll: in I

inv!! s to rR.

Al.thollgh we LIre Atrongl.y f1ndorRl.ng movement toward the uniHcntiolt of

I'XChullgf1 r/ltl'll, we recognizf1 therf' if! al10Hwr r(dated mlltter of importance.

Tllllt iA the legifllativp ('llrmarking of funclA which seriouflly hlltnperR the

dbilily to allocate additiolllli revenues reflulting from the unification of

exchange rates. WP strongly Buggest that for the benefit of the economy liS a

whole, this matter.' be recommended for legislative change.

We realize that at this point government presence in agriculture is

pervasive. This intervention cannot be made to disappear at once. It

requires a transition period for orderly adjustment. We understand that a

greatly reduced presence in the future ia desired and that the overriding

problem is how to get from here to there. It is to this problem, both the

short term and longer run aspects, that we focus our report.

First., we address some broad areas before t~rning to the more specific

aspects.

We are impressed with the determination and dedicatlon with which the

people are addressing the problems that confront them. We suggest, however,

an urgent need to more clearly articulate among government entities the goals

and objectives of agricultural and general economic development policy. This

is needed to guide the process of d~veloping consistent plans for achieving

greater reliance on freer markets. Also, we think there needs to be much

closer coordination between general economic development policy--especially

fIiO ae: cary- -tprt6M1Mi:-c:c:-;;y~-t.aHrTclui-'-ave fa 11 -agr iet til tura 1 - , ~ - _.po L L Cj • ---------.----.. ----~ ..-------~---.----- ..-~----~-~------

For the agriculture sector, one of the most severe constraints is the

lack of investment capital to spur the development process. But,

availability of that capital from both local and foreign investors is closely



I"f'lnt£'d 10 the gFllPtlll bllA I tleRR 11 1lvl tOlliTIf'lIt. WId I£' t1lf1 lJWdtlf'RR Allvl rOlllJlflllt

LR I.IJI/JtoVltlg Illldf't' thl' nf'W governmetlt, ",ot'£' CRn ftllrl IIII1At hI' dollf' to 1.1I1provfl

l t tOil ttl' Ill' tillVe R t 1IIf' tI t •

A" ItnlllPdi,lt{' actiotl thllt could Illlltl'dnlly j",provp the lnvl' Atmflllt climlltf'

is to, drfl9tlCltlly rl't!ucp the burl'lHlcrodc prOCf'RR{1R i"volved in importing,

f'Kpot'lillg, obtllillillg crpdit, or sturting n IIPW busineFls vl'lIture. Today, lUI

lfllltly fiR lri IJgl'r1d.f'R of goverllll1l'nt IIIUHt bl' conslllt{~d on Rome ttltnElllctl.ons, n

tf'diolHl lind If'ngthy prOCf'Afl thnt Rignillcllntly lldd9 to the uncertainty Bnd

the cost.

We \IuW tur" to more 9jJecific aspects of the llgricultural lInd food

s i tUll t ion.

BaRic Policy for Agricultural nevelopment

The t ransi t ion to a more marke t-oriented agriculture wi 11 requi re close

attention to the goals and objectives of agricultural policy. We would

suggest that it is now time for senior officials to develop a consensus on

integrated government··wide policy. This will help reduce the tendency for

contradictory policies that result from individual ministerial action. It

also will provide the framework for developing more consistent operational

plans as they a ffec t agriculture. We recognize that the adjustments

contemplated will not be equitable for all interests.

Some policies now in place are contradictory to the overall objective of

moving toward freer markets. This is highlighted by the government presence

in setting minimum and maximum prices for several commodities; sub~idizing

the prices of imported inputs and penalizing some exports through a system of

three-tiered exchange rates; and the allocation of production credit by

commodity. This results in conflicting price signals which distort the

an example. Its importation is being subsidized by exchange rate policy at

the same time that farmers are being encouraged to expand production through

the minimum price supports.



Maintaining minimum prLcPR

pnlity, gNAC (Natlotlld Agf1ncy

Rf1tling, alld storing operationA.

fedf'ral budgf1t, many of th£'

LnVII lVPA Opf'rat iOriA of R lRtgf1 govf1r'nmeut

for Food ~tonJgf' and Marketing), for "uying,

Ilesides being IHI unnecessary drain on the

ftllic t: ion R 0 f Ir.NAC COli i cI bp. 1'£1 r fo rme d mo 1'£1

efHciently by thp private sector.

[n addre ss ing the food and nut l' it Lon needs

fully support a rate for the public sector.

of the poorest people, We

We also think this should be

done in the moat efficient manner, to ensure the greatest nutritional benefit

per sucre £'xpended. We are struck by the inefficiency and poor performancE

of ENPROVIT (National Agency for Retail lood Sales).

In this general area of basic agriculture development policy, the Task

Force recommends that:

o immediate attention be given to formulating at the interministerial

level a specific policy direction with clearly delineated operational

goals and objectives for development of the agricultural sector.

0 to assure proper coordination in the cleve lopment and execut ion of

agricultural programs, we sugge st e stabl ishment of a Cabinet Council

for Food and Agriculture, composed of appropriate Ministers and

officials and chaired by the Minister of Agriculture.

o a policy coordination unit be established in the office of the

Minister of Agriculture to coordinate policies and programs across the

subsecretariats.

o as quickly as possible, exchange rates be unified for the trading of

all agricultural inputs and products at the free market rate.

0- riTe- llwnbeI or commodities subjectLo- UlIIlIiIlum arnT-maxilUum pI ices -~--------

reduced and eventually eliminated.



o pt/ority bf' givPI! to fpforln 8nd tPAttuc::urlng of t~NAG,

many of itA functionA Rnd thUA f'ncoutagp gtf'8tf't

patticipation in grain matkpting Rnd Stot8gP,

to tJri va t iillf'

ptivate Af'ctot

o the MlniRtry ptocf'pd ItnmeJlattdy to (kvelop Rnd implement a program

fot creation of a ctf'Jlble ptoduction and market price information

ByRtem for prodv~ers, consumers, and intermediAries,

o the l;1xamLnatiun of alternativp Inp8ns for food distribution to low

income people proceed as rapidly 88 possible, ENVkOVIT should be

re turned to its origina I purpose of distributing basic foodstuffs atld

the rest of its current function8 be performed through the private

sec to r,

o as a means for quickly freeing milk prices, market differentiation in

the milk markets be explored. The lowest income consumers could be

provided milk produc ts obtained froln fore ign donors while II 11owin8 the

price of domestically produced fluid milk to seek its market level.

This would encourage more local production and result in a greater

quantity and quality of milk for all consumers.

Research, Education, and Extension

One of the elements most critical to sustained ,long-term development of

Ecuadorean agriculture is greatly improved research, education, Bnd extension

institutions. A scientific base particularly suited to Ecuador, well-trained

scientists, experienced technical speci~lists, and greatly improved farmer

education all are essential.

Due to actions of past governments, Ecuador presently lags behind many

other countries of Latin America in this important area. We believe that

sigai fi'antumr- raj1itt-ill1ptuveme lies oniycan be maoe--oy8Sfrong commitment to

a roliey that guides the development of interrelated programs for these three

areas.



(,

Wf> hplipvl" thp problpms in thiFl IHPa atp cdUG,'l pnollgh to warrant quick

and pf'rhElps unconvPTlt iotta 1 ac t ions. ThpTaFlk Forcp rpCOmt11Pf1c!Fl:

o considf'ration bp givpn to formation of a National Agricultural Scipnc~

and Technology Board to advise

rPRf'arch, education, Rnd pxtpnsion.

thp Minister of Agriculturp on

queh A body should bp composed of

spveral eminent RcipntistR and pducators.

IJ devPlcpment of a lOTlg--tprm policy and strategy for research,

education, -1 TId eKtension, with the proposed board taking the lead in

its formu lat ion.

0 existing research, educat ion, and extens ion institutions be greatly

strengthened.

0 strengthen education in the area of applied agriculture.

0 immediate at tent ion to undergraduate science educat ion to be fo I lowed

by masters and doctorate-level education.

o the GOE recognize the value of human capital and pay adequate salaries

to employ and retain agricultural scientists and technicians.

o action should be taken to mount national production campaigns based on

technology currently available.

Credit, Investment, and Trade Practices

We cannot stress enough the importance of credit, investment, and trade

to the over~ll development of agriculture.

Agricultural credit delivery is greatly impaired by an unbelievably

complex and expensive system. Overregulation is pervasive, causing confusion
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And discolltA~pmpnt. A~ticultllfAI crpdit is gPllerally ton little And too

late, psppcially for the small fatmer.

n the Gentral Bank relaK its prohibitlon on rediscounting documents of

n~re thAn two years, in order to prOVide more medium~term credit.

0 the BAnco Nal'ional de Fomento use its gua rantpe powers to

co .... part ie i pate wi th rrivate ba Ilks which finance agricu !tura 1

al' t i vit i e s t. C 11 way to get more private capital into this sector.

o requirements be simplified and coverage expanded for short and

medium-term credit.

o Banco de Fomento and FODERtJMA at tempt a pi lot :Jrogram to Brant

uncollaterized, seosonal, operating loans of one year or less relying

on the signature of the borrower. These loans should be charged a

market rate, undoubtedly leBs than rate~ charged by the ubiquitous

local money lenders.

o increase interest rates on seasonal production loans to positive

t"ates, coupled with much quicker loan approvals and simplified

documentat ion.

a encourage commercial banks, through the Central Bank, to expand their

agro-industry loan portfolius to include more "linked credit." Banks

would lend to financially responsible food processors who in turn

provide financing or production inputs and technical assistance to

groups of farmers. Farmers would provide the processor with raw

product in return.

0 provide finlilncia 1 training for the purpose of improving small farmer

credi t to se lee ted board members of cooperatives, associations, or

communes to increase their ability to tap the institutional financial

programs of entities such as FOHENTO and FODERUHA.



thp heads of ForJERlIMA' Fl

o thp loat!

committee

approvAl

composed

prO(~PRR

of thp

of FOOERUMA hp

Rllbmanagp f And

shottenPfl. A c ted i t

operAtions, finAncp, And planning sections should provide adequatp

crpdit control And RpPPd up custompr Flervicing at less cost.

The Ministty of finance, with broad responsibility across government,

Ahould undertake with other ministries and the Monetary Board a program to

attract lOCA I savin~8 And foreign capital for agriculturAl investment. Sueh

an effort might include:

o mobilizing capital that is outside the regular financial system; by

permitting interest rates higp and flexible enough to foster domestic

savings.

o foster new activities and new instruments such as guarantees or

insurance programs and including dollar-denomination instruments to

capture savings, especially Ecuadorean-owned dollars.

o relaxation of the more onerous features of Decision 24. Amer liora t i ng

steps should be aimed at the type of investment desired, e.g.,

prep~ring products for market and finding foreign markets for them.

Trade Practices

The existing system of controls and multiple exchange rates is costly.

The proliferation of forms and procedures cost time and money.

We recommend that all trading be conducted at free market rates. 'i'his

would eliminate underinvoicing and reduce the expensive bureaucracy. It

wouid lrtlro-. addless~ plubiclIl -o-f---deferrcJ ~--_! - ---~----LULC16li C2iCliUU6C
---.: ........__ ...
L C "1 :&: e e a _0 _~

With a free

ava i labi I i ty,

finns abroad

market, imports would tend to be controlled by cost and

thus havi~g a positive impact on dollar balances. However,

would be more willing to sell to Ecuador, thus improving the



RlfRilRhility of input!'!.

thfl hRRi!'! of frpp mRrkpf

Wp oplipvp thRt firmR involvpd Rtp alrPRdy Acting

tatpR, Anel wOllld makp Rn PRRy AdjllRfment.

on

Wp offflr Rn Rdditional rpcommendation which is to conRidpr permitting

participation in pRtahliRhpd financial flltllrp9 markpts so that both Pltportets

Rnel importer!'! mAy hedge thflir pricflR And cORtR.

TIH' governmflnf qllOlIleI pncollraji,p thp crflation of pffpctivp intermediary

orgalli~RtionR which Rtp dflRignpd to financp OPW And pxpanded investmente in

agro-indllRtriPR, and facilitatp trRding in export-oriented products.

Ecuador's agricultural exports typically have bpen tropical commodit.ies

undifferentiatfld in major consumer markets. This raises several concerns in

maintaining and expanding export markets for thesp And other commodities.

Ecuadorean agriculturdl products are not generally distinguished from

competing products either as ingredients or when directly consumed. This

precludps some quality products from commanding a premium price, and makes

the commodities very sensitive to price changes.

Since most of the products move through brokers, processors, and

distributor~, the exporter often is isolated from actual consumer demands and

preferences. This removeS much of the incentive to operate above minimum

quality standards or to conceptualize ways to improve quality and increase

demand.

A cooperative government agro-industry effort could effectively address

these problems for expo(t market expansion. Such an effort might involve:
-_._----~-----

o first, establishment of quality standards in each i~dustry that meet

or exceed standards for target markets. The market will eventually

eliminate exporters who do not meet such standards.
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o second, ident i ficat ion 0 f produc t s that migh t be di f fetent iated atld

marketed for premium prices.

o thitd, develop an export promotion program to diffefentiate Kcuadotean

pfoducts in the mil1lds of consumers.

AquRCy Itute and Jl'lshet ie s

One of the fastest growing areas of food production in Ecuador ollet the

past decade has been aquaculture produced marine shri~p. Ecuador now is a

major world producer of shrimp. It contributes to the dom~stic food supply

and is a significant foreign exchange-earning industry. But, the industry

now faces major challenges, some serious enough to jeopardize its future.

The primary concern is

immediate attention while

recommends:

the lack of larvae. This problem requires

longer term solutions are found. The Task Force

o immediate initiation of an extension-type education program directed

by industry to improve handling techniques du~ing collection and

transportation of wild larvae, and to assist farmers in obtaining

greater survival of the available larvae.

Over the longer run, the pressure on the larvae supply can only be

reduced by construction of sophisticated hatcheries to produce larvae from

captive animals. Incentives and long-term credit will be required to

encourage technology development and infrastructure development before the

problem becomes even more acute. Traditional credit lines are unavailable

for hatcheries which now are viewed as research and development activities.

Maintaining lIIaiRet posicion Ovel tillle In the face of glowing competition

will require long-term capital for continual modernization and increased

efficiency as well as new technology.

While the industry has been hampered by past exchange rate ~olicy, your

Administration's move towards unification of the exchange rate is serving to



hring more dollars into ~Guador

industry. A free market rRte

exports.

11

and helping eliminate distuftions in the

will mRximi~e exuhange earnings ftom shtim~

Another important issue is assuring that expotted shrimp meet quality

standards. Export products failing to do so underinine the reputation of the

entire indltstty. Thfl Task Force recommE!nds:

o that quality standArds for major markets be adopted to ptotedt the

integrity of the industry. We might add that this applies to several

othet commodity markets 8S well.

Farming of aquatic species other than shrimp is constrained by the lack

of modern technology, knowledge of external markets, and capital. There is

considerable interest in Ecuador to diversify aquaculture. The Task Force

reconunends:

o th~( an appraisal first be made of the technical and market conditions

before beginning specific development plans for this industry.

The traditional fishing industry suffers many of the problems of fishing

industries worldwide. Declining harvests, overcapitalized fleets, and

changes in consumer preferences are forcing contractions. Structural change

is required for the industry to remain effie ient over the long run and to

shift to nontraditional species. Such change will require capital

investment, new technologies, and market development.

The Forestry Resource

Ecuador has a vast potential in its forestry resources for meeting both

domestic --ancr-export -needs~ -Foresfry18 a critlcal component both for meeting

housing needs and generating employment. However, major changes are required

to fully develop and sustain this resource. Its wise use and conservation

involve roles for both the public and private sectors. Each should be given

responsibility for what they do best.
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We flllggest thRt RUentio£l he giVf"l1 to deve lopme£1f: of 8 lI!'1lional fofestfy

policy to cleArly delineRtp the role for the public FInd privRte sectol's.

o a complete dplineation of the government forest lands j and management

of these lands for sustained yields for timber production and soil and

WAter conservation.

o increased reforestRtion in the highlands for timber production,

erosion control, watershed management, and creation of employment with

private implementation.

o joint development with the private sector of domestic and export

market promotion for wood products, and streamlining regulations which

control timber flow.

o develop with private sector input a master plan for future pulp and

paper needs, drawing upon the several studies that already exist.

o introduce technology which will reduce the destructive sawmill and

board manufacturing methods of the small board producers.

o provide the private sector with long-term credit

guarantees to encourage reforestation activities.

and special

o analyze the research needs of the forestry program. Jointly

private sector, develop priorities and financing to

research needs.

with the

accomplish

The TAsk Force recommends the DrivAte .. sector.

cooperation, can best perform in areas such as:

with

o development of large scale, low cost wood housing to help meet the

critical housing and employment needs of the country. ••



o itlvesttnE't1t in t()n~~tettn fE'fotE'st6tion \!il.th appropriate security fof

that investment sllch 6S E' Umlnatll1g thE' thre6t frotn Colollh,aUotl,

The Agriculture of Ecuador could not be addressed without attention to

the small fArmers \!iho comprise the majority of the farming population. the

approximately .340,000 small fann fatniUes represent 2.4 mUlion people.

These farms provide a major proporti.on of the country's food supply, and they

produce some export crops. productivity gains among these farmers c#n be

significant, improving total production and their well-being.

Crop yields of small farmers are significantly lower than those of larger

farmers. Important constraints to increasing income are a lack of effective

marketing systems, tenure securi.ty, water, credit, and technical know-how.

Programs are now addressing these, but only with varying degress of success.

These programs do not have the desired impact because they fail to

reco6nize the tremendous diversity among small farmers. Two distinctions

shou.ld be made. Small farmers should be placed in homogenous groupll

according to similar production objectives. Second. production constraints

should be identified for each of these groups.

Once these distinctions are made. the ta8~ of increasing production and

productivity becomes more focused. Improved varieties, better cultural

practices. and techniques for reducing post-harvest losses then can be

introduced. While these may produce only incremental changes, they will have

positive effects on productivity, production, and income.

The Task Force recommends that government:

o emphasize land tenure security and titling to help consolidate reform,

increase productivity (through access to credit). and encourage

inve stment.

o ~xpand research, education, and extension programs for small farmers.
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o use the private sector in flddreAsillg problems of sl1lElll fjjfhlets. We

beUeve contract fElt'mitlg for vegetElble production in the [HerfEl Atld

incentives to priVAte enterprise to incorporate small holder g~t~11ite

plantings in oil palm are but two of mElny WElys the private 8edtot' GEln

assist i.n increasing slilall farmer indoliles Elnd ptodUdtiOtl.

o initiate a pilot program

processors to demonstrate

working together, can improve

value Eldded exports.

itl caCAO, linking SIiIElll farmetA and

how government Elnd the private sector,

smEal 1 farmer income while incresBing

o give higher priority to on-fEarm water management for more efficient

use of existing water resources.

o encourage greater credit from private financial inatitutiona and

adjust interest rates to cover the true market coat of the loans.

Public Sector Organization

The public sector organizations relating directly to agriculture include

the Ministry of Agriculture and several associated parastatals or

quasi-government organizations. We recognize that formation of these

parastatals may have been initially justified, but many of their functions

can now be performed by the private sector. The government's review of many

of these and plans for divestiture are steps in the right direction.

the new organizational structure

taken in ensuring coordination of

We believe a strong policy analysis

greatly facilitate development and

For the Ministry itself, we be lieve

could prove advantageous if care is

activities across the subsecretariats.

staff attached to the Minister can

coordination of £~li<:~E!El~!l~£!ograms.
- ----------~--------------------------

We have focused on what we believe the government of Ecuador needs to do

to unleash the private sector. We have not presented a strategy for

development of specific aspects of the private sector. Government has a role

to play but it is not to pervasively control agriculture as has been the case



in the past.

opportunities

pa r ltdpa te •
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Rather, it is to erente a different envirotlltlp.nt, onE! thflt opetts

for the private sector which is receptive attd eflget to

Again, a t1 members of the 'task ...·OrC8 Were honored to serve in this

important role. We hope our efforts will make fl contribution to gcuflJor.
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Ikuadot is located oil the llOtthWf'Rt GCHlAt of the Routh Atnpdcalt continent

RtrEHldUng the f'qwttor. tts borders an~ Ahared by Colombia on the north and

lJetu on tlH' east And Routh, arid is bounded by the Pac i fie Ocean on the We st.

It occupieR all Etfen of 211,000 square k1.1ometers <21.1 milUon hectRfes),

extending 714 kilotltetefs north to Routh and 658 kilometers east to west. It

is ruughly compArable in size to the state of Colorado. The country is

compriRed of four diAtLnct topographic regions: the Costa or Coa8tal Plain;

the Siel-ra or highlands; the oriente or eastern jungle; and the galapagos.

The population approaches 8.5 mi II ion, growing approximately three

pe rcent annually. Over 55 percent of the popUlation is under 20 years of

age. The population is almost even ly divided between the Sie rra (/.7 pe rcent )

and the Coast (49 percent-) , with the rema in ing sma 11 amount in the ga lapagoe

and odente. About 55 percent of the people re side in rura I areas.

The Ecuadorean economy is relatively small. The World Bank estimates the

1983 Gross Domestic Product

income of $1,150. Petroleum

at $12.8 billion with an average per capita

activity in recent years brought increased

it was not shared

Further, general

population growth

economic growth, but

the agricultural sector.

constrained by the rapid

evenly across all sectors, notably,

improvement in living standards is

and poor income distribution.

The major sectors of the economy are agriculture, manufacturing,

petroleum, and services, together accounting for over four-fifths of GDP.

Agriculture remains the backbone of the economy. It employs almost one-half

of the labor force, contributes 15 percent of GDP, and earns almost one-fifth

of the foreign exchange. Major export commodities are bananas, cacao,

coffee, and marine products.

Long an independent republic, Ecuador has had a democratic government

since 1979 following a period of military rule. The top two constitutional

offices in the executive branch are filled by direct vote and the cabinet is

composed of 11 ministers nominated by the President. The one-house
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lpgislatutp

~ovPtnmpnt
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heAdpd

IJIpmhets elected to foUf-YeAr terMs. The pfesettt

by President Leon ~·ebtes"'Cordero Assumed office irl August
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Kcuadot has a total land area of 27.1 million hectatee, of whidh 6.3

perdent is cultivated, 13.7 percent in pasture, and 52.2 percent in forests,

and the remaitting 24.1 percent devoted to a variety of other Uses. The farm

sedtor is comprised of Ii large number of sinal 1 fartIls and very few large

fartIls, a result of the traditional colonial structure and agrarian reform

programs. Performance in the past decade Was lackluster and failed to keep

pace with population growth. The discovery of oil in the Amal!lon region in

1961 diverted attention away from agriculture which had traditionally been

the main Aource of economic growth. Avetage yields for major cr6pR

stagnated. Production of domestic food crop!! declined an average of three

percent annually due primarily to pricing, trade, marketing disincentives,

and policies which increased food imports, subsidized consumer purchaseR, and

favored traditional export commodities. The new government thuR finds itself

faced with an agriculture sector suffering from a decade of neglect. With

stagnation of oil revenue, there is a rene~ed interest in emphasizing

agricultural development.

Agriculture for the most part is in the private sector. On the marketing

side, however, the government does intervene for producer and consumer price

stabilization and food distribution to the poorest consumers. The government

also administers input controls, and carries out most of the agricultural

re search.

The five major crops are coffee, cacao, yellow corn, hulled rice, and

sweet corn, accounting for 74 percent of total cultivated land in the

country. In value, coffee, bananas, cacao, and shrimp and fish are the most

important export commodities. Agricultural commodity imports include wheat,

soybeans, cotton, barley, and oats. Nearly all chemical and mechanical

~npu_~li used in aRr~cultu~~ ar~ impor!:ed. However. Ecuador has never failed

to maintain a positive agricultural ~rade balance, although it has declined

significantly in recent years.

The agricultural sector is quite diverse, with three distinct

geographical and climatic regions. The Sierra and Coast each occupy about
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onp~foufth of thf' total land al'pa whUp thp Oripntp Accounte for oile"'half.

Although the Orientp. haR potential, it iR sparsely populilred, hea"Uj

fotpRted, and not current.ly a Rigrdficant agricultural arPA. The cOAstal

area is one of the mORt fprti Ie tropical lowlands in thp Western Hemisphet~

and Ecuador's main agricultutal resource.

Thp coast has warmer weathp.r (average monthly temperatures of 800 F)

than the Sierra (annual mPan temperatureF.l between 50"'"600 F), aud a more

te liable rainfall which allows for a harvest of two crops per year in some

cases. Traditional coastal crops are export crops: coffee, cacao, bauauas,

commercial farms (five orand sugarcane.

more hectares)

It has a highpr concentratiou of

than either the Sierra or Oriente. Only 30 percent of

cultivatable land is in crops in the region.

The Sierra has a diverse climate, and a wide variety of crops is

cultivated in the region. Food crops--wheat, barley, potatoes, eoft corn,

beans, and vegetables--and dairy are the most important. Sixty-three percent

of the arable area ie in produc tion. Most of the country'e emaIl farme

(under five hectares) are concentrated in this region.

There ie significant growth potential throughout the country. Land

resources are abundant and only 44 percent of the available cropland and 62

percent of the pasture land is currently in use. Given improved credit,

marketing, and extension services, productivity of major commodities could be

increased substantially on land now farmed.

The development of nontraditional agricultural export products also could

be increased. Rationalization of subeidy and tax policies which now distort

prices and incentives would greatly improve prospects for an increase in both

traditional and nontraditional exports.

The most important domest ic food crops are soft corn, rice, barley,

potatoes, plantains, and cassava. Traditionally, the staple food was rice on

the Cosst and potatoes in the Sierra. Wheat bread, however, has become the

staple largely due to the government subsidy on wheat which is the primary

food import.
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'fhp F.clJAdorPAn pOplllRti"n gpnprRlly iA not Ahort of food pnf'tgy.

Ifowevet, A nutritional problf'm rpmainA Rmong thp lowf'r income people. In

attempting to rf'Aolvp thiA problf'm, low cost food A atp availablp fat all

incomf' groupA, Rnd pricpA of Aomp food i tpmA arf' govprnmpnt conttollpd. The

growth in Rveragp per capitR incomp which rPRlIltpd from thf' oil boom caused

somp 9hift in dif'tary pattf'rnA. PESr capi.ta con9umptioll of wheat btead,

refined Rugar, vpgptablp oils, bppf, Rnd poultr·y incrf'al'lpd, whUp potato,

ricP, gralnA, and IInrf"filled RlIgar de<;linpd.

-.__.------_.------
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Price and e~rhRngp rate policie~ genetally have constrained rapid and

f'fficient agricultural growth anrl eJ(pan~ion of agricultural exports. These

po lie ips, developf'd over severa I decades and inherited by the current

go VI? r nll1f' nt, distort the allocat ion of inputs to farmers and food to

input s ",nd

Although well-'intentioned, the result is

products Rnd scarcity of others.

excess supply of Rome

~fon'Over, they create

uncertainty Among farmerA, investors, and consutnflrs alike concerning priceq

and inputs and product availability in both domestic and international

markets.

Minimum Price!'! to Farmers

The government currently attempts to encourage domestic production of

some 20 agricultural products by setting minimum prices to farmers based on

estimated costs of production. 1/ In theory, the government-owned ENAC

(National Agency for Food Storage and Marketing) stands ready to purchase

products whose market price falls below the minimum price, and then to store

the product for resale when supply is short and prices are higher. However,

in prac tiel". ENAC has only limi ted success with the price support program.

ENAC storage capacity for cereals in the past has been adequate, but

extremely limited for other products. It has engaged in buying operations

for only a few crops and has even less experience in selling. ENAC attempts

to provide 811 ancillary ~ervices itself (8uch as storage) rather than

utilizing private sector servi ~s (such as storage through purchase and sale

of warehouse receipts). Ovp.rall, ENAC likely has had little impact on actual

producer prices.

While farmers are understandably supportive of ENAC purchases to maintain

prices during large harvE!s_~,!~ thev are lelia AWATP J!£ th.. n .... 1f fn'P' Ii'NAr

!/ These products are: unhulled rice, sugarcane, barley, milk, hard corn,
soybeans, raw cotton, ginned cotton, cotton seed, raw palm oil, soybean meal,
semirefined fish oil, red (semirefined) palm oil. meat, coffee, cacao,
bananas, wheat, potatoes, and shrimp.



sel 1in~ operRtionA during Ahott harvests to IlTJderate price inereases and

recovpr storage Rnd inventory costs.

Prices of the 20 products are distorted from their real scatcity value

because they are set administratively on the basis of average costs of

production. Errors undoubtedly are inttoduced by the inadequate cost of

production data, but more serious is the failure to account at all for the

effects of demand (either intermediate processors or fi.nal consumets).

Consequently, the minimum prices do not reflect the true scarcity (economic)

value of these products. Moreover, the values of the commodities are

distorted relative to one another. F~tmers thus are induced by these

administrative prices to produce different amounts of these products than

processors or consumers actually want.

This outcome is compounded by a se'cond reality--farmers are very

uncertain about whether ENAC actuJ2 1ly wiU buy suffici~nt quantities of the

products to maintain the minimum prices. E~AC'S limited storage capacity for

some products precludes it from supporting prices through buying operations.

Moreo~er, ENAC has reduced the minimum price of some commodities when the

market price nas fallen (e.g., soybeans), thus further undermining itA

~redibility with farmers.

The Task Force recommends:

o the number of crops and commodities

from 20 to no tID re than th ree

economically most important.

with minimum

or four of

prices be reduced

the politically and

o eventually eliminate all commodities from the minimum price support

program.

-----------_._- -----

o minimum prices be set on the basis of average world market prices

(elF) calculated at the free market exchange rate for some immediately

preceding period.



o tri~~pr point for MIf'R pri('f'~ bf' ~pt on the ba~i~ of pf'rcf'ntagp

~prPRrl (10 to 20 IJpfc/"nt) bf'twppn markf't pticp and minimum price.

(For f'xamp[p, whpn markpt pricp rPRchp~ 20 percpnt above minl~u~

pricP, ENAC would bPgin to ~p II.)

o divpst F.NAC of storagp facilitip~ (s€!ll to pfivatf' spctor) and

admi ni stpr mi nimum pr icp support progf IHil ~hr-ough the purchase and sa Ie

of npgotiablp wRrf'housf' rpcpipts. gNAC should be rf'structllred and 89

many of its f"nction~ as possiblp sold to thp priv8tf' sectot.

o dpvplop Rp.d implpmpnt R production and market pricf' information system

in the MiniRtry of Agricultllrp (outlook teports on land area, yields,

production, land prices, and actual production and price reports).

Maximum Pricp~ to Consumers

The govE'rnment also sets maximum prices to consumers for Bome basic

foodstuffs. Prices are based on costs of produ~tion and intended to hold

do lim costs of basic food items to the politically important urban consumer.

The number of such items was recent ly reduced with only six

remaining--including four food items--sugar, flour, processed mi lk, and

mi lied rice.

ENPROVIT (National Agency for Retail Food Sales), under jurisdiction of

the Ministry of Agriculture, was created in 1973 to assure availability of

food products at the retail level at official maximum prices. The impact of

ENPROVIT on the general price level of regulated commodities is thought to be

negligible due to the relatively small quantities handled. Moreover, it has

moved ~ll b~yond its original scope and its retail outlets have become, in

essence, publicly owned and operated grocery stores with extensive product

lines inc luding nonfood items such as liqu~!,8 an~ toiletries. ENPROVIT nov

operates at a loss, constituting a substantial drain on the Treasury.

It is unlikely that the official maximum price for any of the four

commodities is actually the effective price. Moreover, it appears that the

f"ffective (market) price tends t.;) be higher than the official price. For



FltRmplp I thp officiAL pric p of mi Lk Rt the fArm gate is Hill And for

procp ~HIPri mi I lot S/2'j pp r Ii tp r, out pAC kR.I!;pd I procE' !Hled mi Ik RP II R fo r AF! muc.h

II 'l ~ /12 pe r lit e r •

The r1i'ltortions introduced hy the minimum priCE'R to producE'rFl and maximum

priCf'FI to (,(lll'lllmE'rFl RctllAlly may reRult in lowE'r quali.ty and quantity of the

product ilvililRhle to COflRllmprR. To maintRin par-ningR of farmers and

prOCf'FlROrR MId ilRRllre Rllpply, the HiniRtry of AgriculturE' needs to allow

movempnt towRrd free IllRrkpt pricPR. Hilk again provideR an illustration.

The ["rm gate pricp of mi.lk haFl bpE'n riRing whl'E' the maximum price has

remained constant. The earningR of milk proceRsorR would be substantially

reduced if all proceFFled milk wpre actually sold at the maximum price. This

profit Flquep~e has resulted in some milk being diverted from the processed

liquid market to production of butter, cheese, and other processed products

not subject to price control. Also, unprocessed milk sold directly to poorer

urban consumers has been watered down. short weighted. and skimmed, with the

milk and cream diverted to processing.

Whi le most such raw "mi J.k" sold to poor urban consumers appears to be at

the mAXimum price, the quality is very poor and volume likely has been

substantially reduced. The high quality milk (packaged, pasteurized, and

homogeni~~d) continues to sell substantially above the maximum price. The

poor urban consumers actually have been made worse off by the attempt to

control prices.

The Task Force recommends:

o eliminate, as quickly as possible, maximum prices for the four

agricultural commodities (processed milk, wheat flour, hulled ric~.

and sugar) remaining under price control.

o return ENPROVIT to its original purpose of distributing basic

foodstuffs to poor consumers and shift the rest of its functions to

the private sector. Examine alternative, private sector means of

providing food to low income people.
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--divPRt. F:NPROVTT of its tRr~pr storps locatpd in middlp=-inco111e

npi~hhnthnods in thp largpr 'trban cpntpr's by spiting thesp stores to

thE> privatp spctor.

--'-rpducp F:NPROVIT' s invpntory from the re lat i ve ly largp number of

itpms (that now compete with II variety of private sector retail

out lets) to the fpw basic commoditips it was originally intended to

provide.

o consider diffprentiating markets for basic foodstuffs as a basis for

increasing supply. Milk is an example. The lowest income consumers

could be provided less expensive but wholesome powder milk products

obtained (perhaps) on a concessional basis from foreign donors. These

products could be provided either on II subsidized basis, or at cost•through ENPROVIT, and might also be sold publicly through private

sector outlets at market prices (albeit at low prices relative to

whole milk products because of quality differences). At the same

time, the price of domestically produced fluid milk would be allowed

to seek its market level. This dual approach would encourage more

local production and would result in a greater quantity of improved

qua Ii ty milk for a 11 consume ts.

Such a program perhaps could be implemented under the supervision of a

milk control board, composed of producer, processor, consumer, and

government representation. This board would function to insure dairy

products designated for the low income market do not find their way

into the fluid milk market.

Overvalued Exchange Rates

The official rate of exchange was held at S/25 per li throuahout ttl,.

1970s, but became increasingly overvalued in the early 1980s. The sucre was

devalued severa I times lind a crawling peg (deva luing the sucre at five cents

per day) was establisred in March 1983. The official exchange rate was about

S/60 per $1 in early August 1984, while the free market rate was nearly S/100

when the Febres-Cordero administration took office. •



.. 'fhp rpR\llt of prp"iollRly n>rl'tiring many prorlllctR to tf'Fulp at a highly

ovprvalllp<! tatp waR to rliRcouragp pKpottR anr\ RllhRir\i:i\p importR. ProceedA

rpcp ivprl hy PKportprR wprp rpr\ucpr\ hI" low what WOIl Irl havp hppn ohta inprl at

rtpP markpt pKchangp ratpR Rincp pKpottprR rpcpivpr\ AllerPR at the lnwpr

(ovpr'vRllIprI) pxchangp rAte. (In effpct, dollAr priceR pAid for Ikllarlor's

PKportR wprp Rrtificially high.) Ecuadorean importers paid relatiw>ly low

sucre priceR Rince thpy could obtain "carce foreign pxchange at the

overvaillpr\ pxchangp ratp. Thp agricultural RPctor was affecter\ Adversply in

two wayR. FirRt. thp policy pncollragprl irnportR of food At artificially low

pricp,,,!, dpprPRRing r!omPRtic prodllction. Second. thp policy overpriced

pxportR and reduced thpir competi.tivpneRR in the world market. Another

effect waR t.o RubRidize importq for agriculturp (Ruch as fertilizer) which

tenrled to increaRe agricultural production.

The overvalued exchange rate encouragpd widespread illegal trade as

exporterR sought to obtain greater sucre proceeds, and deposits of foreign

pxchange proceeds in foreign bank accounts. Moreover, the trade statistics

were confounded as traders also resorted to under-invoiced exports and

over-invoiced imports as welt as direct smuggling. For example, it is

estimated that in shrimp trading approximately $100 million annually in

foreign exchange was lost from the foreign exchange reserve because of the

previous government's requirement to export at the official exchange rate.

The Febres-Cordero administration has moved quickly to unif~ the exchange

rate for most commodities by significantly reducing the number of commodities

required to be traded at the official rate. The new government established a

three-tiered system--an official rate of 5/56.5 per $1, an official market

rate Jf S/96 per $1, and the free market rate, nearly the same as the

official market rAte on August 10, 1984, but increased to S/113 per $1 by

October 1984.

~ t~iiee Liercd 5J stC"l~-Ts-~ -to- . .
ell UlltlC I
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sectors. All agricultural inputs (fertilizers, seeds, etc.> are imported at

the official rate of 5/66.5 per $1, and wheat also is imported at this rate.

This is an implicit sucre price subsidy of 41 percent on these products,

given a free market exchange rate of S/113 per $1.



~fORt pKports 1101.,0 ,HI" wllupd At thp rpgulAtpd mRI-kel pKdlAnge ratp.

Hhrimp IIOW Are pKpOI-tpd At tldA rAtp (S/9fJ ppr $1), hut sinl'p the ftpp mRrket

ratp is 8/11l pf't $1, some llllll",r--invoicing likply still is occurring with

pIIRU i IIg IORS of fo re igfl pKchRIIgp €OAtflings. No agricultural pKports ate

r€Oqllired to €OKchange At the officiAl rRtp (S/66.S per $1) and only A few

trAde Rt the officiRI market rate.

Dnp increal'lingly difficult problem iR the continual decline in the frpe

mRrket vRIII", of the sucre relative to the dollar Rnd the increAsing degree to

which official and officiAl market rates arp overva lued. When the

Ff'bres-Conlero government took office, t.he offici.al ratp waR about JJ percent

overvalued, and thf' official market rate was about equal to the ftee market

rate. The official rate now iA 41 percent overvalued, and the official

market rate lA about 15 pf'rcf'nt overvalued. [t appears the government ~hould

move quickly to reduce thp official market rate and shift more commodities

toward free market eKchange rates. Maintaining subsidies for preferential

imports of wheat and agricultural inputs is increasingly costly.

The Task Force rEcommends: 2/

a continue the movement toward a unified I free market exchange rate for

exports.

--shift the last of the agricultural products to the free market

exch~nge rate that still are required to be exported gt the

overvalued official market rate.

--eliminate any government bonuses on exports (that are intended to

compf'nsate for losses in trading at the required, Qv~rvalued

exchange rate) or any ta~es.

'!:../ All recommendations regarding shifts to free market exchan::e rates for
agricultural exports and imports also apply to all other sectorD. All trade
should be at the free market exchange rate if Ecuador's economy is to
identify and fully exploit its comparative advantage.
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o plitninatp pfpfpfpntial aCCPRR to foreign PXdtAtlgP rpsefVPFl fof imt'oftR

of whpat anll agricultufal inputFi and t"PfJuirp- all sAIPR of foreign

exchangp for import FI to bp at the ffee ma tket tate. (Since

F1ubRtantiFd RllhFlldi.eFl will bp eliminAtpd, thiFi rpfofm probably wilt

hAve to he implemented in RtageR.)

o eliminatp reference prices fot domestic sales of imtJotted fertilizer,

Agricultural chpmicals, and other agricultutal inputs; involvement of

government agencieR in price setting or price regulation for such

to determine price and allocation; and

associated government control in pricemaximum price for wheat and

setting or regulations,

inputR, with free fllarket R

with wheat flour and bread prices to be

determined by market forces.

Subsidized and Contr01le~ut Prices

importing at the overvalued exchange

Imported

subject to

arechemica ls)and

an input subsidy to farmers from

Government regulations require

importation and Any associated

fertil h;ers

of

rate.

costsonbasedsetbe

agricultural inputs (e.g.,

reference prices, resulting in

pricesthese

processing, so that the exchange rate subsidy is passed to farmers. 1/

The subsidization of agriculture input imported prices and subsequent

price controls furthe r distorts economic signals • Larger amounts are

imported than would be at higher free market exchange rates. This encourages

greater production of agricu ltura 1 produc ts than consumers would demand at

free market exchange rates and prices for inputs. Moreover, since demand is

not considered in setting input prices, the price relatives also are

distorted just as for the set of minimum product prices, resulting in

relative over or under use of each input and the wrong mix of inputs. This

further distorts the production level of 4gricultural products compared to

wrrar consumers wanr-.

1/ In a similar way, the subsidy on wheat imports is passed to final
consumers by the maximum price on wheat flour.
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T,i mi ted Coord i n,l t ion. for Pt'i C P And fl:xchanuf>Ra Ip Po I ie v. .. ,.. ~._. __ ..~. . .~ ~ . ".__~ . fiil:: __ . . ~

Various governml"nt pntitips are involvpd in sl"tting lind administering

priceR And exchallgl" rAteR. The Mor.etary Board hAS rf'Aponsibility fot

exchange ratl" po !icy. The Ministry of AgticlJ lture (MOA) has both ENAC and

ENPMOVIT which help set and administer minimum and maximum product prices.

The Ministry of Industry and Commerce aleo is involved in setting and

controlling somp prices. In addition, various entities of MOA are involved

in helping to set and administer controlled prices.

The situation now involves numerous government agenciee at various levels

with little or no coordination in setting, monitoring, and enforcing minimum

and maximum prices for products, prices for inputs, and exch~nge rates.

The predic tab Ie re su 1t is po I ic ies wh ich frequent ly are inconsistent and

sometimes completely contradictory. For example, highly subsidized wheat

imports (S/66.5 per $1) substantially reduce incentives for domestic

production. At the same time, a minimum price is set for wheat (raised in

October 1984) to stimulate domestic production. Moreover, substantial (and

genera 11y unsucce ssfu 1) effort s have been expended by various government

agencies to maintain agricultural sector eartlings, assure fair profits,

provide appropriate incentives, protect consumers, ~nd assure adequate

supplies in a timely way. The end result of all these interventions has been

uncertainty among farmers, producers, and consumers about prices, inefficient

use of resources, and excess or too little production ot SOme products

relative to what Ecuadorean consumers want.

The transition to a freer market agriculture will require careful

attention to development of an integrated and coordinated government-wide

policy for agricultural development. There is need for senior government

officials to develop such a consensus policy, to help reduce the tendency for

contradictory acdons by lncilvlcluai ministeries. It also will p~~;id~--~

framework for developing more consistent operational plans affecting

agriculture and for monitoring and coordinating the implementation of

policies and programs.

,..



f!'ortllnlltf'ly, thp

inpfficiflllciflA find

10

Fp!JrflR""'Conlpro fldminiAtrRtinn hRA rpcogtdAPd thp

fRilllrPR of A1Ich govprnmPIIl. intprvflntionA in thfl mRrkflt

Rnd hRA fllfE'Rdy tRkfln RtflPA to improvfl the Ai tllRt ion.

o for improvfld policy df'velopmf'nt Rnd coordination, a Cabinet Council

hf' PAtabliAhpd for Food Rnd Agricultllrp chaited by thf' MiniAtet of

AgriclIltllrf', Rnd compriAf'd of approp,-iAte ministf'rA And other

official9. Thf' Council initially should foclIs on developing and

imp If'mf' nt in g an in tp gra tpd gove rnme nt ...wi dp po Ii. cy fo r agr ic uI tura I

de ve lopme nt •

o fllrther, that a Policy and Analysis Planning Unit be establi9hed in

the Office of the Minister of Agriculture to coordinRte policies and

programs across the subsecretariats, and to carry out appropriate

analyses and planning activities.

In making all of the recommendations, we recognize that the adjustments

contemplated will not be neutral, but will be advantageous to some while

penalizing others. The government should carefully consider such impacts and

respond with short-term programs to facilitate necessary adjustments. We are

convinced, however, that these recommendations, if implemented, will lead to

a generally more abundant and lower cost food and fiber supply, and enhance

foreign eK~hange earnings from agricultural exports, which should benefit all

Ecuadoreans.

The Livestock Sector

Growth of the livestock sector generally is insufficient to keep pace

with national needs, even though recent weather conditions have in part

COII~( ibuCf'!d TIl .Li1e be iow-trend growth. However; an expanding poultry

industry has offset some of the slow growth among other livestock products.

Moreover, opportunities exist for relatively quick increases in swine

production with more modern technology. Reversing the trend in growth rates
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in thp cRttlp Allhspetor, howpvpr, will tPfjllitp spvprRI YPArA pvpn Ilndpr

fAvOrAblp conditions, sincp tllp nationAl cRtllp hprd mllRt hp rphllilt.

Accplprfltpd 1'11111 sllst<linpd growth of dRiry And hppf cAttlp nllmhprFl facPA

RPverRI ohstAclps, politicRI, technical, and matkpt rplAtprl, ()np of thp most

!'!igniricAnt prohlpms is pOliticAl, rplAting to land rpform. Thp ever""ptesent

threAt of lAnd invRAiol1 incrPRRPR thp llOcprtainty of thp owner, reBulting in

IpsR capitAl invpstmpnt for land improvempntR and Rlower adoption of improved

technology. Land titling and Recllrtty of land oWllerRhip are necPRsary

ingredient!'! for stability and growth of thiFl FlubRPctor.

Many tend to view livestock feed production as an underutilization of

lAnd. Their common mistake iR failure to take into account the complementary

relationship of land grazed by livestock for which most of the plant energy

from these lands is not in a form that can be directly utilized for human

food. Nor are these adjacent lands suitable for cropplng.

The cattle industry has very low production off-take

reproduction and high mortality rates and poor production

characterize the industry. These problems primarily are directly

animal health and nutrition.

rates. Low

pe rformance

related to

Hoof and mouth disease is a major problem, appearing to be endemic, and

thus it is probably ~nrealistic to hope for complete eradication. Recent

advances in genetic engineering ha-"e promise for solving this problem, but

not in the near future. High abortion rates suggest a large brucellosis

problem, with consequences for human consumption of infected products.

Leptospirosis and bat transmitted rabies further exacerbate animal health

problems.

In addition to poor animal health, poor nutrition is another important

constra.int. Mineral deTiclericy 1s a mafor ra-ctor- a-no-nof sufflcLently taken

into account by producers. Improved pasture management technology packages

should be developed and made available to producers.



To avoid a commnn mistakfl i.n tpchnical assistancfI fot IiVI" S t () e k

production, hoth hf'alth and nuttitioll Rhould bp addfflsspd and not onfl without

thfl othflr. EKpflnditures for impotting improvfld catt1f1 germ plasm will yield

Uttlfl rpturn unlflsR hpalth and riuuition atfl greatly improved.

o tpchnical assistancfl for animal health and nutrition be sought, and

speei.Al flfforts be made to disseminate information developed to

livestock producflrs.

o steps he taken to improve the livestock marketing system including the

allowance for premium prices for quality.
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rllRllfficient Ilgl'icllltllral crellit is one of the moRt. limiting eonAtraintA

to improved agrictlltllr,q I product.ion efficipncy, incrpased out.pul, and higher

living Ataud,qrdR for the count.rY'R rural ppoplp, [t iA variously ~Atimated

that leRA than thn>e'" fi ft."R of thp (urrent dp'l\8nd for credit iA be ing met,

Rf>yond that, serious problemR ar,:. evident with the eKiAting credit delivery

AyAtem, [t iR CUmbf>rROmp and highly inpfficient, and fails to rPRch a large

Aegment of the Rector, notably the numerOUR small farmers.

rnRufficient credit not only constrains proGaction agriculture, but alAo

development throughout the food system including Ator9ge, marketing, and

distribution, both for dompstic and export commodities. At the farm level,

all types of credit arf> lacking: annual protiuction credit to procure inputs

such a9 !'leeds and fertilhers; intermediate credit (t".'o to three years) for

capital items such 8S machinery and equipment; and long-term credit for

facilities, land ~urchase8, and improvements. The capital shortage in many

rural ~reas is reflected at its worst by the associated high interest (annual

rates well over 60 percent) extracted by the "chuqueros." Farmers' failure

to adopt technology likely is more directly related to lack of credit than to

any other factor. Continuation of this situation without significant

improvement would seriously dampen any optimism for significant growth in the

agricultural sector in the future.

The overa 11 avai labi lity of loanable fundA and extension of agricultural

credit are fundamenta 11y re lated to genera 1 economic forces and po lic ies. In

the past, agricultural credit policy has been in accordance with overall

development policy which focused on economic growth through an import

substitution strategy. Buts this has proved to be more benefici-31 w the

nonagricultural sectors than to agriculture. The market interventions and

price policies pursued were designed to favor the consuming public, and have

aJ..-eFscly tiffed.cd agL jcuhule, ptec iuding deve lopmenf anaproClUc tlvity

growth. And, the interest rate po licy has proved to be a serious impediment

to capital availability. Nominal interest rates have remained below the rate

of inflation, and at times substantially so. The negative real rates

obviously discourage saving, further exacerbating the scarcity of funds.



~forpoVPf, R'l R fP'l1l1t of thp complpR, ItrlrPAlil'llic, arlel inhihitin~ rp~ulation

of thp firHHlciRI I'lpdor, thp puhlic hRq rpqponf!prl lIy meintajnin~ R

qignificRl1t voluffif'> of fundq rJlltqidp thp normal hRrlldng chAnnpls, if not

olllsirip ttlP cOllnlrv.

Thp cilpiud gRp for agricllllllrp, whilp thp rt=>q,dt of spvpral intprtc>lAtt=>d

fRctof'q, iq importRntlv rplRtp,1 to thp financial infrRstructurt=> itqplf. Thp

(IFlivpryof crpf!it in grPAtly impRirt=>d by Rn 110000lit=>vahly complt=>K and

pxppnqivp systpm. rhp mRjor inqtitutional supplipn~ art=> tht=> NAtional

fJPvplopmpnt RRnk (RNF), F'ODI\RIJMA. And privAtt=> commt=>rcial hanks.

()vprrpgulation in all facpts UIUqPS unnpcpssary confusion and discouragement.

Too mllch limp elapsfl!'! hfltwepn rpqupst and disbursement, Rnd many worthwhilp

projPcts languish as R rt=>qult. What at fir'lt appears as cheap credit

<iC tlla Ily is vp ry cost Iy bo th to the borrower and lender. Vnrea 1ist ica lly low

lending limits and short-term maturitit=>s cause borrowers to fall short of

filling needs or to necessarily havp to resort to a myriad of inappropriate

t.actics to obtain what credit they can. In short, agricultural credit

gent=>rRI:y is too little and too late, and this is especially true for the

sma I I fa rme r •

The system is deficient not only in financing the critical production

inputs, but also is inadequate for future growth and deve lopment.

Facilities, machinery and equipment, land, and ag~icultural improvements are

extremely difficult to finance either with debt or equity capital. Solutions

to the general credit problem are further comp'icated by the constraints

imposed by the various programs, each of which has its own standards and

criteria which a propsective borrower must meet. Most notably, the lack of

definitive property title prevents access to formal capital markets.

The Central Bank's shortage of foreign exchange causes the country's

agriculturai importers to suffer high interest penalties because of their

friablTrt:.y to meet the payment dates on drafts- drawn--on- thetii- by fore ign

exporters. The practices surrounding imports also discourage merchants who

desire to provide inputs to agriculture. In the desir.e to limit dealer's

profit margins and user prices for items such as chemicals and fertilizers,

I
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till" rlpRlpr iq Yl"fjltir<>rI to qpt fill" rlplivprV pri,P hpfor<> thp tnti'll CORtR Rrp

known ;:lIlri lin foypqpPIl rip I Rvq Rrirl COqt R.,

So mnch rpd tRpp, inqpclIrit.y, Rnrl inr:lrlprJlIRt.p rpt"rn~ hRvp rliFlColJrAgprl

Ipnding to or' illvl"qting in Agric"ltllrp, And PRppci.r:llly ''HI for thp forpigll

fillr:lnciRI comm"nitv. flpeR"'!p govprnmpnt'q prPRellcP in Rgric,,!tl1rp iR 'lO

pprvARivp (RA in gpnprRI hUFlinPAA Activit.v R~ wpll), thp privAtp Rpctor haR

.'lollght, witho"t milch 'lUCCPFl,'l, mnrp govprrlmpnt hplp. PriVAtp FlPctor

RgriclI!tllrp bRFl not hppll frpp to FlPpk ilq own Rol"t.ion~, Rnl FlO iFl RnxiouFlly

RWRi t ing AI gn~ from thp npw govprnlllPnt t.hRt morp rp I iRncp wi 11of" plRcpd on

ttlp prhfRtp qpctor to Flolvp itFl own problemR whUp it rpmOVPR Rome of thp

rPRtrictionA thAt hRVp inhihitprl FInch a dpvplopment.

Improving thp ovprRll credit situation for agriculture will first require

attention to thp overall economic pnvironmpnt to create conditions conducive

to th~ flow of capital to thp sector. Rather than attempt this through

artificial regulRtion, Flubstantive changes ehould address conditions which

will allow the market to allocate sufficient credit to the sector. That

involves reducing the riRkiness of lending to agriculture and enhancing the

return on capital deployed there. But, as a beginning and to focus attention

to the prob lem, the Ta91<. Force recommends that capital needs for agriculture

~e accorded much more prominent consideration in the formulation of national

policies affecting capital. allocation (such as interest rate policy). Beyond

that, substantial r",form of the delivery system will be required.

A useful starting ptace for that is with the two major lenders, Banco De

Fomento and FODERUMA. BNF is the principal supplier of agricultural credit,

particularly to small farmers. The requirements credit applicants must meet

are long and ~~mplexl a significttnt deterrent to small fanners· use of

credit. FODERUMA lends to groups of farmers organized as cooperatives,

associations, and communes. It suffers many of the same problems as BNF: a
•._-_._----_._--~-- .

lu'ge lnetITC:leI"lTbureaucracy, an analysis process that includes requirements

for extensive, complex project studies, and slow de livery of credit proceeds,

to name but Ii few.



o covpra~p flp pxpandpd for produc tinn And lllf'dillm-'tprm cRpi ta I costs. and

thAt 101'111 n:>qllirempnts for both RNF Rnd FODERIlMA bp substantially

I'limplifieel Ariel Rpproval timp l'lignificRntly rpduced.

() RNF and FODf\;RUMA Attpmpt A pilot projpct to grant uncollateralilllpd

sPRsonal npprating loami with a tprm of onp year or Jess, rplying on

notps signecl by the borrower. Thpsp loans shou ld be chat"ged a

nonconce~sionary ratp ,one undoubtpdly less than rates now charged by

the ubiquitous local money lender. A serious pxperimer.t of this type

may provide a convincing argument for reducing the cutll.neotsomE'.,

expensive delivery system now in place.

o FODERUMA's approval process be shortened. A credit committee composed

of the submanager and heads of sections (operations, finance, and

planning) should provide adequate credit control and speed-up customer

servicing, and at less total cost.

o basic financial training be provided to one or more board members of

agricultural cooperatives, associations, and communes to increase the

ability of organized small farmers to gain access to the financial

programs of banks and other institutions.

These actions would do much to stimulate agricultural credit delivery and

to provide appropriate signals to the agricultural private sector.

The Task Force additionally recommends:

o the Central Bank relax its prohibition on rediscounting documents of

more than two years, in an effort to provide more medium-term credit.

0 inc rease intere st rates charged on seasonal produc t ion loans; the

rates shou Id be positive rea.l rates (after inflation adjustment >.
This change must be accompanied by quicker loan a9prova1s , simplified



dfl(!I1l1Fllt RI jon, .qnd I'l t"j Iljn~np~Hl oy thp Ipnelpr 10 r-plv Oil Alit jcipAtprl

('''''II' (top rptllrtHl Aq ,q qOllrcp of loAn rppAymPllt.

o pr1collr.qgp comlllf'lrcjl'li hAnk.!'! to p!l:pAnrl thpir A~ro-'-jnclllstry loan

port folio!! 10 inc I'trlp murp "Iinkpd en>rlit II SchPJneR whprf'by th@ bank

Ipnrlq 10 R finAnciRllv rPRpon~dhl@ food proc@!lsor who, in tlltn,

provirl p !! filtAncing of in-kind production input!'! tn groups of farmt:>rs.

rhp~H' fRrm@rR R~rpp to providp Ihp proCPsRor with raw product in

rptllr-n for thp Ip(hnicAI RRRistAncp, ,qnel .q mRrk@t for their products.

fl thp ANF'lIqp its ~lIarAntf'@ powprR tn co-participat@ with privatp bank!'!

which finanep Agricultural activiti@!'! as /I way to get more privatp

capital into this spctor.

An important contributing factor to the shortage of credit for

agricu1tuTP ill lendprs' perception that financing in this sector is highly

risky. Part of this perception is owed to the present system which limits or

pffectively prohibits lpnders from obtaining the loan collateral in the event

of default. Without this assurance, lendera much prefer to place their

limited funds in nonagricultural loans that provide equivalent returns with

much less risk. The usual ownership documents that V\Juld accommodate the

creation of new debt or title instruments, along with their attendant

security documents (called certificates of value) are not available to either

the borrower or lender. The existence or ability to create these almost

certainly would enhance the flow of funds into agriculture.

An immediate and signi ficant increase in food product ion could be

achieved at relatively small cost by focusing on the small producers (farming

62 perc~nt of the land) and especially in the Sierra region. These small

farmers could be provided with the type of credit which is easily understood

and especially suited to their needs. ~_
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wifh Appcii'll

TPRponRihi I ify

fp.qfurPA Aueh R!'l !'ltrPAmlinpd RpplicAtion fonnA And grollp

for rppRympnf.

fhp Cpnfrill l1i'lnk p!'ltimRtpR thRf in Ad!lition fo thp fllndq i.t iA Ahlp to

trRck thprp i!'l R ~uh!'ltRnfiRI qllRntity of monpy in ttlp pconomy Utllt iq

"illvi!'lihlp." rhi!'l WOld!1 ilppPilT to AllggP!'lt R libprAlizRtion of thp rPRtrAints

thilt now inhihit thp organiz.qtion Rnd oppration of lOCAl "finAnciprAR" or

crpdit UnirHl!'l. Allowing local oWTlPrship ann control of "mch a financing

vphiclp which is capitldizf'd hy a lll:Hlf'st Amount of "mattress monf'y" and

Ipvpragpd hy acepRR to discollnt fAcilitips of the Central Bank or thf'

cofinancing Rnd/or gllarantf'p po\'''rs of othpr govprnmental financing agencies

might attrltet Romp of thf'Sp "hidden MlRf'tS" to mOl"p productivp uses.

Thp riRk factor in farm crpdit increaseR whenever anticipate' credit

rpqllirpmentc; an' not IllPt, i.f'., the loan amount is arbitrarily reduced by the

crpdit officer, thp monpy is not avai lable to the farmer when needed, the

loan rppayment datI" does not correspond to receipt of proceeds from sale of

products or whf'n too much time and expense is spent negotiating the loan.

Much of the riRk associated with these :actors could be reduced by procedural

changes.

The Task Forcf" recontfttt'nds:

o that the Ministry of Agriculture form a task force composed of

appropriate financial authorities, private sector representatives, and

oth~rs to ill1m'!diat~ly find ways to r~duc~ the paper flow and

st reaml ine requi rement s.

Tf\e' now" or caprrar TO Ule sec~oraTSO lS lmpededHoy' 'a-TaW-level ----or-----
knowledge about agricultural financing, loan analysi~. loan administration,

and the lack of literacy on the part of the borrowers. The government must

accept the idea of utilizing credit schemes that involve greater risk of 108s
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hnt thRt RlqO m,qy ShRtply inctPRRp thp flow of fllllds inlo Agticllltnrp (Rlleh

A,R Ihp smRI! f.'ltmpl ptllgr.qm qllggpqtpd Rho"l"), Adelitioll,ql tr,qining for hoth

Il"nding officplq illld h'lflowprR will p"pntllRII" rpehHp thp riRk in thiq typp

of IPlldillg. Aq lhp lOAn totAIR And horrowing hRRp incrpRRp, so will Ihp

II" pAyml"llt

cost" Ilr
rptp ~Ild loqR rAI ioR wi II improvp. Lplldillg PltpR thRt covpr mRrKpI

mOllpv rtllel All Rcld'OIl to pnlvidp A fnnd to (ovpr 10flll loRRPR, whi Ip

highpr th,qn P,pqPllt ('ollcPsRiollAry rAtp,R, wOllld Rt i \I hp fAr lowpr thfln rRlpR

ill thp illformAl l11'lIlPY mAlkp! fHld might hl" All incpntivp for RflvprR.

It is gpllPrAlgovprllmpnt policy to privRti?p AgpllcipR fwd

qnAsi-commPI,'ifll pn!i!ips it owns Alld opprAtpR. If, for pXRmplp, thp

commodity npprAtirlllS of ENAC wprp liquidAtpcl IHIII R wRrphouRP commodity

RtorAgp progrflm dpvploppd, thiq wou!.i pprmit thp crpation of npgotiablp titlp

dOCllmpnts to Rtorpd commoditipR. WarphOlHH' receipts could bP frf'ely sold,

trAdpd, or discountpd, allowing fRrmprs to obtain liquidity and to marl{et

commoditips in A more onlerly fashion. It Rlso coul(1 promotp dpvelopment of

cooperativps to provide storage, processing, and marketing services and

pprhaps hpcnmp all input supplier to other smaller local cooperatives.

Annthpr major factor in the cRpital situation for agriculture is land

titling. Clpar and definitivp titles arp needed to provide lenders with

collateral that can be converted to cash in the event of default. Also,

small fRrmers desiring to increase their hectarsge and become mure commercial

arp prevpnted from doing so by existing prohibitions against renting or

leAS ing additiona I land. Mqreover, the lack of a wide ly functioning land

market precludes ready transfer from one party to another. Policies should

bp reexamined to faci I itate de liberat ions of IERAC, libera lize not only

purchase and sale of title lands but also occupancy rights, and the size of

holdings anyone person may control. Such changes must r~f~~t ~ial ana
political concerns, but also are fundamental to development of an efficient,

modern agriculture.
,,--,,~-----------j=
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Attraction of hoth foreign and domestic invefltment l'apitRI to !l;cuadorean

agriclliture and the food indllRtry r'efJ"in>fI improvpmpnt in thp ovprall

h\lflinp~HI climate, We rpcognizp thRt t.hp Fehrpfl-'Cordpro governll1f'nt, fllily

awarp of thifl, haq alrpady taken steps to enhanc~ bllsiness confidence and

improve the invei'ltmpnt pnvi [onment, hut milch motp remains to hI" done,

Tn recpnt yearR, IIncertaintieq Rh')!lt pconomic policy Rnrl rliRi'latisfaction

with thp i'lyqtpm of control.lerl Rnd multiple I"xchange rates have tended to

pncollrage thp pKpat.riation of savingi'l (pRtimated to bp as much as $L 7

hi 11 ion) or thp;r diversion to thp "invisible" market. In addition to this,

tax regulations afl applied to privatI" instrul1Fnts and dividends (a

diflcriminatory 44 pprcent for forpignerfl, and 20 percent--withheld--for

nationals) favored the purchase of tax-free government bonds offering prompt

liquidity,

A clear. consistpnt program developed to attract local savings and

fore ign capi ta I for agricu ltura I investment cou ld prove high ly beneficia 1.

The Ministry of Finance, having responsibility across most areas of public

and private economic activity, perhaps is the appropriate entity to lead an

interministerial council in undertaking this.

The Task Force recommends consideration of such a program with the

fo llowing elements:

o mobilization of capital now outside the regular financial system by

permitting interest rates to reflect market conditions, i.e' J to allow

them to be high and fl~xibl~ ~nough to tost~f dOi'DeAt Ie SAvtnja.

Adjustment problems might be lessened by trying this first for

agricultur41 export financing, perhaps initially using financieras as

described in the Agricultural Credit section.

o fostering new activities and new financial instruments

insurance or guarant.ee programs to attract and harnass

especially those now held offshore.

through

savings,



Ad rI i t i (1I1R II y, t p rm (' R pit R I t () [i IIR II (' p h p;w Y P <j II i pmp n t filldin [ r R RI r II (' I II r p

imp'OVpt11pllt!-1 might hI" ,qllrflrtpd by pprmiltillg floRting ot A,ljl/RtRhlp rRtf'R.

I'll i R ('0" I d hp A PP I i I" rI i II Rlleh RR PKporf --oripntFd

flgri indl/RtripR which could ,qrljuRI to Rlleh rRlpR RIlII to which thp govprnmpnt

WRlltA llIotP rPROlllcPR appl ipl!. Anothpr AltprllRI i"p iA to iRRI/P notf>A or

hOIl rI fI , P i ~ hp r in AI/CrpR or (lollarR at AttrRctivp rRtp"l, hacked hy R Rinldng

[I/Ilrl or olh"'r RIICh glllHflI,tpP to providp hoth RRfpty Rnd liql/irlity.

Allolhpr A,!ppct of fhp illvPfltmpnl Rnd hllflinPRfl cl imRtp iR thp effpetR of

!lpCiRioll )1. pf thl" AllrlPfln PRCt. PrimRrily, thpflp rf'l/Ilirpmpntfl diflcriminatp

,qgflinflt forpigll CRpitAI by rp<jlliring invPfllmelltfl to be sold to nationals

withill A Appci fifld period which oftfln iA difficult Rnd diAadvantageous

flRpeciAlly whpn the illvPRtmflnt is largp. Additionally, they rpquire capital

to bf' brought in At the official pxchangp rate but remitted at market rates,

And involve differing Clnd higher taK. rates.

TIle Tflsk Force recommends:

o that steps he taken to ame I iorate the more onerous provis ions of

Df>cision 24. Further, that these incorporate favoring the type of

invpstment desired, such as that for preparing products for market and

finding marketfl for them.

Another policy area very influential in determining the investment

environment for agriculture is the tax laws. In the 1970s, the emphasis was

on industrial investment facilitated by a strong industrial incentive law.

That law made possible, in effect, deduction of investments twice. The

accelerated depreciation plus tax-free reinvestment of profits in new capital

items W38 thought to be more respunsible for industrial growth than any other

incentive.

A similar type program for agriculture warrants examination. The

individual farmer already is exempt from income tax, and not likely to make

rea 1 growth anyway. But, association of farmers to 8chieve greater

production and rea I ize economies of size through cooperat i ve s or other

liRsod at ions, ~speeially in the high lands, mot ivated by laws favoring

•



fot'mAtioll of Rgtic"ltllral A~~()ciAliOlHI mRY hI" Ollp wAy 10 Adtipvp Ilf'lPclf'ld

Agriclllt"rAI invo~fmpnf. At fhp RAmP limp, ~IIeh oq!;a(Ii~RtionB will hp likply

I~, provillp hpllf't" wAgp"hpnpfi t pacKAgpR for lahor Ihap ttlp indi vidlla I f",rmpr

COlIIll Afford.

Anothf'lI" improvf'lmf'lnt in oVPl"al1 invP~tmpnt c1imatf'l tf'llAtPR to thp

h"rpRue rRcy ---thf' pRppl"work-- invo Ivpd in ohtA in ing c If'R rAnCf'l B, pt c.

Jnpxppriptlcpd invf'~torB, PBppciAlly fo'..'eign, Arf'l impAtipnt with hAving to

maKP thl" rOllnd" of 80 many governml"nt dppartmpntR. Streamlining Bueh

procedllrl"l; wOllld hl" greatly fAcilit"'ting ,'1nd much morp efficient. Other

cOllntrif'lB l'Ave implpmf'lntf'c1 Ruch RystpmB with considerable success.

Thl" TilBk Forcl" rl"commends:

o crPAtion of a one-stop clparinghousf' to handlp all investment

requirement~ of new (principally foreign) investment. The Ministry of

Agriculture or other appropriate agency might take the lead in

establishing such a system or office for potential investors.

The Ecuador~an government recognizes the advisability of privatizing many

of the quasi-government corporations that have come into existence over the

years. Proceeding with this not only can improve efficiency of services

performed but also is tangible evidence to a yet unconvinced private sector,

both domes,.ic and fore'ign, of the government's commitment to fostering

private enterprise. One strategy Which might prove appropriate in

facilitating public to private ownership is employee atock ownership plans

(ESOP). Such plans could be a means of spreading private capital ownership

to more people in lower economic strata.

Once signa is become clear as to government intent ions to foster the

private sector as the engine for expanded agricultural production and export,

ana Ii conereot pOITcy is To pTaCe-, Tnvestors -'Then' can--oe--made-to-see -----

opportunities for them. At that point, specific efforts could be undertaken

to inform overseas investors. This might best be approached by working

through intermediary private sector organizations such as binational chambers

of commerce and international financial institutions represented in Ecuador.

•



LRtPt, whptl UIPtp iR mOt"p cpttRinty RR to ptpclRP!Y which inVPRtmpntR Rtp

Rought, till" govpt"nmpnt might F1Ppk to hitp individuAIFl, in pArticulAI fon:dgn

mRt"kptFl, to put ppoplp Rnd projpctFl togpUlPr.



THAll r N(i PHACrrCF,S

Thp rlgriclIlt"rRI sp('lor rpcorded fl pORitivp tn~dp hAIRncp

Ill!Os. RflnAllfls. CRCAO, coffpP, And RlIgAr compriRPd over

throughout thp

90 pptcpnl of

Rgricllltllnll pxport pRrningR. Aftpr ppRking in 1979 I'll $'jl.! mi II ion, thp

trRdp IlflliH1Cp dpclinf'd to $211 million in 19f12, dul" to reducp!l volull1P and

lowpr pricPR for thp mfljor- ~lroductR. HpAnwhi Ip, importR (primAri Iy whpat,

vpgptRhip oils. And IHlim,q1 f.'ll"d roRf' to $292 million.

Whilp continllfSd rfS\i"H1Cp on trAditional PKports iR npcfS99Ary, prORpectR

for mflrket growth and fSKport eKpan9ion of thpRp productR flrf" not fAvorable.

All [ACp slow growth pr09ppctA ovpr the long term. Given Ecuador's baldnce

of pAyment!'>, it is critical that fSvflry opportunity be explored for export

diversification and flxpansion. An important element of this is increasing

producti.vity and remaining competitive. Achieving thiR, along with slowing

the growth in food imports, would importantly contribute to a healthier trade

balance.

Sub9tantially strengthening the agricultural export sector first and

foremost requires rationalization of the exchange rate policy. Beyond this,
,

capital availability for technological adoption is necessary, and changes are

neflded in the trading practices and marketing strategies of the export

sector.

The existing system of multiple exch~nge ['~tes and controls and the

pro Ii ferat ion of forms and procedure s cost time ~nd money. Substant ial

losses occur from deferment and erosions of export proceeds. Conducting all

trading at a unified (free) market rate would eliminate under-invoicing and

reduce the expensive bureaucracy. It also would address deferred or delayed

foreign exchange remittances to foreign countries. Imports would tend to be

controlled by cost and availability, thus having Ii" positive impact on dollar

uUiUllCt.S. ;;oreoller, ;:-illllS ab[oad wouid ~~wiiiingTI>---setT·LOElcuador;

thus improving the availability of inputs. We believe that firms involved

already are acting on the basis of free market rates, and could make a

re lative ly easy adjustment.



o thRt AR rApidly RR prRet ieRI, pllchRngp tlltPR hI" 1I1li fipd Rf

dptprmirlPd rAtp,

o COIlRidpfFltlon hp givpn to pprmitting pArticipation in PRtahllRhpd

finRnciAI fllfllrpR markptR pnRhling hoth PKportprR And importprR to

hpdgp UIPlr pricPR Rnd cORtR,

Contriouting hoth to PKpandpd invPRtmpnt And fAcilitAted trading, new

pntitipR, RlIeh RR pffpctivp intprmpdiarv orgRni?Ations designE'd to finance

npw and eKpanded invPRtments in agro-industrips and to facilitate trading in

Pxpott-oriented productR, may pravp advpntagpous.

One "HJch entity that might stimulate private sector development in

Ecuador is aile performing both trade and development functions, interfacing

with foreign (principally U.S.) markets, and taking equity (minority)

positions locally. It could be composed of a combination of local and

capi ta I from U. S. interpsts I and funds from USAID. It 'IOU ld ac t as a trading

company by provid i ng proc urement, de live ry , inventory, and technics 1

Rervices. As a core feature, it could use its resources to expedite the

importation of essential materials through a trade exchange facility (it

would have a pool of hard currency funds which it could advance on behalf of

thE' importer to produce targeted imports, and later be re imbursed when the

Bank eventually provided the currency to the importer). This company would

perform as a development firm by promoting joint ventures and business

expansions, providing venture capital, investment banking funds and services,

and export promotion and marketing assistance.

The Task Force recommends:

o that the government, perhaps with the assistance of USAID, explore the

possibility of encouraging development of such effective intermediary

organizations.



•

W~lj If' modi ficlltion of pJ(c"lIn~p rAtp policy il'! II priority concprrl fo.·

il'ipr(1vin~ thp t.rAl1p pn"honmpllt thpt."p IHP othpr IIct ionR thllt WOld!1 pnr!fllJregp

lI~ricllltllrEd pKport pJl:panRion., Such lin ~xpanRion clearlv iR I'lped(o>d to

rpvprFlP thp dpclinp in thp a~ricultlJrlll ttaop balancp--·from $'j/ll million in

1979 to $21' mi II inn in 19Wi. MoreovE-r, thiR pncompARRPR th~ need to broAden

th .... eKport hARe from ttlf' traditionAl qgriculturAI PKport9 to include more

nnntrllditional lind vallle-;Hlderl IroductR. Thprp il'! Ample potential to do

tldR, hoth for trlJditiomJl and nontrAditional productfl. But, rf'Ali~ing the

potplltiRI iR conAtt"ainpd oy Revpra1 fllctorR AI.lelt 111'1:

o reclucpd qUlllity of productR resulting from improper col.lpction and

handling procedureR. A'1 pKample is CACIIO whpH' high quali~y ptoduct

is comingled with infprior quality product in collection, reducing

avprage quality And precluding price premiums for the high quality.

a nonexistent or lax enforcement of quality control standards and

regulations for sanitation and weights and measures.

a inadequate market infonmation regarding consumer demand (varieties,

packaging, grades, quality and other product characteristics)

available to producers and consumers.

Successfully addressing these prob lems invo lve~ a ro Ie for both the

private and public sectors. Improving collection procedures is appropriate

for the industry. It wou Id appear that the govermnent has a va lid ro Ie in

establishing with the industry and implementing standards for product

quality, wholesomeness, and approved weights and measures to facilitate

commerce and product acceptance in both domestic and export markets.

The Task Force recommends:

o thai the governmen-t, wlth private sector participation, consider a

comprehensive program to review, revise, and supplement product

standards, and facilitate industry in improving exp~rt product quality

through improved collection gnd handling procedures.



Anothpr IHpR whprp sllh'HRlltiRI imprm,Pl11pnt 'Rn hI" pffpctprl is

mRrkp' informRt ion collp,t ion Rn,l rlisspminRtion. rhis ferl'tirps

in Pltport

in "0 I"pmp n t

of All "'ntiti",,, in thp complicRtp,j linkAgp Rmong (,llstompr, pltpr,,·tpf,

procpssor, Rllrl prrHlncpr. Surh Rn pffort is criticAl to mAintRininl:?;. Anrl

"prtRinlv to pllpRn<1ing, mRrkpt ShAfP in thp fRn" of growing compptition.

Tndllstrv AsqociAtionq. chRmhprs, And orgRnizAtionq cleArly CRn pntvidp

critic;dlv npPrlp,1 IpRdprship in snch ",ffortq, pprhRpq foopprAth,plv with thp

r>fi n i q t r· v 0 fAg r i •."nit I It P •

nlPrp iq p"tpntiRI opportunity for pM"pAnrlinl:?; exports throllg;·, Alternative

mRrkpting qtrMegie'" Onp inv"lvps product rliffprpntiation and crflating

hrRnrl lOyAlty. Prpsently. mAny r,clIRdorPAn product" ~uch as shrimp. bananas.

cacRo. And coffpp Rrp conQllmPd in ILH. markpts without identity of their

origin. Othpr countries have eKpanded and CltrflngthenecJ markets by creating

identitipq for thpir prodnctq through promotional efforts (e.g •• Colombian

coffpe and New Zealand lamb). Exploration of such potentials for Ecuador

would qpem warranted. Rnd could bp pursued through a cooperative private

spctor industry and government effort.



FClIil,l(lr'" for'::'''!fr", 1'::'<lOIl"P hol,l<l V"'<lf potenti,q! for ll1P",tin~ f!ompqtic

m",rkef wood pHlflllct llppdq, pl(pRndin~ pmplnV!llf>nt, ~",np.,qt in~ fo,-pi~.n pl(('hRn~""

ilnd for mPpt ing I riti'il! hOll<ling 111"1"<1". f)pvp!opment, wi<lp U"P, And

«Hl<:prvAtion of Ihiq '-1"'-(111'-('1" irn,olvP<l rO!f'<l fflr !loth privatI" ,qnd puhlic

Although ilpprllKim",t p lv onphillf flf thp (rlIlOtr\l'" flrpA iq forp<ltpd,

cnntrihlltion to (;NP i" il rpll'ltivply qmall four ppr~·pnt "Inti pmploVmPnt iq I",,"l

thcHl 10,000. ~fO<lt p(or)omi( I'let i\ritv rpll'llpr{ to fOT'f,,,try (E'ItCppt Siprran

PII('illv£,I'I" pl,qntin~(1) h,qq involvpd Pltplnitl'ltion (If nAturRI forp"lt!'!. Tn the

Si",r'r,q, pOplllRtion prp"<lllrp,, rp!'!ltlt",d in nAturRI f(lrp!'l~f! dfJArpd for fuel and

clIltiv03tion, with conspqllE'nt "prinll"! !'Ioil pro!'lion problems. Extpnsive

f!pforp"tl'ltinn n(IW if! occllrrin~ In thp Orientp As~()ciated with petroleum

dpvp lopmpnt Rno co lonizat ion. And, thE' natura I forests of the coast are

inere,q"ingly thrpatpnpo by "pttlpr and timbE'r conee""ions.

Rpqpon"!ibility for establi!'lhing forest policies and coordinating

dpvplopment of thp "petor is vpstE'd with the Ministry of Agriculture's

National Fore"!try Program. It is the only institution with functions

spannin~ all aspects of forestry including national perks, protective

forests. rpforestation. and management of productive forests. Many .;>f its

activit ips and resources are de~~ted to reforestation and forest management.

The private wood processing industry is modern, technically advanced, and

has been growing rapidly. Industrialized largely in the past 20 years, a

large number of various sized plants have been established to manufacture

forest produ~t~. ne~ver, in4H~triftl U~~ still accounts fur a Telati~ly

small proportion of domestic consumption. Wood product exports, which were

relatively small but growing (to $35 million in 1981), since have plummeted

wltn -TIlE' ross oT iiiiportantColomb[an an-If -ve-llezue ian mArk-;t-;~-I;dustry----

capacity far exceeds domestic demand, and development of foreign markets is

urgent ly needed.



r!lp gll~1 "f l1!,vprllmPIlI p"ljrv ffl. fOTp'llr\, i~ qlRlpr! I1q tl. .'l villJI

nl1t"rl1l rp"l'"l!cP In hI" prnlp,Ipf!, ,nnlr"l\pr! qn,\ inCrPRqpd '" hp Rhlp In

"hl,'till l!lp n1R!(i""'l1l !lpnpfi, frnm IhpiT pri1TlRI f"ndionq ~1f('h Rq tllp prpvpntion

"f ""il prnqion, protpcti"n "f ilq ~"Rlprq, wil,llifp Rill! olhpr rpq'lt!tcP'l, to

pror!",p fflr Ihp hpnpfit of prp'lpn! ;:md fnllHP gpnprRtionq," (~TPRtpr

dpvp!"pmpI11 nf till" f"rp'lt inrl"qtrv ". ,pRli?p morp nf itq p,,,nomi( pnfpnl iRI

Ip'll/irp'l Clpvpt.'tl prohlpmq '" hp rpq"IVPrl. A 1I'lpf" I opginnin~ iq TPvipw of

nRli,,"RI fnrpqtrv poli,v In mOTp ,lpRrlv rlplinPRfp fhp rolf-I,,! of fhp pl/olic

'til" pr!VRIp qp,.1"'''.

() Fl complpfp dplinPRtion of thp ~ovprnmf'nl forp"!! land"!, And managpmpn!

of thp'lp land"! fOT 'l\l'lIRinpd yipld'l for timhpT production and soil and

WRIpT conqprvRtinn.

(1 incrpaspd rpforpstat ion in thp high lands for timber production,

prosion control, watprshpd managpment I and creation of employtllE'nt with

privatp implpmpntRtion.

o joint devplopmpnt with the private sector of domestic and export

market promotion for wood products, and streaml,ning regulations which

control timber flow.

o develop with private sector input a master pian for future pulp and

paper llE'E'ds, drawing upon thf> se~reral studies that already exist.

o analyze the inpfficient and de,tructivf> sawmill and board

manufacturing mPthods of the small board producers and assist with

introduction of efficient technology.

o provide the private sector with long-term credit

guarantees to encourage reforestation activities.

and special



o ,qrlll I V,?P

privlltp

rpqpRrf'l,

thp rpqp;=trrh opprlq of thp forF'qt rv pro~rRm, loint Iv

qp,'tor, rlpvplop prioritipq Rnl! finRn('in~ to

npPd'l.

with thp

IH ('omp I i 'lh

Forep fpcomml"nd'l thl" privAtp

pp r f" rmin ,q r'" II q 'H H' h .q q :

'If. e tor, wi th ~(lvl"rnmf'nt

., rl P vp !,1pmpnt of 11'Irg p 'lc1'IIp, low Co'lt wood hllll!'dng tn

(f'itici'l! hOll'lingqnr' pmp!nVllIf'nt nppd'l of tllP COllntrv.

hp Ip nlPpt

invpqtmpnt in long-tf'fm rpfOfP'ltAtinn with Appropri.qtp QpclItity

thAt invP'ltmPlIt 'lueh aq pliminRting thfl thrpat ftom colonization.

fo r



'j I

fIIF AqnAClJf, f{JRI\ INIHISTRV

Con! intlpt! growth of thl"- fi'lhing indll~try hR~ hppn An importRnt pKcpptinn

to rill" gpnprRI 'If..Agnat ion in pKpnrt growth in rpcpnt vparq. rhi q occtlrrpd

IRrgplv hpCAIIRp of growth of 'lh,imp fArming, which hRq boostpd F:ctlAdor to thp

'lpcond IAr~p'lt <;hrimp pxportpf in fill" worl<1 (Aftpr ~1pKico). Fi'lh And 'lhrimp

pxporf<; togpthpr now nHlk 'lpcond to pptrolpum.

Shrimp f.'lrmin~ hpgAn in thp pArly 1910" in Ulp qWRmpy lowlAndq of El Oro

;lnd GU;lYR'l Provincp'l. TodAY, .~~~rimp r",nn" havl" g"lwn to 60,000 hectAre'l, and

prolfidp Rlmo'lt thrpp-fourUI'l of the commPrcial product. Thl" rapid growth ~s

PKplainpd by 'lpITprAI fActorq: A conducivp climatp; A devploped indust,y

which WIHl Ahle to rApidly divenlify And pxpAnd; pstabli'lhed tips to a ready

markl"t (99 percent of Ulp pll[port~ an' directed to U.S. markets); and strong

pconomic i ncent i VI" q !'luch R~ tAri ff - free importat ion of capi ta I eq ui pment and

sllhqidized credit.

The situation for the rest of the industry was not so favorable. Exports

of mackre I and other non-tuna fi sh havp dec 1ined from the 1981 peak.

Fishmeal exports which had grown rapidly from 1970 declined in 1983 as both

economic and climati~ factors deteriorated--warming of offshore currents and

weakness in major markets (Venezuela and Colombia). Utilization of canning

capacity has fallen precipitously, and many companies are on the verge of

bankruptcy. Non-shrimp exports will be some time in recovery. New tMrkets

must be found, and some time will be required for recovery of the fish

reserves.

Shrimp exportR, on the other hand, remain promising. Modification of the

exchange rate, ample processing capacity, a growing U.s. market, and greater

maturity of the industry portend t~e potential for continued strong growth.

But, there are critical problems faced by the industry which must be overcome

rather Quickl v.

The most immediate problem of the industry is insufficient larvae to 8eed

the existing areas available for cultivation. As much as 40 percent of the

land is underpianted or without seed. Much of the larvae used in the farms



hRq hppn wi 111, (011",,11"11 in Ihp pql"Rripq. Rllt Ihp rRpid growth of thp

indllF!Iry, whilp f.'liJing 10 IHlopl pfficiprll ~lrRcli('pq, h.<1q CRllqpd f'!priollq

dpplpliorl of Ihiq qOllrcp. Horpovpr, milch of thp RVRilRldp ~wpply if'! wRstpd

hv illpfficip"1 prodlH'tion. RpRdy RVRilRhility of IRnd on concpssiol1RI tp!'IllS

for flooding hRs Ipd tn conqillprRhlp pxlprlqivp ('lIltivRt iOIl thAt WRRtpR Illuch

of thp '1ppr\. 1'111, PVpll with milch Ip~R pxtpn'livp Rnd mo!'p pfficipnt intpnsivp

r'ltltivRlioll, thp wild '1ppd JRrvRp ~:lOlIr('p wOllld continllP to hI" R constrRint to

growth "f thf' indll<:llry.

longpr Iprm '10 lilt iOllq Rrp f'!ollght.

Thp fRRk Forep !,pcomm",ndR:

o imlllf,oi.qtp implpmPlltRt ion of an pxtpnsion-education program directed by

thp indllstry to improve handlin~ techniques during collection and

transportat ion of wi ld larvae, and to he lp farmers obtain greater

survival of available larvae through improved husbandry.

() devp lopmpnt of a stringent program to end destruct ion and protect the

mangrove areas which provide a vital habitat for the wild shrimp

larvae and many othp.. aquatic and terrestrial species.

Larvae hatcheries to provide an assure supply removes this contraint.

Over the long term, th~ pressure on th~ larva~ 3"pply ~an be red~ed 9nly by

larvae produc ... d from captive animals. But, this requires sophisticated

technology and long-term capital. Presently, the availability of only

short-term capital precludes development of this part of the industry.

Traditional lines of credit are unavailable for hatcheries because they nov

are viewed as research and development. This presents a dilemma in that

~redit and other policies appear to be conflicting, leading to unwise

depie (ionurlr- i(ing-term resource.

Incentives Bnd long-term credit are required to encourage technology and

infrastructure development before the problem becomes more acute.

J



~f Air, t 11 i n i n Ii; inA t "I' t po R i t ion n VI" t t imp

rp!jtlirp long tprlll ,p.pitill fnr

pfrici"'IIl'V IlR WI"ll 1'I'l II"'W tprhnologv.

il

with growing illtplI'lP ,ompptition will

(' 0 II till liP rI IllO ,I I' r !1 i ?, R tin n 1'1 n ,I i Ilf r ~ ,<"j fI p ,I

Allothpr importllllt conl'ltrl'lint to thp inrlnqtry il'l if'll'ltlring thRt I'lhrimp I11Ppt

!Jill'll i tv I'ltl'lnrlRr,l~L F\xport product'l fAi I illg tn ,10 'l(\ un<lprminp thp reptltRt ion

of thp PrJt hI' inrllll'lt rv.

(\ t h if t q Ifill i t Y I'l t 1'1 II d R r rI 'l for ma i0 r rnA r kp t :-l hf' fld 0 P tpdt0 pr (I t f' C t the

intpgrity of thp inrh''ltry.

FArming (If Aquat ic qpecipq other than shrimp is constrained by the lack

of rnode,-n tpchnology, knowlf'dge of pxtprnal markets, and capital. Declining

harveqtq, overcapit.Jlizf'd flef't!';, And changf'!,; in COnSlll11Pr preferencf's arf'

fot-dng contraction of thf' i.ndustry 8S well AS diversification into

undprutiliZf'd spf'cles. Thf'rf' is considf'rablf' intf'rest In diversifying the

aquac III turf' basf'. St ruc tura 1 change is requi rf'd for thf' indust ry to remain

pfficif'nt over the long run and to shift to nontraditional species. Such

changf' wi 11 req'Jirp capital investment, new technologies, and market

de Iff' lopme nt •

The Task !orce recommends:

o an appraisal first be made of the technical and market conditiong

before beginning specific diversification plans.



RFC;F,ARfH~ EDfl(:ArrnN! ANn E){r~NSr()N

thp ('olmtrv''l hllman rp'lOIHep'l. fhl"RP rPROIJrCP'l IUP crllcial to adaptAtion of

;:>)(ic:;ting tPchndlogv, crl"ation of npw tl"chnology for thp futurp, and for

pffpctivp r1iC:;'lpmin,qtion and II'll" of Il"chnologv in applipd forms. Thic:; pntails

n"t 'Jnlv training tPIH:hl"rc:; And '"l"C:;PArchprs, hilt also PKtpnds to the many

TIll" fac:;k Forep obc:;prvl"r! that highpr pducat ion in thp sc ienCf~S is not

adpquat;:> to tIFl"t either currAnt or future scientific and U'chnical ne",ds of

th", nat ion. Thi'! c:;ituation ic:; further eKacerbated by relative low salaries

and consl"quentially low esteem of many capable scientists and technicians,

many of whom arp well train",d and highly capable. Faced with this m:>rket

prospect, they seek and find employment either autsid", the country or in

activities other than those for which they were educated.

A major problem is :"he inflexibility io budgeting public funds for

suppart of education. The problem has much less to do with funding levels

than with ability to allocate or reallocate funds to !'IEet emerging needs.

The result is a higher education system rapidly becoming sacrosanct.

Relaxing the funding rigidity and elevating this truly national need in

higher education to the proper level will require extraordinary measures. It

requires sensitivity on the part of the institutions themselves as well as

sensitivity of the political forces to the concerns of the academic

community.

The Task Force recommends:

o consideration be given to formation of a National Science and
.,.._ L __ lI __ •• ~ __ ..I ••• _•• _ •.~ _to '-.. -... , ••• - •

t ... -_.tl1 __ L_6) lJ_U.O ~-- ac;tsc ~.,c .. t.,~5t.C", 0 ...1I& .. IC::U'~G~e 0., l.€sea,,'.,

education, and extension.

The National Science and Technology Board initially should be composed of

~cienti~t~ from 8everal disciplines and both from Ecuador and elgewhere&



'!pmhptqqflllltlrl h",vp intptll.'lti'"lil! qt",tllrp, pprll.'lp'l Ntlhpl Pri?p winnpr'l, In

p!pvAtP Ihp diq, lI'lqi'ln,:; Ahovp tpchnieAI ArglllllflIH'I .'llH1 tllwRrd IllflPting natiollRI

I1PP<!q, r;lIfll.'l h()(lv w'"lld providp pppr eli ;:l!ngIlP hptW("Pll thp ;:lc.'l<!pmir

"Omllllll1it'l. thp Rtli'lrd, And ,qppr"prii'llp politicRI lpltdpr'l. At till" !Hil1lfl timp,

it cfl111d hplp d.'lfTlppn ,qn\(iptip'l limong thp .'lc.'ldpmic commllnity lihout lo'ls of

f t p I" d 0 m. 'l t '" h iIi t v f f1 r 'l clio I .'l r 1v p' I r c; II i t q, ;:J £1 dot hp r i 'I 'HJ P 'I (1 f concpr £1 •

o till" N,qti<ln,ql Sclpncp "Inri rpchnol'lgv AOlinl rpvip.., and dpfillE' a 'lttatpgy

f,lr impr,'vir)g thp fllncti'Jnal rplation'lhip bptween education, rpsearch,

ilnd p'l:ten'lion.

AgriclJitural ",ducation no.., i'l separatf'd from research. ElCtension is

fr:igmented int<1 small unit'! and noneKi'!tpnt for several commodities. These

three services '!h'Juld be intprrelated. Each is part of a continuum that

cannot be separated or fractionated and still remain effective. Educatton

depends on re'learch for teaching matprials, and extension is effective only

if it utilizes valid research and training ltI:'thods. A capable extension

sprvicp can be effective in idenUfication of practical researchable farm

problem'l that constrain production.

Resparch emphasis should be given applied or adaptive technology 8'1

opposed to basic research. For example, improved varieties for several

commodities could be placed in widespread production in 8 short time and at

r~latively low research cost if proper institutional interrelationships

existed between research and extension.

~ high priority ~ffurt for g~ed improv~ment and distribution would yield

large dividends to the nation. The private sector, through production of

quality seed supplies for wide distribut.ion, should be considered an
-~~-~~~~- ~-.---~~. -~~~~-- .~ ._~~-~~~-~._-----~------------

important component of this effort.

The Ministry of Agriculture is required by law to set seed prices. These

prices are intendE'd to re fleet produc t ion costs. EMSEMILLAS, a mixed company'



r!pvpltlpmpl1t hAnk It)An PVPIl though it hAR

fr,)m tllP ~fi n i <:1 t. rv tlf A~ri '~\I1tllrp.

FArmpr .qd,'ptiun of improved c;;ppd ie:; rplAtivplv low. Thp rPA<:10n<:1 for thi<:1

iHP IInclpiH, pArticulArlv if it je:; prtlfitAhlp to dn <:111. Howpvpr, it likply

rpli'ltps to crpdihi I itv--farmprs lAcking pvidprlcP nf tllp t""l1pfits. hut tllp

lrlck df pr"dllctinn crp<lit is pprhRp<:1 milch mtlrp importAnt.

From.q brtJAd pllblic t,pnpfit vipwpoint, thp extpnsion-resE'arch

organizations qhoul<l hp chRrgpd with identifying rp,Hlons for thE' low adoption

ratp and to qllant ify pxppctpc! improvpc! rpturn<; IInder typicAl farm conditions.

Such information thpn <;holll<l bp extpnded to those providing credit to

fa rme r s.

Thp Task Force recommends:

o immediate attention be given to quantifying cost and returns for

typical farms in use of improved practices that are known and could be

eaqilyadopted.

J

o the resu Its of such

providing credit to

farmers.

analyses be made available to organizations

farmers for their use in encouraginR adoption by

IN lAP is the pub lie agency wi th respons ibi 1 i ty for genet ic improvement

research and seed certification, an appropriate function of the public

sector. However, progress in these functions is lagging. Moreover, use of

technology generated elsewhere, particularly 3t t~ lnternatlenal research

centers, is not being utilized nearly as much as it could be. The reason8

may relate to organiz~tional factors, funding levels, lack of appropriate

personnei, --o-r-simply managemenE--Iack of duectlon and objectives. However,

given the important responsibility of this agency and its potentially pivotal

role in advancing Ecuadorean agr.iculture, immediate attention is warranted.
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o immediate atte~tlon be slven to deterMlne the dondltlons neaessar, for

.trenl~h.nln~ and lmprovlnl the aativ1tles ot INtAP.

aeoentlt. the prlvate seotor h•• been lhor•••in.ly intere.ted 1n inv••tlna

1n the produotion, pr.paration and distribution ot leed.. The pr1nolpal

Ii_italion for Ire.ter partioipatlon ..... to be dltaotlt retated to the 1.ww
and pol101e. uf tha aovern.ent.

the .ra.k .. rorc, recgnwnd'l

o a ra-evaluation of lovernmental polici•• with r • .,eot to intervention

of the private .ector in the price of ...d, with the object of

••tabli.hlnl a more favorable atmosphere for inve.tm.nt. on the pert of

the private .ector In the produotion and di.tribution of .eed••

In addition to the national need for a batter preparation of huaan

re.ource. throush improvement 1n bisher educat1on, there 1•••horta.e of

b••tc alricultural aducation and traininl at intarmediate laval. and it.

application.

the Ta.k rorc. rec0mptn4.:

o the creation of ••011d educative bod, dedicated to app1184 and

practical alricultural re.earch, exten.ion, and education.

ft. '.SU.la 6IElc01a Pan,ricy' of Honduru. enwwm111alo.wn .. the 11
Z'l2rlDo School, i. a model .chool dedicated to the typa of trainina

cont..,lated and 1. con.ld.red international1, a. one of the be.t ift th•

..",ld.-'fiRr ,,,uwat•• of thi. Icnool- an hllhl, ••tiiMd 1ft the entir. resion

and .an, Icuadorlan1 ba.e .tudi•• ther.. AI an alternative to the foundlna of

a .t.ilar .chool ln Icuador, the po••ibillt, of e.tab1i.hina fo~l tie.

directl, with the 11 ZDorano School could bt explored.
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Puhlic sector orgRni2Rtions relatecl dirpcl.ly to agri'lIltllrp include the

Hinistrv of Agt"icllltllre Rnd othpr pllhlic pnterprisps that Rn' attached to it

by law. Thp l."Itter incllldp,q d02pn or so pRrastatals or quasi--'government

,'rgani2ations tl1Rt hRve COIllf' into PKistpncp over thp years. If! While there

perhaps "'RS Rmple justificRtion for thpir initial creation, conditions and

ClrcumstlHlce<:; havp changpd over tilllf'.

functions <:;ti II vested wi th the.:;e organizations could h", perfonned more

efficiently and at lower cost by the private sector. This appears to be true

especially for ENAC and ENPROVIT. Overall, the Task Force suggests that

Rctiviti",s of all parastatals be revi",wed and that wherp private sector

capacity exists, thp functions be shifted and the parastatal scaled down or

abolished.

Short ly aftel" taking office, the Febres-Cordero government reorganized

the Ministry of Agriculture, abolishing the previous structure and replacing

it with four subsecretariats reporting to the Minister. Two of the

subsecretariats are for geographic regions: the Pacific Coast and islands

and the Sierra and Amazon rpgion. A third is for agricultural marketing and

re la ted independent agencies with broad functions for research, water

re source manageme nt, et c. The fourth is for administration. The

Presidential decree specified functions for each subsecretariat but without

detail as to organizational structure and staffing. The Task Force was asked

specifically to include the organization of the MOA in its review.

4/ Among the organizations are:

ENAC - National Institute for the Storage and Marketing of Agricultural
Products

- National Company for Vital Products
NationAl ~~~n r.nmnonv

I

National Seed Company
Ecuadorean Institut~ for Agrarian Reform and Colonization
National Institute ior Agricultural Research
Ecuadorean Institute for Water Resources
Center for Economic Recovery of Azuay, Canar, Morona, Santiago
Center for Rehabilitation of Hanabi
National Institute for the Colonization of the Amazonian Region

ENPROVIT
ENOES
EMSEMlLLAS 
IERAC
INIAP
lNERHI
CREA
(~RM

,:NCRAE



fhp nPlf qtrlletllrp iq confli(lprflhlv (jiffprpnt fron! thp prpviollA Of!P, in

t hRt i t

pRrticlIj;n Atrlletllrp will gllflrRntp p Rn pfficip"tlv fllnctioning htU-pRlIFt"AFY.

Hi'lthpr,14p think thiA rPAlIltq from qtrong IpMjprqhip i'lnd commitmpnt of fltAff.

Whilp thp new organizAtioni'll Atrllrtllrp Addrp!'l!'lp!'I PKi!'lting problems, thf'

potpntial AI~Hl pKiAtq for IlPW problems to pmprge. fhiA iA moAt likply to bfl

ttllP for- tllp gpoglAphie SlIh!'lpcrpti'lriAtA. It iA Wf'lj known that thf' two

rpgion!'l hAVP A long--stflnding. IIAIIAlly hpalthy, rivAlry---in hllsinPAS Arl(J other

pndpRVOr-q gpnpr,qlly. Thp potpntiAI PKiAt!'l for devf'lopment ;md implementation

of policipA and programs nripntpd to each region that may be dirpctly

contrAdictory, duplicativp, or in combinati.on not the most efficient use of

!'ICArcp national rpsourcps. An PKamplp is crop divf'rsification. The coastal

rpgion apppar!'l prpparpd to placp greatpr pmphasis on soybean production and

proc.p!'l!'l ing, for oi I, l11Pa I, And pX,\wrL At the same time, the Sierra and

Amazon appears prepared to emphasize £levI" lopment of large-sca Ie African oi I

palm plantations and processing <.Apacity, again for oil, meal, and

PKportation. The country cannot afford both.

Wfl bflI ieve this emphasizes the essential nature of an

across-subsflcr~tariat coordination function to ensure development of national

policies with regional compatibility. We would suggest that the policy

analysis unit (discussed on page 30) is the appropr.iate entity with Which to

vest this function.

The subsecretariat for marketing has tentative plans to divest ERAC and

ENPROVIT of functions which the private sector has the capacity to

efficiently perform. At the same time, its plans to expand and improve the

basic data and information gathering functions are very much in accord with

needs, both to better inform producers and agribuaines8 of current economic

conditions and to provide invaluable input for informed policy development
--~ ----------- .---------

and program planning. But, succeuful design and implementation of such an

in format ion system will require care fu 1 coordinat ion ac r088 all

9ubsecretariats of the Ministry. We believe this is another appropriate role

for the policy analysis unit.
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Wp RI!'lrl rpco~ni~p thRt tllp F'phrPR Corr!pro gtl\1pnlmflut inhpritprl o'l mlHI~ivp

hllrPllllrrRcy II £1 rl tho'lt tllp HOA iR no pltcpption. (;iVP£1 thp Jimitprl flpltibility

for rpdtlcin~ pmploympnt in thp MOA, thp ('hRllpn~p hpc(Jmp~ finding Wo'lyR to

moRt pfficipntly IItili?p Plti!'!ting !'!tRff whilp diligPlltly allowing it!'! Ri?p Ir

Rhrink.

* * *

fhiR cone I,,<!p!,! ollr trpatmpnt of !'!pf'ci fic ~UPRS of thp RgriclI1turp Rnn

food !'!y st 1"1"1 which Wf' pxaminpd in nur effort. In closing, we reaffirm our

hope that thi!'! miRsinn will sprvp as only the beginning of a renewed effort

to address thp prob lems that confront Ecuadorean Rgr icu I turp. We were

delightpd that at thp conclusion of our mission President Febres-Cordero

pmbracpd the suggestion of a joint Ecuadorean-United States commission to

plan follow-up Rctivities.

Our government, and especially the Agency for International Development

personnf'l, stand ready to assist and to fully participate in these subsequent

activities. And, we reiterate that the individual members of this T8Sk Force

are prepared to 8ssist in any capacity in which we might make a contribution

to improving the agriculture and food supply for the benefit of all the

Ecuadorean peJple.


