
-
,'."

-t>"
.,'\.

p~ .. A As- -:r::L3
l So -fJ " '"-?:> q q 1- '2-

Partnership for Productivity
International

A SMALL ENTERPRISE DEVELOPMENT PROGRAM FOR ECUADOR:

ECONOMIC BACKGROUND PAPER

under the

SMALL BUSINESS CAPACITY DEVELOPMENT PROJECT

(Contract NQ. DAN-5317~C~OO-3085-00) for USAID Ecuador

Prepared by:
Partnership for Productivity/International

Jorge Sanguinetty
Albert Berry

Augusto de la Torre

Prepared for:
Private Sector Office

U.S. AID Mission, Quito,
Ecuador

JUNE 1985

. " .~.

.li1~i'~_7 .



A SMALL ENTERPRISE DEVELOPMENT PROGRAM FOR ECUADOR:

ECONOMIC BACKGROUND PAPER

under the

SMALL BUSINESS CAPACITY DEVELOPMENT PROJECT

(Contract No. DAN-5317-C~OO-3085-00) for USAID Ecuador

Prepared by:
Partnership for Productivity/!nter'national

Jorge Sanguinetty
Albert Berry

Augusto de la Torre

Prepared for:
Private Sector Office

U.S. AID Mission, Quito,
Ecuador

JUNE 1985



TABLE OF CONTENTS

I. THE IMPORTANCE OF THE SMALL ENTERPRISE IN

THE DEVELOPMENT OF ECUADOR.

1. The Potential Contribution of Small Enter-

prise in Economic Development. 1

2. Small Enterprise in Ecuador. History,

Characteri~tic~ and Past Performance. 5

3. Thp- Si~e Composition of the Non-Agricultural

in Ecuador. 7

II. THE ENTREPRENEUR.. AND THE BUSINESS ENVIRON

MENT.

1. Introduction. 12
2. The Trade-off between the Entrepreneur and

his Environment. 13

3. The Small Entrepreneur in Ecuador. 14

III. THE LABOR FACTOR

1. Introduction. 19

2. The Small,Entrepreneur and the Ecuadorean'

Labor Market. 22

3. The'Roots of the Problem and the Principles

for an Action Plan. 25

IV. THE FLOWS OF CREDIT

1. Introduction.

2. The Pattern of Credit in Ecuador.

3. Policy Implications.

V..OTHERPOLI.cY/PROGRAM. .. AREAS

1. International Trade.

2. Technology and Management.

3. Fiscal Incentives.

4. Access to Material Inputs and to Product

Markets.

5. The Question of Quality Standards.

6. Minimization of Harrassment.
;

29

32
33

36
37

39
39

40
41



VI. THE MACROECONOMIC POLICY-PROCESS AND
SMALL-ENTERPRISE SECTOR IN ECUADOR

l. Macroeconomic Vis-a-Vis Sectoral

Policy. 42

2. Interaction Between Macroeconomic

and Sectoral Policies. 44
2.1. Participation in the Policy

Process. 44

2.2. Unintended Sectoral Effects of
Macroeconomic Policy. 46

3. The Major Current Direction of

Government Policy 51

VII. CONCLUSIONS AND POLICY OPTIONS 54

I

FOOTNOTES

Annex ·A: Tables cited in the text.

60

64

Annex B: Employment Patterns in the 1970s and the 19805. 73

Annex C: Estimates of the Share of the Labor Force Earning Less
Than the Minimum Wage. 84

Annex D: The Survey of Small Industry, April 1985. 85

Annex E: Notes of Problems and Prospects of Small Manufacturing
Enterprises in Quito and Guayaquil, 1985. 91

Annex F: Notes on Frequencies ~nd CrQss~Tabulations Relating to
Institutional Knowledge of Entrepreneurs and Their Views
With Respect to Support Received From Institutions. 108

ii



-

I

-.

-

I.~ THE IMPORTANCE OF THE SMALL ENTERPRISE IN THE DEVELOPMENT OF ECUADOR

1.- The Potential Contribution of Small Enterprise in Economic Development.

small enterprise (defined broadly to include very small enterprises such as the

artisan sector in Ecuador, but also larger establishments such as those referred to

as Ecuadorean small industry)'plays a different role in economies at different

levels of development. It tends to be more important in economies at early and

middle stages of growth. The main reason is that it has the capacity to produce

using relatively large amounts of labor with modest amounts of the still scarce

resources -- capital, imports, and sophisticated organizational capacity. Larger

scale enterprises, for a variety of reasons tend to be heavy users of these scarce

resources, while requiring little of the abundant resource, labor. As a result they

tend to be, with as always some exceptions, econanically inefficient in the early

stages of development. The inefficiency is often disguised by high rates of

protection against imports, by high levels of subsidy from the public sector, and

so on. Awareness of this inefficiency is often blunted by the confusion between

engineering efficiency (modern technology, high ratio of output to material inputs,

etc, ) and economic efficiency; there is no necessary correlation whatsoever between

these two. A further source of confusion is the tendency to equate efficiency with

high labor productiVity, when in fact high capital productiVity is much more to the

point. Finally there is a tendency to overplay the fact that large enterprise can

creCitewell paid jobs (especially whel'l fCivoured by high level.s. of pro~ectio~).Lbu~ ...

to forget how. few jobs it creates; small enterprise jobs are not as clean, relaxing

or remunerative, but there can be a lot more of them.

A good rule of thumb then is that in quite poor countries very small establishments

are likely to be the most efficient. In middle income countries, an in-between size
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category is likely to be most efficient, while only in developed industrial

economies are many large firms likely to be on top of the efficiency spectrum,

though even then small enterprise continues to play an important role due to its

advantages of innovative capacity and flexibility. A quick look at which Ecuadorean

manufacturing products are price competitive suggests that the main examples come

from artisanry and small industry -- furniture, shoes, various items of textiles &

clothing, etc •

With the rise in Ecuador's income, especially over the, 1970s, the potential to

compete (without any or much protection) should have gradually shifted from

artis::mry towards small and L~''!dium enterprise, and indeed the growth of these

sectors was quite rapid over the decade or so pr'ior to 1980. Large enterprise also

did well, though at least in the case of manufacturing this probably owed much more

to high levels of protection cum subsidy than to basic economic competitiveness.

The powerful economic logic which underlies the importance and economic efficiency

of small enterprise in developing countries is corroborated by the important role

played by this sector in many of the most outstanding success stories of

development. In fact, to achieve both fast growth on the one side and high

employment creation and poverty erradication on the other, a flourishing small scale

sector is a very key illgredient,perbaps even a necessary condition. This is well

illustrated by the case of Taiwan, where in both rural and urban sectors small

industry and small enterprise in general has flourished over the last two decades

and more. Not only has Taiwan's growth rate been one of the fastest in the world,

. but employment creation has been rapid, unemployment low, and income distribution

more and more equal with the passage of time. All socio-economic groups have been

major beneficiaries during this process, but the poorest have seen a truly

astonishing growth in their income and welfare. When a country achieves rapid

2
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overall growth without a large and dynamic small enterprise sector, as has Brazil

<1>, the fruits of growth are usually highly concentrated, with the problems of

poverty, underemployment remaining as sources of social strife.

A closer look at small enterprise reveals other advantages besides its ability to

adapt to a country's abundance of labour and scarcity of capital. In most countries

small enterprise is mainl.y self financed; in offering a productive outlet for the

savings of the entrepreneur (and often his/her family ~d friends as well), it

contributes to raising the country's rate of savings. Alternative outlets are often

unattractive (cash and financial assets tend to offer low or negative real rates of

return) or socially unproductive (e.g. investment in real estate). And, although

small enterprise's contribution to technological advance may at first glance appear

less striking than that of larger firms, it has in many countries been shown to be

considerable. Further, the improvements which emerge from experimentation and the

urge to do things better in small enterprise tend to be socially productive

improvements; they contribute "appropriate technology" rather than the excessively

modern and expensive technologies more likely to be the outcome of comparable

efforts ?y large establishments.

Small ente~prises are, by their very smallness, more likely to be part of a

competitive sector than are large firms; this is especially so in a small country

like Ecuador where one fairly large firm can, if well protected from the outside,

easily become a monopoly. One of the important contributions of the smaller firms

is to weaken monopolistic positions, to provide inducement to greater efficiency on

the part of larger firms and in perhaps the most positive outcome of all, observed

in Colombia's agricultural machinery industry in the 1970s, push the larger firms

into the export market. Small enterprise not only competes with larger firms; it

3



also collaborates productively with them through subcontracting arrangements, and

contributes to the efficiency of large enterprise by providing a training ground for

workers, who then move to large firms, attracted by the usually higher wages

available there•.Very important also, some small finns grow into large ones. Put

another way, most large firms started small. An efficient and dynamic small scale

sector thus not only yielqs current benefits to a developing economy, but also

provides the base for the larger establishments of the future, establishments which

will some day be more competitive than they could now be since capital will then be

more abundant.

A final point, of special relevance to Ecuador at this time, involves the role of

government in the ec.oncmy and in employment creation. It has been commonly observed

that countries in the midst of mineral bonanzas, such as Ecuador in the 1970s,

become service-oriented economies as far as employment is concerned, with the

government sectQr playing a large role in employment creation. This is a result of

the facts (a) that the mining sector itself usually creates ar. insignificant number

of jobs; (b) money 1.s relatively easily available to create public sector jobs and

people clamour to get them; and (c) other productive sectors are put at a

disadvantage both by the country's ready access to imports and its lack of attention

to their development. Where the private sector does not provide reasonable

employment options, people will naturally pressure the government to create jobs.

The large scale sector has only a limited potential to create jobs because of its

capital intensity. A prosperous small scale sector maybe the only s~f~tyv~ve to

relieve the pressure towards an overstaffed public sector. When it is not there to

perform this function, one may see the extremes observed in countries like Malaysia,

where relatively educated youth often rema~ned unemployed for one to two years

before getting their first job; their range of vision is the public and modern

(large scale) private sectors, because the small scale sector is not of adequate

4
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size to provide an alternative. For most the large scale private sector is out of

reach, so the government will be faced with either creating unneeded or low payoff

public sector jobs, or relegating people to the unemployment pool. An overstaffed

public sector implies a number of problems above and beyond the excessive cost that

it implies. For those so inclined, it provides a setting inducive to bad working

habits. For those anxious to do something, it may be a temptation towards the

taking on of responsibilities'which might better be performed in the private sector,

or which may even hamper that sector's effective functioning.

2.- Small Enterprise in Ecuador. History, Characteristics and Past Performance

The role and potential contribution of small enterprise in Ecuador's economy over

the coming years must be understood in the light of the recent history of the

economy, and in particular of the petroleum-based boom of the 1970s and the

recession of the 1980s. The boom brought rapid income growth and structural change

to the Ecuadorean economy; both output and employment growth were particularly fast

in the public sector, in construction and in certain services. While by no means

equally distributed, 'the fruits of the boom do appear to have been rather widely

shared.

The boom did, however, leave the country with an income level out of line both with

its level of productive capacity in the non oil sectors and with the administrative

capacity of the public sector. As a result, in the absence of "easy rents" provided

by petroleum it will now be hard for the country to achieve a fast rate of growth

and even harder to attain a satisfactory pace of employment creation such as to

prevent worsening poverty and accentuating inequality. Disequilibrium in the labor

market is likely to beoome worse as a reduction of growth on the demand side

coincides with a probably increasing rate of growth of the labor force; that growth
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was somewhat curtailed in the 1970s by the rapid increase in educational attainment

and by a still low rate of female labor force participation. These labor market

trends are discussed in some detail in Annex B.

Whereas, the 1970s were a decade of widespread advance in Ecuador--in output, in

incomes, in w'banization, in levels of education, and no doubt in levels of

expectations and aspirations,·the'early 1980s have witnessed a slowdown of G.D.P.

growth and in 1983 an actual decline. The gro~~h pattern of the 1970s can clearly

not be repeated in the rest of the 1980s, unless foreign exchange availability

dramatically improves again, which is unlikely. The probable new scenario creates

the challenge of shifting to a qUite different pattern of growth. If the challenge

is not succesfully met, Ecuador's labor market is likely to be the scene of much

turmoil, unsatisfied aspirations, and inefficiency in the caning years.

The economy of Ecuador has achieved a degree of recovery from its stagnation/decline

of 1982-83. The output of factory manufacturing (including small industry and large

industry but excluding artisanry) is believed to have grown significantly in 1984,

<2> after the sharp decline in 1983, but according to recent Central Bank surveys,

employment is believed to have continued falling in 1984, with a modest growth of

2-3 percent predicted for 1985. The Central Bank's sample, which covers firms with

about two thirds of the productive capacity of the factory sector, includes mainly

larger firms; if its prognosis is accurate, the large scale sector will make little

contribution to employment growth in the near future. The construction sector,

which is" alao in the midst of recovery, especial11y due to the public investment in

the construction and repair of roads in the coastal area <3> should make a greater

contribution. But the public sector presumably flill not. This context places a

greater than usual importance on Ecuador's achieving and supporting a dynamic small

enterprise sector. The historical record suggests that this should be possible, as

6
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-- long as the sector is provided with a reasonable context for growth and a modest

level of support.

3.- The Size Comgosition of the Non-Agricultural Sector in Ecuador •

Most urban workers and, a fortiori, most non-agricultural workers are employed in

small establishments. A rece~t study classified about 55 percent of the 1980 urban

labor force as falling in the informal sector (Table A.1), with the major sectors,

jUdged by the level of employment, being personal services, retail trade, and

manufacturing. Major canponents of the formal sector are government (part of "other

services"), manufacturing, construction, and part of commerce. It is apparent, if

one considers the very fast growth of employment in the government and construction

sectors over the 1970s, and the fast growth of the larger scale establishments in

manufacturing, comnerce, and to a lesser degree services, that overall the formal

sector was indeed growing fast during the ~0-15 years prior to 1980. Thus Ecuador's

urban econany has been in transition from a quite "informal" system made up of

small-scale production units employing rather traditional technologies, to one with

a heavier weight of more formal or modern establishments. In sectors like

manufacturing, modernity often goes with a larger scale of operations. Although

over the 10-15 years prior to 1980 Ecuador's urban economy moved substantially'

towards the modernity end of the spectrum, having started from a low base in this

regard, it is still a substantially informal system.

The ffi-QSt.cle.tailed data on. the size structure of establishments eome frem the 1980

Economic Census , which covered most urban establishments in mining, manufacturing,

commerce,restaurants and hotels, financial, business and personal services.

(Transportation, construction and government were the major missing sectors.) As

we can see in Table A.2, nearly two thirds of the persons employed in these sectors

7
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(62.2 percent) worked on establishments of less than ten workers, while only 25 J

percent were employed in establishments of 50 workers or more. Were the data

corrected for undercoverage at the lower end of the spectrum, these figures could

move to perhaps 7Q percent and 20 percent respectively. Excluding the mining

sector, where petroleum production corresponds to a very large establishment, the

output of the establishments of less than 10 workers in these sectors woulu·be a

little under 30 percent of the total, those of 10 to 19 workers about 9 percent and

those of 50 workers and up about one half. Small enterprises are particularly

important in corrmerce and in services. In the former case, the employment share of

establishments of less than 10 workers was 80 percent in 1980 (See Table A.3), and

the output share was close to 45 percent <4>. In manufacturing, although small

establishments of under 10 workers dominate employment some\t!hat less than in

sectors like commerce, they still account for a quite significant majority of total

employment, about 60 percent of the total as of 1982. (For further details, see

Annex C.).

Ecuador's well known tradition of artisan production of manufactured products, and

of political attention to artisan manufacturing is in keeping with the importance

of this subsector. Defined' for the moment as including plants of less than 10

workers, it probably prOVided 80 percent of employment in manufacturing activities

in 1962, falling to perhaps 70 percent in 1974 and then to about 60 percent in 1982

<5> (Table NO.A-4). Such a decline in the relative role of smaller scale

establishments is to be expected in the course of development, based on the.
experience of other developing countries. In the period 1974-1982, and in contrast

to the period 1962-1974, growth of artisan and very small scale employment seems to

have stagnated in absolute terms, while that in establishments of 10 or mope workers

grew by 60 percent.

8

I



'.

,,

As is eVident from Table A-4) manufacturing employment during the boom period (or

at least the latter part of it) rose fastest in the large scale sector -- plants of

50 workers or mor~. But growth of total employment in small industry (however

defined) was also considerable. And the rate of growth of the typical small firm
... ,

may well have exceeded that of large firms; part of that growth is unreflected in

figures like those of Table A:-4 since fast growing small firms move out of that

category (whereas employment in the large-size category is swelled by firms moving

into it from lower size categories.)

Small enterprise, as discussed earlier, 'tends to be more labor intensive than large

enterprise; this is evident both for the economy as a whole and in each individual

sector. For the sectors covered by the 1980 Censos Economicos , for example, the

amount of capital (fixed plus inventories) per worker ranged was over 30 times

higher in establishments of above 10 workers than in those with less than 10

workers.

Fo~ manufacturing, it appears that small industry is about a quarter or a fifth as

capital intensive as large industry, while artisanry is, :m turn, about a third as

capital intensive as small ind~~try. Associated with these wide gaps in capital per

worker was inevitably a marked (but less wide) gap in value added per worker and in

wages. Average earnings of blue collar workers in small manufacturing

establishments of less than 10 workers were, in 1980, about 50 percent as high as in

lar:-ga establishmen~ of 50 workers and up (Table A-6). ,Although less than what·-this

modern manufacturing sector could pay, wages in small industry (10-19 workers, say)

were well above those in agriculture -- perhaps twice as high in 1980. Both the

labor productivity and the wage gaps between small and large firms appear to have

been narrowing over time. Between 1965 and 1980, for example, the ratio of wages

9



(for all workers together) in establishments of under 11) Horkers versus those of

establishments of 100 or mOl'e workers rose from Z:.6 percent to 35 percent.

The average real wage in these small plants rose about 60 percent over t~is

period as compared with 34.4 percent for the largest plants. Labour productivity

also rose substantially faster in the small plants percent.

Small industry tends to use less tmported inputs than large industry; as of 1980 the

ratio of imports to value added was about one third to one half as high in the

former as in the latter. Smaller scale manufacturing, less capital- and

import-intensive than its large scale, counterpart, is disproportionately located in

secondary cities and smaller urban areas <6>. Whereas in Quito and Guayaquil over

70 percent of recorded manufacturing employment in 1980 was in establishments of 10

or more workers, in the intermediate cities of Ambato, Cuenca, Portoviejo, Manta and

Machala (taken together), the corresponding figure was 50 percent and in the rest of

the country 32 percent. The increasing weight of factory manufacturing in general

and of the larger scale component of it have been associated with an increasing

regional concentration of manufacturing. Between 1974 and 1982, the share of total

manufacturing employment which was located in the provinces of Pichincha and Guayas

rose from 46.4 to 55.4 percent; the share in the four provinces where Ecuador"s

next five cities are located dropped slightly fran 24.8 to 24.2 percent, and the

share in the other provj,nces fell sharply from 28.8 percent to 20.3 percent as their

absolute level of manufacturing employment also fell from 65.3 thousand to 57.9

thousand'. Essentially all the employment increase of 58.6 thousand occurred in

urban areas, an increase of 26 percent over the 1974 base. The urban employment

increase was fastest in Pichincha and Guayas (51.7 percent), next in the four cited

provinces (41 percent), and slowest but still positive elsewhere (17 percent).

Rural manUfacturing employment expanded nearly as fast as urban employment in

Pichincha/Guayas (46.3 percent), rose marginally in the four provinces (8.4 percent)

10



and fell sharply (by 25.5 percent) elsewhere. In short, the performance of

manufacturing employment was associated rather closely with proximity to the medium

and larger urban centers. Rural manufacturing, which is typically quite small in

scale, seems mai~y to have flourished in the shadow of two metropolitan areas

(rural Pichincha and Guayas) and in Tungurahua rold Cotopaxi.

Small scale man~facturing is concentrated mainly in textiles/clothing, in wooden

products (especially furniture), in food products, and in metal products. (Table

A-5). Wlth the partial exception of the last category, these are basic products

which enter heavily into the budget of poorer f~nilies.

The characteristics of labor intensity, limited use of imports, production of basic

necessities and greater regional dispersion than is true of large industry argue

strongly for a continuing and expanded role for ~nall manufacturing and small

enterprise in general. So does the currently more stringent setting with respect to

the availability of capital and foreign exchange j~ Ecuador. Much of the

achievement of small enterprise in the past has been attained with little or no

assistance from the public sector, sometimes in the face of serious discrimination

by that sector. To maximize the sector's contribution in the coming years, removal

of impediments and some degree of positive support will be important.

11
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II.- THE ENTREPRENEUR AND THE BUSINESS ENVIRONMENT

1.- Introduction

Entrepreneurship is the ability to combine and organize a number of physical and ~.

human factors to achieve a predetermined goal. This organizational skill can be

applied to many f~rms of social behaviour, among them the economic or business

activity, which is the central focus of this study. In this respect, the business

entrepreneur must search for and find combinations o( labor and capital that yield

an output wanted by same members of the society. The business person faces two main
\

challenges. One is to identify which among many possible combinations of labor and

capital are the most efficient in an economic sense. The other is to find a market
.

for that output. Both processes are simultaneous and each involves a great deal of

uncertainty in the ~ecisions to be made. The more knowledge, experience and

information the entrep~eneur has about production processes and markets, the less

risky his decisions will. be. The entrepreneur"'s main concern lies in whether he

will be able to generat~ revenues above the costs involved in the operation. He

knows that after he commits resources (his own or borrowed) to the operation, there

is no guarantee that costs will be below revenues •. Even if he identifies the

possibility of making a sizable profit, the chances of failing may be too high and

the cost of failure may be unbearable, to the point of inhibiting him from going

into business.

___________. ~__~_. '_'_'_""'__'._'_'__' "'_'~_"~_"_".h' __ ••...,.~_.._

Uncertainty arises from many different sources. Some of them are intrinsic to the

business operation and the entrepreneur himself; others depend on the general

economic and political environment that surrounds and influences the business

operation. To the first group belong the questions of whether the hired labor will

...

perform properly, whether the machinery or equipment will work as expected and

12



whether the entrepreneur himself will, be able to cope with all the problems that

will certainly arise. The business environment adds to the general level of

uncertainty through sudden changes in the domestic or international economy,
.

unanticipated government policies affecting taxes, wages or interest rates, labor

conflicts, etc.

Each individual entrepreneur 'has different perceptions of uncertainty and also

different capacities to absorb risk. Those differences result from the fact that

each entrepreneur has given levels of knowledge~ expe~ience, capital and even

personal contacts that can help in obtaining relevant information to reduce risk.

At the same time, entrepreneurs do not have the same perception (rl risk accros

economic activities or sectors. Some may find a particular sector relatively safe,

while for others the opposite may be true. Though the perceptions may vary accross

sectors, a generalized perception of risk affecting agricultural or industrial

activities, for instance, could influence entrepreneurial choice toward more passive

forms of businesses,such as commerce or, if the entrepreneur has enough capital of

his own, investment in real estate or outside the country.

2.- The Trade-off between the Entrepreneur and his Environment •

Economic development is not simply a macroeconomic phenomenonj it must take place at

the micro level of individual enterprises. The entrepreneur is the one in charge of

identifying the development opportunities- at ·that level and combining the-necessar-y .._'.

resources to take advantage of those opportun~ties. Nevertheless, his ability to

develop new opportunities is limited by the economic environment. The more

constraining the environment, the fewer the number of entrepreneurs that will be

able to develop new opportunities, or the more skillful, resqurceful and financially

strong the entrepreneurs will have to be to overcome those environmental

13



difficulties which are not simply due to the general perception of uncertainty.

Historically, the existence of a very constraining business environment is

accompained by the existence of a small entrepreneurial class, that tends to be

oligarchic and that can contribute to the general stagnation of the society. In

order to break this vicious circle it is necessary to intervene in two directions.

One is to create a business environment consistent with the development of

established enterprises and the promotion of new ones. The other is to promote the

growth of entrepreneurial skills and widen the participation of more individuals in

the search for and exploitation of economic opportunities. The first form of

intervention without the second will limit the benefits of development to the more

privileged segment of the population. The second intervention without the first

will also produce disappointing results.

A common group of environmental constraints result from a misguided conception of

the nnlctions of government that is generally reflected in inadequate legislation,

excesive or ineffective intervention in factor and output markets and poor

administration of government affairs. All this is usually accompained by a poor

human resource base that limits the number of productive or even employable

individuals, and increases the chances that many people will be left out of the

economic process. Under these circumstances a pervasive notion that opportunities

are limited arises and a continuous and frequently violent struggle for survival

sets in,leading to the belief that one person's gain is another's loss. In this

atmosphere of distrust, the possibilities of finding mutually beneficial

arrangements become narrow, and contractual relationships, an indispensasble

ingredient of economic and social development, become difficult and unstable.

3.- The Small Entrepreneur in Ecuador.

14



As discussed in chapter I there is a wide spectrum of enterprises in Ecuador in

terms of size, representing a large variety of entrepreneurial skills. The majority

of these enterprises, most of them artisans, live a precarious existence

characterized by ~ow labor productivity, limited administrative and technical

skills, low levels of capital and limited possibilities for growth under the current

circumstances. As reflected in the results of the survey of small industries

specially carried out for this study <1> and of many other less formalized but more

exhaustive interviews, there are many ways to improve the setting and performance of

the small business sector in Ecuador. To the question "Which three services or

forms of assistance would you like to receive to improve your business?", the three

most frequently responded were: capital, technical assistance and training, in that

order of importance. The answer on training covered skill development for the .

workers as well as for entrepreneurs themselves. In a separate question, "What will

allow you to sell more?", 140 out of 200 answered "a better economic situation",

while the second most important factor was "more availability of credit".

These results suggest that many entrepreneurs feel that the most important factor in

the performance of their business is the economy -a stimulating expression of

self-reliance- but believe that if they had more capital and knowledge, they could

take better advantage of improving economic conditions. The importance attached to

training and technical assistance clearly reflects an awereness of the profile of'

entrepreneurship discussed in the previous sections. That awareness extends to

indiVidual attributes, such as knowledge, and to environmental factors such as

economic conditions and level of training of the labor force.

The shortage of capital ~esults from both individual and environmental or

macroeconomic conditions. The entrepreneur's ability to obtain credit depends not
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only on his'credit history or capacity to provide guarantees, but also on his

knowledge and familiarity with credit institutions. The general aval1abl1·ity of

credit and the cost of obtaining it are determined by money market conditions.

These conditions reflect the propensity to save in Ecuador, the net inflow of

foreign funds, and'the government's fiscal and monetary policies. The government's

influence on the business atmosphere extends to the provision of public goods and

services that could be particularly important to the small entrepreneur. Even

though the private sector can play an important role in skill development through

on-the-job training programs and other training formats, government institutions

bear the main burden, especially in the case of Ecuador where the educational base

is still weak.

The surveyed entrepreneurs show awareness of the importance of government

institutions in general. However', many are ignorant of the existence of scme

valuable services. For example, only about half of the small manufacturing survey's

respondents knew of the Ministry of Commerce and Industry (MICEI), 36 percent about

the Council of Small Industry and Artisans (CENAPIA) and 40 percent about the Fund

for SnaIl Industry and Artisans (FOPINAR). This result may reflect variations i.i1

the ability of entrepreneurs to know about and take advantage of opportunities, or

a need for greater promotion of public sectnr services. Since the resourc~s

available to foster small business development are limited, a possible policy

implication of the inequalities in management skills (and perhaps motivation or

., dr'"ive-)is that resoureesmust be· ded-ieatedtothe-ones·· that ,ssemto be most-·capable-

of using them. For instance, the enhancement of credit accesibility could be

implemented by identifYing those entrepreneurs more willing to undertake basic

practical training and perform satisfactorily. This would serve to filter out the

worst credit risks while improving the efficiency of financial investments in the

small business sector.
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Improvements in capital availability, training and technical assistance will reduce

the uncertainty wlder which business decisions are made, helping consequently in the

growth of the sector. As an increasing number of entrepreneurs become more

sophisticated in the management of their businesses, other current limitations of

the economic environment will become apparent to them. One of the most importcmt is

the lack of infonnation regarding general business conditions and potential

opportunities in Ecuador, which contributes to the risk of the business decisiclns.

There are glaring gaps in statistical information tha~ could be very valuable f~r

economic decisions, at the level of government and also at the level of the private

sector. One example is the non-existence of labor statistics about levels and

variations of employment and wages. Another is the lack of data about business

creation, growth 01" failure and their causes. In some cases, information exists but

takes too long to be processed and made available to the public; this is true of

household and industrial surveys, important tools for market research. Additional

constraining variables regarding labor and financial markets will be discussed jn

the next two chapters.

It is ~portant that policy oriented to entrepreneurial development, not be limited

to the already established entrepreneur. There are no doubt many men and women who

have not yet entertained the idea of going into business on their own or in

association with others, but who could become prosperous entrepreneurs and make

significant contributions to the national economy. Entrepreneurs do not constitute

a closed group or class, even though, under the present conditions in Ecuador, entry

by new entrepreneurs is more difficult than it should be. The identification and

development of the virtually infinite number of goods, services and production

processes that represent the highly specific components of economic activity,

require the creative energies of many individuals. A reduced number of

17



entrepreneurs can only handle a reduced number of possibilities of economic

development at every level. If the quantity and quality of entrepreneurs is low,

many development possibilities will be lost. As these variables are hard to measure,

their importance ~n economic development is usually overlooked. There is a

widespread illusion in Ecuador that the government and state enterprises can

adequately identifY and d~velop many economic activities; though this may be true of

some activities, increasing eyidence points in a different direction--the small

scale private entrepreneur. It is important to energetically promote the idea that

anybody willing to commit the necessary sacrifices can, regardless of his or her

socioeconomic origin, become an independent entrepreneur. The promotion of the .
idea, should be accompanied by an appropiate set of policies aimed at identifying

those would-be entrepreneurs with maximum potential and giving them appropiate

support for their independent and self-sufficient development. A mechanism to

publicize successes and failures (perhaps newspapers or business magazines) could

contribute significantly. Some details in implementing policy options in this

regard will be offered in the final chapter of this paper.
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III. THE LABOR FACTOR

1.- Introduction

The law of supply and demand rules in the labor market as definitely as in any other

market. The lower the price of labor (in terms of wages and salaries), the more the

entl~epreneur will be willing' to "buy", and viceversa. An employer hires a worker

only if he expects that the additional revenues that the worker will produce are

greater or at least equal to the total costs involved,in hiring. If wages are very

high, the additional revenues produced by an extra worker will have to be higher to

economically justify his being hired. Thus, all things being equal, the level of

employment that an enterprise can generate depends on the level of wages that must

be paid.

The productivity of an enterprise, measured by its ability to generate revenues per

unit of inputs of capital and labor, depends on its technological and managerial

efficiency. Firms with higher productivity can afford to hire more workers at a

given wage rate. At' the same time, a worker who as a result of his skills and

dedication is quite productive, will more likely to be hired than a less produotive

one. An efficient enterprise that also has well-trained and dedicated workers is

prepared to generate more employment and pay better salaries, if the market can

absorb all it produces. If the firm is unwilling to pay appropj,ate salaries it runs

the risk of loosing its better workers to other firms.

Some enterprises are more sensitive than others to the price of labor, in tenns of

their willingness or ability to change their level of employment. For instance, a

firm that, due to technological and administrative characteristics, can easily

substitute capital for labor, will hire less labor and rely on more capital if the
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level of wages increases relative to the'cost of capital. Other finns with less

capacity to replace labor with capital when faced with increases in the cost of

labor will either pay the wage, or go out of business. A monopolistic enterprise is
.

usually able to absorb higher labor costs, but if it can replace labor with more

capital, it will definitely do the latter. On the other hand, a firm with many

competitors and with narrow possibilities of substituting capital for labor, will

only absorb higher labor costs if it is highly efficient, otherwise it may have to

increase price or close up. Its disappearance will mean the elimination of a given

number of jobs.

Minimum wages often have the effect of increasing the wage rate above a free market

equilibrium rate. When firms and w~ kers are very productive and the possibilities

of substitution between labor and capital are narrow, the effect of a minimun wage

could be negligible, and it may increase the total income that goes to workers as a

group. However, if firms are not sufficiently productive or can easily substitute

capital for the labor, minimum wages can generate a significant amount of

unemployment and even decrease the total inCOme going to the workers. Only the

workers that keep their jobs will be better off, but possibly only in the short run.

As total output and income is less than it could be under different c~rcumstances

the aggregate demand for goods and services will be reduced, shrinking the size of

the market and affecting the levels of production of most of the enterprises in the

econany. The increase in costs of production resulting from a high minimun wage may

also be reflected in higher prices facing the worker when he spends his earnings.

In this very frequent scenario, the benefits of artificially pushing wages upward

vanish, but the illusion of gains to the worker persists due to the complexity of

the causal relations involved. The political pressure from those who believe they

are gaining coupled with the ignorance of those who are losing create a system of

social irrationality that is very hard to change towards a more consistent
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·, arrangement· which takes due account of and appropiately reflects economic

development possibilities.

.
A common over3implification in applied economic analysis is to equate the price of a

unit of labor services with the wage rate plus fringe benefits and any other costs

such as hiring and training expenditures. When a worker is hired by an employer,

however, there is a considerable amount of uncertainty on both sides as to how the

contractual relation will work. There is no guarantee that the enterprise will

recover the agreed upon costs of labor, since the actl,1al efficiency or productivity

of the worker and its consistency over time remains to be seen. The worker himself

will also have certain expectations about the job. If those expectations are

disappointed, his level of performance may suffer. This uncertainty prevents the

employer from knowing exactly how much he will have to pay for one unit of

"effective" labor. The unpredictable problems that may ensue add to the cost of

labor, in tenms of the opportunity costs associated with possible revenue losses.

It labor laws make it very difficult or costly to fire a worker who does not perform

well, the employer's perception of future costs of labor are even higher. This

will deter job creation in the same way that an an extremely high wage would have.

In a climate of unstable or hostile labor relations, the perceived or expected cost

of labor is even higher. The threat of strikes or continous conflicts add

significantly to the cost of labor in terms of expected revenue losses. If in

addition to labor instability, minimum wages are too far above market equilibrium

----..- -ieveis';'empioyerswllftry to move 'to'-more' capital':'1ntens:Lve" technoiog:les';-hireat-~---

wages below the minimum level (a generally illegal practice) or both. This is a sad

paradox in countries with high levels of unemployment or underemployment, where the

scenario described above is not uncommon.
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2.~ .TheSmall Entrepreneur.and the ~cuadorean Labor Market

The a~oet total absence of organized labor statistics in Ecuador,- with the
.

exception of census data- constitute a major obstacle to analyzing the economics

of employment and wages. In this section we u~~ evidence from a variety of sources

to describe the current situation and, as best we can, to sec how it affects the

small business sector.

Current perceptions~they cannot be called estimates- qbout open unemployment rates

vary mainly'between 7 and 10 percent of the labor force in Ecuador. There is always

some embarrasment on the part of government officials for this lack of solid

figures. Something similar happens with respect to underemployment which may be

placed as high as 30 and 60 percent of the labor force, but whose level is no doubt

highly dependent on the precise definition. Such figures illustrate the ambiguity

that exists 01\ this matter. The population census of 1982 produced an estimate of

open unemployment for urban areas of almost 7 percent, while urban samples for 1968

and 1975 estimated underemployment (very broadly defined) at 30 and 24 percent

respectively (Berry, '1984). It can be expected that both phenomena increased after

the boom period ceased in 1982. Meanwhlle our own estimates suggest that around 57

percent of the total labor force in 1975 and 54 percent in 1982 had earnings below

the applicable minimum wage levels (See Annex E). Census data for 1982 show that

almost 36 percent of the labor force· are independent workers, 27 and 45 percent in

urban and rural areas respectively (Berry 1984, Table No.7). A plausible asumption

------'--i5-~~a_:large_'ma_jor±tr or- this- group",;;,wlth' the-ex-aepttorr orlnaependenc---' .n

professionals, who are about 5 percent--earn less than the minimum wagg. Since more

than 50 percent of all workers earn less than the minimum wage a significant number,

perhaps around 25-35 percent of the total labor force, belong to the category of

paid workers. Assuming perfect compliance with labor and minimum wage laws by the
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publio seotor, those- "underpaid" -workers are employed in the private sector. An

important implioation arises: as much as 70 peroent or more of private sector paid

workers may receive less than the legal minimum wages. Notice that underpayment is

note equivalent to underemployment, since in many cases the worker's level of skill

does not permit him to attain a productivity which would produce revenue equal to

the minimum wage. The figure just cited includes agrioultural workers, most of whom

are known to earn below minimum wage levels.

ObViously, an important segment of the Ecuadorean labor force has no ohoice but to

work at wages below the legal minimum. This situation is the result of several

factors: a) low levels of productivity of enterprises, b) low levels of skills and

productivity of some of the workers, c) insufficient investments in physical

capital by the business sector and d) preferences by businesses to use

capital-intensive techniques. A second result of these problems is the high level of

unemployment and underemployment. The available evidence strongly suggests that,

with all of these factors at work a simple policy of attempted enforcement of the

labor laws will only worsen the employment scene in Ecuador and contribute to a

reduction in the level of economic activ~ty. More enterprises might be forced to

pay minimum wages to the workers they hire, but they could not be forced to hire

more than they can afford, and employment could full sharply.

Our survey of small industries shows that employers have a clear reluctance to hire

workers when sales improve. More than 46 percent of the 200 entrepreneurs

frit-ervieweCfin-Quito arid Guayaquil would·prefer not to expancfthe number-of'

permanent jobs if their sales grow. They would rather choose to create temp,orary

jobs, increase overtime or subcontract. Of those expressing their intention not

hire more permanent or temporary workers, 47 percent mentioned the high level of

minimum wages as the main reason, 21 percent pointed towards the low quality of the
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labor force and 17 percent wanted to prevent the creation of a labor union (Comite..
de Empresa)<1> which, acc~rding to the labor code, the workers have the right to

organize when their number reaches fifteen in any establishment.

Though it is widely reported that small businesses subcontract significant amounts

of labor to circumvent the labor laws, our survey did not produce consistent results

on this point. In only 18 p~rcent of the surveyed firms did subcontracting account

for more than 20 percent of sales. Presumably this phenomenon was underreported

since subcontracting can be viewed ~ signalling an illegal practice. Nevertheless,

the respondents did not worry about declaring that their firms had no "Comite de

Empresa"; only seven enterprises, out of 33 having fifteen workers or more in our

sample, had a "Comite de Empresa". It is not illegal not to have a "Comite de

Empresa" since the initiative to organize it lies with the workers themselves.

Whether the low number of "Comites de Empresa" reported is a result of apathy from

the workers or pressures from the firm was not established in our survey.

The importance of the small business sector in the creation of employment in Ecuador

must not be underestimated, as noted in Chapter I. Also important is the fact that

levels of productivity in this sector are not high, so that even though it can

create much employment, many firms cannot pay the artificially high wages imposed by

the labor laws. There is no argument about the fact that the eqUilibrium wages this

sector can pay are undesirably low. However, it is also a fact that the Ecuadorean

economy, at the present time, is not efficient enough to afford better wages for the

poorest and least skilled segment of the working p()P~J.c:l1;.!9n. A. r_l;alist.iQ.s.trateg:,r

to improve the standard of living of Ecuador must be based on increases in

efficiency and productivity of the worker together with exPansion of the labor

generating capacity of the econolny via the growth of the existing firms and the

creation of new ones.
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3.- The floots of the Problem and the Principles for 2Ln Action Plan

According to 1982 census figures, 54 percent of the p~)pulation ten years of age and

above had a maximum of primary school. The proportion having secondary education,

including these with only one to three years, is 35 percent. Individuals with ~ome

01'" completed higher education represent the remaining 11 percent (Berry, 1984, Table

No. 13). Though these figures represent an improvement in relation to the 1974

census, the high proportion of individuals with only primary education indicates an

educational inadequacy which,together with serious quality problems in Ecuadorian

education, contributes to low levels of productiVity. The increase in labor

productivity for the oVE'rall economy over this inte,rcensal period has been estimated

at 27 percent (Berry, 1978, 'fable No.6). On the other hand, real minimum wages

increased 87 percent (See Table A- 6), a major inconsistency with the evolution of

productivity. The productiVity index represents an average of act~al productiVity

at the level of ir.dividual firms. Only those firms that experienced increases in

productivity at a level comparable to the increases in the real minimum wage could

be expected to hire more workers, unless they were being hiring at wages below the

minimum. ObViously most firms did not fall into that group and thus suffered a

reduction in their capacity to increase employment legally.

The practice of hiring workers at wages below the legal minimum is widespread,

especially among the smaller firms. This has the effect of reducing the

___._.. _......~Qnt~~Q.tiQ!LQ!L~he.l~Y'~J,..Q.f ..emQlQym~t. .that. Qther.vliaewould.. take place.. Thust-it-is .....__

not possible to know how much unemployment 01'" uncreated employment can be attributed

to unrealistically high minimum wages; the effect may even be small. But one thing

is certain: unrealistic minimum wage legislation forces businesses to operate on

what is technically an illegal basis, together with the workers who accept the
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market wages. This systematic and pervasive practice contributes to a tradition of

illegality that surfaces in many other activities of the Eouadorean society, such as

compliance with the tax laws.

The latest version of the labor code of Ecuador (Registro Oficial, 1978) reflects a

high ~evel of aspirations for the worker. Those aspirations are legitimate in

principle, but are unfortuna~elly quite divorced from the economic possibilities of

the nation at this point. In its first pages, the labor code reflects a strong bias

against, the private enterprise system. It was written under the illusion that

workers rights can be achieved by simple legislation and enforcement of the

resulting laws, without any apparent awareness that those legitimate goals depend on

the economic conditions and capabilities of the country. It would be unfair and

inaccurate to put major blame for the economlc difficulties of Ecuador on the labor

code or the unions. But it is an unhappy fact that a very small minority of the

national labor force actually benefits from such legislation, and it would be hard

if not impossible to demonstrate that its benefits are greater than the problems it

creates for the generation of employment in Ecuador.

In spite of all this, and as a result of a great deal of misunderstanding, distrust

and lack of factual knowledge, labor legislation remains one of the great taboos of

the Ecuadorean polity and economy. Notwithstanding the serious political

implications of confronting this issue, no serious effort to promote the economic

development of the country can neglect it. The challenge is to find and implement a

course of action that could improve the rules of the labor markets and the welfare

of the workers, without creating a political storm. It is obvious that any strategy

would have to be pursued and introduced over a substantial period of time,

particularly because there is a profound lack of trust between organized labor and

the rank and file on one side,and the business groups on the other. The government
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has been playing a sort of neutral role, yielding to the different gr~ups

intermitently. A case in point is the fact that the latest version of the labor code

was fonnulated in 1978, under a not exaotly antibusiness administration.

Before outlining tha general principles for an action plan, it is necessary to

empha~ize that interventions cannot be unidirectional if they are to have visible

effects'. As stated before, the labor' problem is not the only one that limits the

growth of economic activity in Ecuador. There are many other points of policy

actions tha~ must be dealt with appropriately, such a~ availability of credit,

technical assistance and training of the labor force. They are discussed elsewhere r

in this paper. The suggestions that follow must be ~~derstood in this wider

context.

The organized labor' movement in Ecuador is a political power to be reckoned with, in

spite of representing less than 20 percent of the labor force, perhaps much less.

The labor. confederations excercise a visible leadership in the labor affairs of the

country, but their actions seem to be motivated more by political and ideological

considerations than by factual knowledge of the reality and economic possibilities

of Ecuador. The lack of statistical information on employment, wages, productivity

and business conditions, accompained by the resulting absence of research and

studies on labor economics, is a fundamental obstacle to understanding. Labor

unions and their members must be moved towards a more technical and less political

vision of their possibilities. This movement should be accompanied by a similar

shift by the business sector, to make it more responsive to the needs of the worker

and to contribute to a reduction in the lack of mistrust that currently exists.

Also needed is an effective push to improve the quality of the labor force and of

the entrepreneurial groups; increases in the efficiency of workers would have a

greater effect if accompanied by improvements in firms' efficiency. More specific
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policy options will be ·spelled out in the final chapter of this paper.
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IV THE FLOWS OF CREDIT

1.- Introduction

The nature of financial needs and capabilities of a saall business varies according

to its stage of development. The most crucial moment is usually at the starting

point, when the savings of the owner or group of' owners may b9 the only available

source. In economies where the propensity to save is very low or the levels of

income are so reduced as to impede any significant acqumulation of savings by

individuals, the creation of new businesses is severely constrained. In any case

the starting business needs funds for short- and long-term purposes. Both types of

needs are highly complementary and necessary, in various proportions, for the

development of a business operation. As the firm grows and reaches a certain ,degree

of stability financial needs grow, but financial capabllity also rises and becomes

more flexible. The firm may develop its internal sources or funds or it may have

established a credit history sufficient to obtain funds from other sources.

In societies wtth large segments of individuals with no resources of their own, the

inequality in financial capacity predetermines an increase in the inequality of

economic opportunity, since those persons most in need of funds tend to be least

capable of obtaining them. This consideration is important in the framework of the

objectives of this project. Short run financial efficiency considerations lead

institutions to prefer financial policies that are safer, by concentrating on the

firms that are more efficient. The inefficiency of this mechanism will appear in

the long run after the concentration of econanic activity and opportunities in a few

hands prevents many potentially succesful entrepreneurs from making contributions to

economic development. The high risk of lending to the poor entrepreneur cannot be

born by the private lender. As the soc~al and private benefits could only be
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materialized in the long run, the ~hort run risk will have to be absorbed as a while

by the society as a whole.

However, aVailability of funds alone is not sufficient to assure the generation of

new businesses. Inability of an entrepreneur or his firm to invest and'recover the

investment with a profit can be an important bott.leneck as well. As there are wide

differences in the managerial abili~ies to invest across enterprises, perhaps the

main problem in channeling credit to a wider segment of the small business sector is

the identification of those who are most capable to use credit profitably. The

point does not contradict the previous considerations about t~e advantages of

reducing the inequalities of the distribution of credit. The ~ossibilities of

channelling credit to a substantial segment of the small business sector involve a

certain amount of risk that can only be reduced by carefully selecting the credit

subjects. The capacity of a firm ,to use credit profitably varies not only with the

level of managerial skills but also with the size of the credit. Too large a loan

could create more problems than it solves for a small firm with a modest level of

organizational skills. The central message is that the development of small

bussinesses by credit enhancement must go pari pasu with the promotion of other

capabilities.

It can ~e argued that the most efficient way to handle the credit needs of the small

business sector is to let interest rates reflect the level of risk carried by their

borrowings'~ The effect~ of' interest rate policy,eithel"'on the'economy- as'a'whole

or on small business, are hard to pi.Q down. Simple, though not necessarily

completely misguided, models of economics, suggest that "below equilibrium" rates

will (a) discourage savings and (b) lead to a misallocation of credit if a

rationing system is used rather than the market. The cheaper the credit, the more

likely, in this view, that it will be used for low pay-off projects, for real estate
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speculation or for consumption. A low interest rate is also, of course likely to

stimulate capital flight.

Additional compl~xities arise when there is 'a wide dispersion of interest rates, as

seems to have become the case in'Ecuador. Then there is an obvious incentive for

any cheap credit to be channelled by the individual borrower to the high paying

assets, as has recently being occurring with the introduction of "Polizas de

Acumulacion" (issued by commercial banks) and "Certificados Financieros" (issued by

financial corporations) with interest rates that float freely. Frequently, the

lower interest rates are designed to favor firms assumed to be less able to pay than

others, artisanry and small industry being examples. This can lead, depending on

the way the system is structured, to a shortage of loans in those sectors, as well

as to a "gathering of vultures" around the loans that are "soft", resulting in a

squeezing out of those not well placed in the queue, for whatever reason. Thus, it

has often been argued that small firms do better when the interest rates which they

have to pay are high than when they are low. Unfortunately it is hard to quantify

the various effects at work.

The arguments for low interest rates are different and associated with the idea that

worthwhile projects may not be undertaken unless favoured with a relatively low

rate, and that even if low rates create an excess demand for credit an adequate

control/rationing mechanism can lead to an efficient 'channelling. Low rates for

small enterprises have an additional problem in that the cost per sucre moved is

····higher·, sO'the"d1sincentiveror the banks ts corf\espondIngly greater. WfierEflow

rates are combined with an administrative apparatus subject to bribery, these

payoffs eat up part of the softness of the rate, while by no means necessarily

inclining the system towards an efficient allocation of credit.
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2.- The, Patterns of Credit in Bcuador.

Credit statistics regarding the small business sector are limited to the small

indust~y and artisanry (SIA) classified as such under the Law for the Development of

Small Industry and Artisanry (MICEI, 1982). This law allows classified enterprises

to obtain soft loans througp the "rediscount" mechanism of "financial funds" held by

the Central Bank of Ecuador•. The borrower can apply to the National Development

Bank (Banco Nacional de Fomento) or through conmercial banks for those loans. These

institutions can then "rediscount" up to 90 percent of the loans at the Central

Bank. The loans carry a maximum interest rate of 18 percent according to a Monetary

Board Resolution of December 11, 1984. There is an additional commission charge of

up to 3 percent. Other small businesses, such as commercial establishments, are

excluded from this special treatment. There are no organized statistics on the

volume of credit that goes to small industry and artisanry outside this system.

Table A- 7 shows the evolution of the total credit granted by the Ecuadorean banking

and financial system to the small industry and artisanry sector caning under the

above cited law, in relation to the credit going to other sectors.

In 1972 SIA's share of total credit was a meagre 1.24 percent; it started to grow in

1973 with the appeareance of "Financial Funds", and peaked at 4.32 percent in 1976.

Since then, that proportion fells until 1980, then remained about constant through

1982. Data are not yet available for 1983 and 1984. A similar trajectory is

followed by SIA's share of the total credit going to the manufacturing sector. It
.'. - ._--_.__._---" ._-- .._-- .._--,_._---~- -_._----- ._.-..•-,---~.-

--_·__ ··_·····-beganat·7-:-3~fPercent· in 1972, increased to 19.84 percent in 1976 and then fell

thereafter. During the same period the manufacturing sector's share of credit to the

whole economy grew continuosly with the sol~ exception of 1981.

As the figures are in current sucres they overestimate the real growth of credit.
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Prices of.manufactur!ing.. goods (as. measured by the sector~s implicit deflator) grew

2.26 times from 1975 through 1982, while credit to SIA increased by 4.3 times,

indicating a 90 percent increase in real credit. Betweem 1979 and 1980 SIA credit
.

decreased in real terms as the rate of g~wth of prices exceeded that of the

credit. With the introduction of FOPINAR there was significant recovery between

1980 and 1982 as SIA credit grew by 68 percent and prices by only 17 percent. The

effects of the dramatic devaluation of the sucre in 1982 cannot yet be ascertained.

In our survey, 23.4 percent of those receiving credit declared having received it

through private (non-institutional) lenders. The figures show that 54.5 percent of

the respondents declared having had access to either Banco de Famento or commercial

bank loans. Presumably most of those credits were negotiated through the rediscount

window but its proportion cannot be established. These results are consistent with

the fact that credit accesibility is the top priority for small businesses. A

surprising and rather puzzling finding of the survey is that almost 60 percent of

those who did not receive credit in the last two years have been in business for at

least six years. nevertheless their ability to qualify or make good use of credit is

not known.

3. Policy Implications

In developing countries, bottlenecks come in groups, but the most visible one hides

the existence of others. Credit would appear to be the most important vehicle for

accelerated development of the small business sector in Ecuador; certainly the

entrepreneurs tend to cite it most frequently. But this perception may be rather

misleading. Credit is often cited because the businessman is unaware of other

problems. It may appear attractive partly because, as now, it is subsidized. In
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any case, a rapid enchanoement of credit availability may rapidly bring firms up'

against other limitations. The most important appears to be the level of

administrative and technical skills of the small firm. Another, for some firms, 1.5

the perceived high cost of labor. For such firms, credit enhancement without

parallel improvements of the utilization of labor, and/or reductions in it cost will

produce a greater reliance on capital-intensive techniques, an outcome inconsistent

with the promotion of "appropiate technologies" that could help create employment.

Such entrepreneurs perceive labor-substituting machinery as cheaper and better

behaved than labor. On the other hand, an artificial. increase (e.g. via taxes) in

the cost of capital goods will not necessarily stimulate more labor-intensive

techniques, since the resulting increase in total costs may simple discourage

production and thus reduce the possibilities of creating employment. Credit

availability can be enhanced in the relatively short term while problems can

probably related to labor inputs only be deal~ with in the longer run.

Harsh reality indicates that there are no simple quick ways to reap the full

potential of the small business sector, either in terms of its intrinsic capacity to

grow or in terms of its employment creating potential. Thus, an effective policy

package must include both short and long term interventions. As labor problems seem

to affect primarily the largest of the small firms,it appears appropiate that

credit enhancement be mainly focused on the smallest enterprises, generally the ones

with less than fifteen workers, including the microenterprise. Improvements in

managerial skills are important at all levels.

Regarding microenterprises, the experience of the highly promising experiments of

FED, PRODEM and the "Grupos Solidarios" suggests that credit risk associated with

the poorest entr'epreneurs is not a high as often believed. At the same time the

credit that individual beneficiaries in these groups could effectively absorb is a
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limited.. ··Pr'obably the total credit flow required to satisfy thelr needs is modest.

These considerations return the spotlight to the small enterprise below fifteen

workers. Even if they pref~r capital-intensive techniques, and their small size in

spite of labor problems that cannot be solved in the short run, their small size

tends to make then effective generators of employment. Therefore, in the short run

it would appear wise to concentrate credit enhancement on the most efficient of that

group of firms, while simultaneously increa~1ng the credit access of the

microenterprises.
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V. OTHER POLICY/PROGRAM AREAS

1.- International Trade

As noted earlier, Ecuador's·international trade policy is in the process of

significant change towards a more outward oriented regime. This is undoubtedly a

generally wise shift of policy, since the country needs '0 generate new exports to

replace oil and since the level of protection previously assigned to certain

industries was probably excessive. It is to be hoped~ both from the point of view

of the economy as a whole and that of parts of the small scale sector, that the

shift is not so brusque as to demolish some industries which in a reasonable period

of time could become competitive, were they not facing distorted factor prices. We

presume here that nothing approaching the extreme of the Chilean experience will

occur, but that the new trade regime will be reasonably coherent and will not be

introduced in an unduly jerky fashion. A good approach to tariff reduction, always

bearing in mind the level of effective as' well as of nominal tariffs, would be to

phase the tariff cuts over a matter of several years to allow business a reasonable

period of time to adjust.

The new trade regime should retain some reasonable anti-dumping safeguards, since

for some products a small market, like Ecuador's can be flooded readily.

Apart from the appropiate care being taken in the transitional period, a more

.. ---- '---outwarcrbrienteo approach snouIci not hann small industry~a.s long as reason-a:ble-
assistance in the adjustrl1ent pOI'cess is made available (including information on

market opportunities, alternative products, etc.) and prOVided that factor market

imperfections do not constitute too heavy a weight for the sector. Further

improvaments in credit access and steps to facilitate a smoother functioning of the
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labor market (both·discussed in previous seotions) beoome more crucial as the

protection against import is removed and carefUl combining of tariff and exchange

rate policy is al80 important. As trade is leberalized and protection cut back, it
.

becomes increasingly important that an ov.ervalued currency not produce unduly low

prices imports. A properly valued exchange rate also discourages capital flight and

contraband.

One of the major booms to small manufacturing (and some other small scale

actiVities) is a good market for second hand machinery. Such a market played a

useful role in the dramatic expansion of small industry in Colombia during the

1970s. It especially aids the new investor with limited funds, since prices are

often a quarter or a third those of the comparable new machine. It appears that

this market is of limitid scope in Ecuador, perhaps partly because the larger finns

which in some countries sell their used machinery to smaller firms, here tend to use

them until theyt have little further productive value; this may reflect the fact

that modern machinery has not been seen as essential, given the absence of a need to

compete in the domestic or international markets. Due to the lack of a domestic

supply of used machinery, imports become important; absence of tariff and other

barriers on these imports is Particularly important, and a service to assist the

information flow to the small prqducer particularly usefUl.

2.- Technology and Management

Pcwtl-y eeeauae of its pe-lative-ly peeent €levelepment, Ecua€lor>eansma1l manufaetuP-ing

(as distinct from artisanry) has what might be called an unsettled situation with

respect to technology and management. A number of errors in choice of machine

technology have resulted from lack of infonnation on alternatives, from lack of

experience in dealing with machinery salesmen, and so on. Most branches of

37



artisanry, on the other' hand,. have a long history in the techniques they use. In

all small scale sectors, though, there are usually many ways in whj,ch technology or

management or both can be improved. Huch evidence shows t.hat small scale producers

are often on the look-·out fOI~ better ways to' do things, and many show great

ingenulty. Many public sectl:>r purveyers of t~echn1cal assistance presume that the

businessman is less capable than is really the case, while erring in the opposite

direction in l~egard to their' own capacity. Good advice on technological matters

usually comes from someone who knows the specific case very well. On

administrative, accounting, financial and sales matter~ many entrepreneurs a~e much

less well prepared; this remains a major area where large benefits seem possible via

relatively simple and general types of assistance, but even here a good deal of case

specific attention is usually necessary for really good results.

While it is fairly widely recognized that the modern sector must in the long run get

more and more productive technology if an economy is to develop satisfactorily, it

is less generally known that the small-scale sector can make a larger and more

substantial contribution to growth cum employment creation the more its technology

is impl'oved. The evidence fran Colombia, where labor productivity in small

manufacturing grew at a healthy 2 percent a year over a period of several decades,

shows what can be done. In artisanry also many improvements are possible. In this

sector it seems particularly necessary to move away from the attitude built into the

Ley de Defensa del Artesano of 1953, which while protecting an artisan elite (those

who qualify as titulados and are thus in a position to benefit from credit and

absolution fr-OIJIWGPKep benefits fOrwhieh most other employers are at least

technically responsible) provides neither mechanisms nor incentives whereby the

sector could introduce new technjques and raise productivity. Yet scattered

evidence makes it rather clear that the sector does have the potential to do this.
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3 Fiscal Incentives

,
Most fiscal incentives are designed to stimulate ~odern, larger scale activities.

And most also have the effect of encouraging the utilization of capital rather than

that of labor.

Figures of Table A-8show the tariff exonerations received by small industry and

artisanry (presumably nearly all by small industry). ,The machinery import benefits

from these exonerations presumably represented a high share of total such imports by

small industry, and the "fiscal sacrifice" represented around 15 - 20 percent of the

elF value of the machinery in most years. But these exonerations ~ere no doubt much

more important for large scale industry (though no figures are available) since it

iB much more capital intensive and probably imports a higher share of its capital

fran abroad.

4 Access ~ Material Inputs and to Product Market~

The small enterprise is nonnally at a disadvantage in input markets because of its

small size and lack of capacity to extend credit and/or to pay cash. The same may

occur in the market where it sells, though this is a less frequently voiced

c.omplaint. Cost of input acquisition is usually higher in small firms than large,

both· in tenns of the actual pclca..and of I~he t.i me cost ; nva1yed 4-.--.Bince.._irL~ _

cases a number of small producers of a given item are located in close proximity to

each other, it may often be possible to attack these problems through group

purChasing, via co-operatives or some like institution. The same applies in some

cases on the selling side. In small industry, as in small agriculture, there are

often few economies of scale in the actual production process, but significant ones
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in the related commercial activities.

5. The Question of Qual!ty Standards

Small industry sometimes produces low quality products and sometimes products of

unequal quality. <1> Under some circumstances this may call for intervention

(provided the intervention can be efficient), either to assist in quality

improvement or to legally force it. Under other circumstances, a push toward

quality maintainance would be counterproductive. Thu~ any organization charged with

ruling on quality issues needs to exercise carefUl judgement in determining when

intervention is desirable. When low quality of a product is a result of limited use

of r'esources, when the low quality is recognizable as such by the buyer, and when

the product hence fetches a lower price, there is ~o reason for intervention to

force an improvement in quality. If the buyers in question desired a higher quality

and were able and willing to pay for it, they would usually already be doing so and

suppliers would have responded to their needs. To force quality up could cut such

(usually poor) buyers out of the market; it could also block the progress of small

firms who get. their start using simple technologies and unskilled workers, but who

have the capacity to grow over time and indeed to raise quality. Interventions

which can raise quality without raising costs are desirable but they do not require

legal interventions but rather dissemination of information.

..... .. The need for quality. control1n-_ord~..to....enter.foreign-I!lBI'kets-..shoold-·ma.inl-r·pesu-lt---
-''---------------

from market pressure, from traders or the producers themselves. Qualified purveyors

of information on how to raise quality are of course usefUl and may be an

effective instrument. Where low quality presents dangers that the buyer cannot

easily detect, there are grounds for intervention. But in general a public sector

like Ecuador;s would do best refraining from intervention except in quite clear cut
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'cases, . both because efficient intervention is moreeaslly conceptualized than

carried out, and because businessmen tend to resent it.

6. Minimization of Harrassment

Many regulations in Ecuador seem, de facto, to have the effects of (a) bothering or

harrassing business, (b) creating unproductive employment in the public sector, and

(c) creating situations which induce corruption. The government of Ecuador's

concern about this problem is well founded, and the r~cent World Bank loan to study

how unnecessary bureaucratization may be reduced is a fine initiative. Unnecesary

bureaucracy creates certain costs for all types of business, but often these are

greatest for the small businessperson who has less education and experience, can

less afford the time involved in meeting bureaucratic reequirements, and who may be

less able to bear the cost of bribery to avoid a regulation which is without valid

pl... 'pose.

A thorough thinking through of which regulations are really necessary and

implementable is clearly a high priority matter for the government. Removing

resources from those areas which do not fulfil these conditions would make it more

possible to apply the really needed regulations with the vigour they deserve•
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VI. THE MACROECONOMIC POLICY-PROCESS AND THE SMALL-ENTERPRISE SECTOR IN ECUADOR

The connections between macroeconomic policies proper and the situation of the

small-enterprise 'sector are indirect and mediated. These policies should,therefore,

be distinguished from those that affect small enterprises directly. Thus, before

discussing the extent and manner in which macroeconomic poHcies impinge on

small-scale activities, their distinctive nature vis-a~vis sector-specific policies

should be established.

1.- Macroeconomic Vis-a-Vis Sectoral Policy

Macroeconomic policy aims at simultaneously achieving "internal" and "ext,~rnal"

balance in the overall economy. Internal macroeconomic balance is generally

understood as the maintanence of as high a level of aggregate demand as is

consistent with an "acceptable" rate of inflation. What is "acceptable" inflation

boils down to having a "comfortable" level of foreign exchange reserves in the

Central Bank. In practice, what is a "ccmfortable" level is gauged in Ecuador in

terms of the number of months of imports that the Central Bank's foreign exchange

reserves can cover at a given point in time.

Fiscal, monetary, and exchange-rate policies are the macroeconomic policies

par excellence. In Ecuador, fiscal policy falls under the sphere of action of the

Ministry of Finance <1>.Monetary and eXChange-rate policies, on the other hand, fall

within the domain of action of the Monetary Board and' the Central Bank.
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Sectoral policy in its most general scope emanates, in Ecuador, from the planning

institution (ODNADE) and the sector specific ministries. Policies particularly

concerned with small-scale enterprises are a subset of general sectoral policies

and, at least with regard to policies originated in public-sector institutions, are

constrained and guided by the overall development plan adopted by the incumbent

administration. The vast array of institutions, both public and private, that have

a more or less direct preoccupation with the small-enterprise area is described at

length in a separate backround paper.

Speaking in broad terms, macroeconomic policy deals with short-term stabilization

problems (such as inflation, balance of payments disequilibria, etc.). In contrast,

sectoral policy is generally concerned with the performance of given sectors and the

overall sectoral structure of the economy; as such, it tends to have more of a

medium and long-run time horizon and is Part of the government's development

strategy usually crystalized in a multi-year development plan.

From the point of view of the small-enterprise subsector, the distinctions made

above open three broad areas of policy-making processes that need to be examined.

There are first, the nature of the possible linkages between macroeconomic policies ~

and the possible perfonnance of small enterprises; second, the relative importance

given to small industries in the formation and implementation of the overall

development plan, sunmarized in the "Lineamientos del Plan Nacional de Desarrollo";

.andthiE'd-, .theehaPaetef"isties and seope-ef· pelieiesspeeifie tethe· small-

enterprise subsector operating within the constraints imposed upon them by

stabilization (macroeconomic) programs, on the one hand, and the nation's

development plan, on the other. The third area is examined in the institutional

background paper referred to above. In this chapter, we comment briefly the first

area.
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2.- Interaction Between Macroeconomic and Sectoral Policies

There are at least three levels at which macroeconomic policy interacts and overlaps

with sectoral aspects. The First is the level of the ~ctors involved in the design

of macroeconomic policy packag~s. The second concerns the so2i:.:ction of the policy

instruments which are to be used to achieve a given macroeconomic target. The third

refers to the level of the effects of macroeconomic policies on the relative

performance of certain sectors or subsectors.

2.1. Participation in the Policy Process.

With respect to the first level, it is important to note that the small enterprise

sector in Ecuador has no direct representation in the relevant bodies charged with

the formulation of macroeconomic policy. Under situations of balance of payments

crisi~ ~uch as the one affecting Ecuador since the early 1980s, the two most

important organizations in macroeconomic policy formation are the Monetary Board <2>

and the IMF. They Jointly negotiate the "stabilization package l ! which, once

approved, opens the doors for IMF emergency loans and, as a consequence, for a

potential normalization of foreign-debt negotiations with international private

banks.

It is reasonable to assume that the fact that certain sectors and/or social classes---_..•._._-~~-_. __._-~-~~----_ .._._"-~--~- .. -.-~.-.-, .. -- - -- -- - - ~- - -_. - --~ - _... -..--'------ -_..--.-.---._.-.-.--~._ ...--.--~-_._.--.-- .

are represented in the Monetary Board while others are not, has some influence on

the particular characteristics of the stabilization programs and on the concrete

combinations of policy instruments selected to achieve, say, balance of payments

adjustment.
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.However, it.is doubtful that narrow sectoral or class interests dominate over the

general macroeconomic need for adjustment which, to a large extent, cuts accross

sectors or classes. Furthermore, the final outcomes of a stabilization program tend

to be determined in the larger national political arena and not solely within the

confines of the Monetary Board-IMF discussions. Thus, for example, while the fiscal

and monetary restraint typically included in an IMF conditionality package often

implies, at least in the sho~t-rurJ, a reduction in real incomes, how this reduction

is to be distributed among different social groups depends on a wide range of

variables; notable among these are the characteristcs of the administration's

constituency, the degree of democratic openness in the society, and the relative

political strength of the var1.ous interest groups. In this respect, small

entrepreneurs as a group lack the political visibility, the level of organization

and the degree of institutionalization that characterize other groups in the

Ecuadorean society, such as the chambers of commerce and large-scale industry or the

unionized urban workers. Ii: sum, neither in the sphere of the Monetary Board nor in

the larger national political arena d9 small entrepreneurs have significant

representation and influence.

It could be argued that the addition of a representative from the small scale

productive sector to the Monetary Board is likely not to make a significant

difference as far as the more typically macroeconomic policies are concerned.

However such an addition, if acccmpanied by an improved organization and

institutionalization of small entrepreneurs as a group, could have a noticeable

effect with regard to other policies originated in the Monetary Boardwh1ch are more

sectoral in nature. Such is the case of tariff policy. Though tariff levels have

macroeconomic dimensions (e.g. as revenue-raising instruments or as antinflationary

instruments) they are and have been used in Ecuador as devices to protect or

stimulate certain productive sectors over others. The small industrialist's
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pe~ception that the ta~iff system has important effects on their business has

su~faced in informal interviews conducted throughout this research. Furthermore,

the forthcoming publication of numerous reforms to the tariff law has heightened

small indust~ia~ists' preoccupation with t~e topic and has undersco~ed their lack of

~epresentation in the pe~tinent decision-making process.

2.2. Unintended Sectoral Effects of Macroeconomic Policy •

A significant share of the differential sectoral impacts of macroeconomic policy are

not intended. Thus, the pursuit of a ~eduction in the government's budget deficit

and of discipline in the credit-creation process that has generally characterized

recent Ecuadorian stabilization programs, has aimed mainly at restoring overall

economic equilibrium without a deliberate goal of affecting the relative

performance of given sectors. True, all sectors have experienc~d a marked

deceleration in their rates of growth in the midst of general slowdown of economic

activity; however, the sectoral reaction to the changed macroeconomic environment

has not been symetrical. The results of our survey of small industries reveals a

heterogeneity (at least in terms of employment) of reactions.

Asymetries in sectoral responses which are not a deliberate goal of macroeconomic

policy are related to a variety of factors involving both the demand and the supply

sides of the economy. The investment component of aggregate demand is generally

very sensitive to charges in overall economic activit;y~u.~ t~!1.Q~ to ~~t1i.bi~.. '§'~Qtoral__
, ----_.-- -' -, - .. - ..__ ... _. . . -_ ..

differences that ultimately depend upon the investors' perceptions regarding

relative sectoral profitabilitie~ in the fUture. The consumption component of

aggregate demand, on the other hand, shows differential sectoral changes depending

on the income elasticities of demand for the products of various sectors and on the

possibilities of substitution in consumption. In this latter respect, one could
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. ,.. hypothesize- that since small enterprises tend to have a relatively large share in

the production of wage-goods (food, clothing, etc.), the unintended effects of a

contractionary macroeconomic.policy on the demand side might be less severe for

small enterprises than for larger ones, which tend to produce highly income-elastic

. "lUXury" goods. Nevertheless, unintended ·sectoral effects of macroeconomic policy

may be more serious for small enterprise than for larger firms. Consider the

following three recent Ecuadorean illustrations; (a) a tight monetary policy

expressed in a general contraction in credit availability; (b) a macroeconomic

decision to abruptly raise the minimum wage; and (c>. a major overhauling and

liberalization of financial markets via interest-rate reform.

Under monetary policy small enterprises are likely to suffer disproportionately

because of their more limited access both to imports and to those credit lines not

specifically directed to the sector, and the relatively low "collateral" their

being less important clients of banks, and the absence in their case of the sort of

symbiosis often characterizing the relation between banks and large enterprises. In

case (b), assuming that minimum-wage hikes have an effect on the overall level of

wages, small industries producing wage goods might benefit as much or more than

other firms from the resulting aggregate demand effect that could stem from the

restoration of purchasing power in wage income. However, the demand effect is

likely to be offset by the cost-side effects of a sudden increase in the minimun

wage; in particular, an unintended greater burden on small enterprises may come fran

the fact that smaller firms tend to be more labor intensive than larger·ones and

hence to have a larger .share of labor costs in total costs. Furthermore, if minimun

wage adjustments are abrupt and irr'egular, as has been the case in Ecuador, they are

likely to exacerbate the unemployment situation-not only because of the increased

nominal cost of labor but also because of increased uncertainty-facing firms.
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Finally, a recent Ecuadorean version of case (c) is given by the Monetary Board's

Regulation No. 214-84 of December 1984, which introduced profound changes in the

interest-rate system, raising the ceilings for all interest rates and allowing

floating interest rates for two types of financial instruments, the

Polizas de Acumulacion (Issued by COlTIDercial Banks) and the " Certificados

Financieros (issued by financial cor-porations). This was a macroeconomic policy

whose ostensible goals were mainly to bring into the fo~al financial market a

sizable volume of funds which was flowing through the "curb" market (

mercado extrabancario ) and to raise the aggregate level of domestic savings.

However, given that a wide dispersion among interest rates has still been kept,

unintended sectoral effects have begun to take place. In particular, for the small

entrepreneur experiencing lower rates of return from his/her firm, an attractive

possibility has been opened for shifting away from productive assets towards

financial assets. Furthermore, a strong incentive for credit diversion is implied

in this macro policy. In fact, it has become profitable for many an entrepreneur to

borrow from, say, the Banco de Fomento at a (st.4) fixed nominal interest rate of

18 percent annually, and to put all or part of the borrowed funds in a "Paliza de

Acumulacion" which is now paying a yearly interest rate of about 33 percent.

2.3 Sectoral Components Mixed With Macroeconomic Policy Instruments

Asymetric sectoral reactions to macroeconomic policy are not only of the unintended

..t.y:pe~ .Et:>equenUy.,.. a mact:>oeconanic policy package contains deliberatesec.toI:'al.

elements, i.e. certain provisions designed to execute macroeconomic policy within

the guidelines given by the system of incentives embodied in the overall development

strategy of the country. Quite often, this sort of situation arises when the

instruments chosen to achieve a given macroeconomic target include deliberate

sectoral differentiations. This can be better understood by choosing a concrete
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example from Ecuador's monetary policy.

Since the monetary authority cannot control the level of foreign exchange reserves.
in a system of fixed official exchange rates such as Ecuador's, the money supply is

usually controlled by managing the rate of expansion of domestic credit. Monetary

policy in Ecuador i~ thus based on so-called financial programming, which after

considering projections for inflation and GDP growth as well as estimates of future

foreign exchange reserves, yields as a residual the rate of domestic credit

expansion compatible with a desired growth in the money supply. A tight monetary

policy thus means tight credit. However, there is a certain flexibility in the

selection of instruments which are to be used to aCAieve the macroeconomic goals of

financial progr,amming. Constrained by the macroeconomic policy target, the choice

of instruments is also limited as well as guided by the government's overall

development strategy. Thus, if that strategy involves a conscious decision to

promote industry and agriculture over commerce, as was the case of the

Roldos-Hurtado administration, the desired reduction in the rate of the domestic

credit growth is often accomplished via deliberate differential decreases in the

credit available for those sectors. For example, credit ceilings are imposed on

commercial banks' loans to commerce, while credit to agriculture and industry

emanating from the Banco Nacional de Fomento or fran the private banking system

through Fondos financieros , are either exempted from the ceilings or subject to

higher ceilings. Consequently, the level of available credit to small enterprises

in a context of general iliquidity depends, to a large extent, on the relative
--_ _-----_._-_._._._.... . _-... . _. __ -......... _-_ _ - __..•.__ _ _.--'--"---

importance given to those enteprises within the priorities of the nation's

development plan, and on the degree of practical relevance that this plan has as a

guideline for policy making. It is our impression that on both counts, the

importance of the small-enterprise sector has suffered a relative decline in the

Febres administration as compared to the Roldos-Hurtado government.
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Further examples of the effects on small enterprise of deliberate sectora~

components mixed with macroeconomic policy instruments can be found in other areas.

We mention only'a few: (a) the interest rate, a macroeconomic policy instrument,

is often differentiated to reflect explicit credit preferences for some sectors or

subsectors over others; (b) the minimum wage--again a macroeconomic policy tool--is

in Ecuador not unifonn; since 1980 a lower minimum wage rules for small-industry and

artisanry than that applicable to large-scale industries; (c) the average tariff

rate, itself a macro variable, is embedded in a highly differentiated tariff system

reflecting, grosso modo, a preferential treatment for certain sectors and

industries; and (d) the exchange rate is also differentiated, with a lower one

applying to certain foreign transactions (such as the external debt payment) or

certain imports deemed "essential", Le., included in priority import "lists". It

would be fruitful to explore the relative position of the small-enterprise sector in

the choice of the sectoral components that are embedded in the macroeconomic policy

instruments listed above.
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3.- The Major' Current Direction of ,Government Policy

The end of the oil bonanza and the balance of payments/debt problems and recession

of the 1980s have contributed to the re-orientation of economic policy by the

present Febres Cordero administration., One basic shift is from the heavy

orientation towards import sUbstitution, pursuad in varying degrees during the 1970s

to the present, to a more export oriented approach, with less protection for

domestic industry. Tariff changes are to be announced soon. It is assumed, and

policy steps consistent with this assumption are beins taken, that the primary

sector and especially agro-industry will become a major source of exports when

appropriately stimulated. The second major change is toward an austerity program,

taking mainly the form of a restrictive monetary policy designed to curb inflation

and alleviate the balance of payment problem. This latter policy will presumably be

transitory, to resolve a hopefully short run problem, whereas the shift in trade

policy will be lasting.

These shifts create both problems and potential for small-scale enterprise. Some

small scale industries fostered by the high protection of early years will be put at

r~sk, and may collapse if the effective protection is reduced too quickly and they

are unable to reduce costs enough to regain competitiveness in the domestic market.

Others should be able to capitalize on the new directions of policy. Although parts

of the primary sector are expected to be the main source of international

competitiveness under the new nirections, within manufacturing a number of small

scale industries have export potential. But some interventions may be required for .

them to achieve their potential in this regard. While industries like clothing

(some lines), leather work, and wooden furniture are both small scale and low cost,

the sm~~l enterprise frequently faces special obstacles to exportation, including

the cost of getting information about the process, the bureaucratic red tape, the
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need for quality control, and the need for co-operation to achieve large enough

supplies to be able to move into the international market. The foreign exchange

bonanza of the 1970s both reduced the international competitiveness of such lines of

manufacturing, and prevented any interest by the public sector in promoting them.

In short, the industries in which the small-scale sector predominates are likely to

have a high degree of actual or potential competitiveness in production but not in

marketing and distribution. .To the extend that they can enter world markets ~and

hold on to domestic ones) the benefits should go desproportionately to workers,

these being labor intensive industries. If it is possible to facilitate the export

process of small firms, they may eventually do better under an export oriented

regime than under an import substituting one, since the latter type of regime tends

to be (and appears in the Ecuadorean case to have been) designed to aid the larger,

higher profile and better politically connected firms. Small industry benefits less

from low priced machinery and raw material inputs since it uses less of them. It is

less likely to reap the high monopoly profits possible for the large firm which has

high protection against imports, since it competes against itself.

An austerity program can also be less damaging to the more seJ.f contained small

enterprise than to the large one. It is probably true of all sectors of the economy

that small firms receive less credit and other forms of outside assitance than to

larger ones. While not condoning this as good practice, one can note that it may

imply a greater resilience in the face of austerity. Again, however, that

resilience may be helped along by certain complementary interventions; facilitating

the orga'1ization of savings and loan co-operati.ves is one way, ppO-viding-modest

amounts of official-sector credit another, and so on.

When policy shifts are abrupt, as the two noted above have been (or will be), it is

particularly important that small enterprise have the capacity to respond quickly to
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the change of setting, and also have the capacity to make :Lts voice felt in

government.



VII.- Conclusions and Policy Options

The characteristics of small enterprise (high labor intensity, limited use of

imports, etc.), oombined with the evidence of its significant contribution to

Ecuador's development in recent decades, and with the nature· of the current economic

slowdown, suggests that it should retain a prominent and dynamic role in the

country"s economic evolution for the forseable future. For the country to ;:-":;1ieve

the maximum benefit from this sector, a number of constraints must be resolved,

adjustments facilitated and latent potential released., As with other sectors, major ~

importance attaches to getting the economy as a whole moving ahead at a satisfactory

rate so that demand will be buoyant, expectations positive and so on. In this

section we review the specific policy/program areas which need to be addressed on

the economic side. These include matters of information, security (diminution of

risk), access to resources at reasonable (i.e., not far from snarcity) prices, and

freedom from unnecessary regulations, together with protection from possibly

predat.ory aCltivities from larger firms or government.

It is ~.portant to emphasize the need to assist the latent small business person as

well as the already activa one. In many sectors, the growth of employment in small

enterprises comes more from the creation of new firms than the growth of existing

ones. The present situation in Ecuador, given a.modest further improvement in the

..-..
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;~. ';

overall performance of the economy, could be a good setting for the creation of many

·.----new ene-erpriSes ~""Tne . recentumarReaaecTi'ne" '~n -rear wages'C-proDaory"ontlie order·or-·
-

25 percent for many groups between the peak in 1980 and the level of 1984) is likely

to encourage many job holders to try to set up a business either as a side line or

as a full time activity, in order to avoid such a sharp income cut <1>. Another

group, unable to find work in the difficult labor market of today, will be induced

to do the same. Whether these efforts are facilitated or impeded by public policy
•
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will'affect, both the rate of growth of the economy and the levels of unemployment,

poverty, and dissatisfaction.

The policy shift towards a greater export orientation creates both problems and

opportunities for small scale enterprises. For somo branches, it makes more urgent

the need for fleXibility --the capacity to adjust to new situations-- to avoid the

cost implications of excessively expensive materials, capital, or labor. Thus, a

numbet· of policy/program improvements which would in any case have been desirable

are now more urgent than before.

It is important to move, after due deliberation, towards an economic system in which

rules are typically obeyed rather than circumvented. To achieve this would involve

substfLntially decreasing the payoffs (i.e., incentives) to breaking rules, for

example by trying to avoid excessive gaps between the official and the uncontrolled

exchange rate, by making the labor code more feasible of fulfillment, by avoiding

excessively low interest rates on credit, etc. It would involve setting l~ss rules

in the first place, where possible, and it would involve serious, forceful

administration of those rules which are in fact necessary.

G~neral assistance to the existing or budding enterpreneur, of whatever sort, is

important. Information and other aids to adjustment are specially relevant to avoid

a waste of built up entrepreneurial skills when changing economic conditions or a

policy shift, such as that toward a more outward or.ientat!()nL()ccur.

With respect to export encouragement and import protection, the small sector will

clearly need better, more refined servic~s in the future than it has had in the

past. Continued study of effective protection rates for industy will be a needed

input into upcoming and future changes in tariffs, to make sure that tariffs are
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neither left unduly high 'nor lowered so brusquely as to eliminate potentially

productive branches of industry. On the export side, the mechaninsms of FOPEX and

CATs ( Certificados de Abono Tributario) will need to focus more vigorously on the

small enterprise.'

In more concrete terms, the policy options that should in our judgment be given

maximum priority are the following:

1. A credit enhancement program must be implemented tQ improve accesibility to the

small business sector, mainly manufacturing. The program must be designed and

administered with the purpose of identifying the most entrepreneurial and efficient

subjects. For cases involving promise but also exces~ive risk, loans can be made

conditional on the borrower taking short practical training in administration

technical skills adapted to his/her sector of activity. As large increases in

credit availability to the small industry may be difficult, interest rates higher

than the currently subsidized must be contemplated. The experience of PRODEM

demonstrates that there are small entrepreneurs both willing to pay higher rates and

at the same time able to invest the loans profitably. Positive real interest rates

will also help to eliminate credit deviation towards uses of loans different from

those originally intended, and could favor more productive investments on average.

2. strategies to increase workers~ productivi~y are desirable. The establishment of
---'-_.. - .... __ .._, .._-_....._-_._- -.--~-_ ...~ .. _....---_._._-- .._- ..- .....•. ,. __ . . .--- - - .~-... -'--- ..... -..•._-_.•- --~.' .... _---.•._.. __._-----

small skill and development centers can be implemented on an experimental basis

first. If organized and managed under rigorous standards of excellence, they could

soon become centers to which employers come looking for labor. Such centers could

offer valuable opportunities to those willing to dedicate themselves to their

personal development. Training programs could also promote future entrepreneurial

skills in students who have the potential at some point to become self employed or



entrepreneurs.

3. Without conflicting with the previous point, existing skill development centers

need to improve their linkages with the labor market and employers, thus fostering

an appropiate fccus on those skills most necessary in the working place. In spite

of the many frustrations that the development of vocational training programs' have

suffered around the world, the fact remains that a well-trained worker is an

indispensable component of the development processes. Many failures have been due

to programs isolation from labor market, to poor seleQtion of students and to lack

of attention to attitudinal matters.

4. Additional skill development programs for entrepreneurs are needed. These could

be designed in a variety of formats. Always starting small on an experimental

basis, they could address basic skill needs, combining practical administrative

skills with concrete technical components, as tailor-made as possible for specific

sectors. This type of training could be linked to and complemented by the elements

discussed in point one above. Other formats for entrepreneurial development could

include basic instruction in warehousing, finances, marketing, management of

personnel, etc. Chambers of Industry, CENAPIA and other institutions could play a

significant role in identifying topics, sectors and geographic areas of priorities.

These programs could develop into more formal consulting services for small

businessmen or women, whether already established or new. The programs should

attempt to recruit experienced business people (retired or still active) to--_._--_.-------_._ -_ _. __ .._-------_.__ . "-'-'- -- - .. -._-- _----.-._-- -------- --- ._-_ - _ _..---_._---------

participate in the transfer of knowledge and experience.

5. There are grave deficiencies in economic education in Ecuador. The gap created

by lack of understanding by the general public on such basic issues as prices,

supply and demand, productiVity, salaries and similarly basic economic concepts, is

57



filled with ideological preconceptions. Emotional exchanges replace intelligent

dialogues around economic and public issues in general. A public education

campaign, using films in the style of the American Council in Economic Education,

appropiately adapted to the Ecuadorean settiOg, could be of value at all ages and

levels of the society. Such educational campaigns must be carried out

systematically and over long periods of time.

6. A long-term strategy to deal with labor issues, in their many dimensions, is

likely to become increasingly urgent. The current di~isions in Ecuador between

labor and capital are a pernicious and dangerous feature of the national scene as

the economy enters a stage when misunderstanding and unwillingness to cooperate

between these groups cannot be assuagged by the resources of an oil bonanza. These

divisions constitute a real obstacle for future economic and social development, and

for the political progress and stability of the nation. The p~litization of the

labor movement and the perceived indifference by the entrepreneurial groups to the

marginalization of workers can only be counteracted by a delicate action plan. Some

of the components of such a plan have been mentioned above; point 5 is especially

relevant. The development of better labor and business statistics (a major current

failure of the public sector's information service) and the improvement of that

public information system in general, as regards economic affairs (better trained

economic journalists, etc.) could also contribute. A system of labor and business

statistics to provide information on a regular basis about unemployment, wages,

business successes and failUJ:'~s and th.e E;lVo,ll"lt:i,Qrr Qf .s.alesand in'lestmentb-y-secto~s-

and regions would help in reducing the uncertainty of business decisions, and in

gaining a better understanding of the trends and capabilities of the economy.

7. The Ecuadorean public must be made aware that anybody with the energy and

willingness to work hard stands a reasonable chance of becoming a successful
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entrepreneur. This belief would help to conteract the pervasive notion that Ecuador ~

is divided into two immutable and antagonistic classes. A public service of

entrepreneurial advice, promotion and education could be established with this
.

objective. Its central strategy would be to provide advice to protective

entrepreneurs and to induce them to save and prepare themselves for a future

venture. The servico could be implemented through linkages with the banking

community to offer savings mechanisms that could precede future credit and banking

service for the would-be entrepreneur. It should also publicize the suocesses of

the small self-made business man or woman and to promo,te the idea that "many people

can make it." This approach can also help to popularize the idea that economic

development in Ecuador fundamentally depends on its people, not the government.

8. The low quality of the Ecuadorean burocracy results partly from its size and

partly from the low levb:= of compensation which result from budget constraints

together with that large size. The previous point could provide a mechanism to

reduce the size of the burocracy by offering a lump sum of money (or a fixed-term

paid leave) to those public servants who would like to become independent

entrepreneurs.

In the continous struggle to promote economic development, many recommendations have

been offered, not a few of them imaginative and premising. The real test is in the

"engineering" to implement them. Too many times good ideas have been killed by

careless implementation. These policy options are no exception.
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FOOTNOTES

CHAPTER I

1. Few countries e~cept Jarge ones like Brazil or mineral rich ones have in fact

been able to achieve high growth rates over extend periods without a significant

contribution from small enterprise.

2. Banco Central del Ecuador. Programa de Encuestas de Coyuntura. Industria

Manufacturera. No. 38. Enero 1985, pagina 2.

3. Ibid. Industria de Construccion, No. 39, pagina 3.

4. Based on the figures of Table A-3, allowing for the undercoverage of smaller

establishments in each sector.

5. For the first two years total manufacturing employment is taken as the

unadjusted census figure; non-small scale employment is based on the figures

reported in INEC's Encuesta Anual de la Manufactura ~ Miner!a •

6. Thi~ is not, of course, to deny that there is plenty in Quito and Guayaquil

also.

CHAPTER II

1. The survey covered about two hundred small enterprises in the manufacturing

sector in the cities of Quito and Guayaquil. See Annex C for details.

CHAPTER III

CHAPTER IV

1. It does not include credit channelled to the public sector, since this is

handled by the Development Bank (Banco de Desarrollo, BEDE). For 1982 BEDE held
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10.3 percent of the total amount of outstanding loans (not credit flows) of the

banking system in Ecuador. BEDE is not under the jurisdiction of the Central Bank

and basically handles the financial needs of the central, provincial, and municipal
.

governments and other government institutions and enterprises.

CHAPTER V

1. Sometimes, also, its quality is first rate, but since this situation implies

that there is no problem to worry about, we will not peal with it here.

CHAPTER VI

1. It must be noted that it is in respect of the overall levels of government

expenditures and revenues that fiscal policy is macroeconanic in nature; the

composition of those expenditures and revenues, which in Ecuador is jointly

determined by the Ministry of Finance, CONADE and the Congress, is, however, a

sectoral dimension of fiscal policy and not a macroeconomic one.

2. The Ecuadorean Monetary Board is constituted by the following eleven members:

The President of the Monetary Board, who is selected de facto by the President of

Ecuador but formally appointed by Congress; the ministers of the following

ministries: Finance, Agriculture, Natural Resources and Industry; the General

Secretary of Planning fl'an CONADE; one representative of the production chamber~

(AgricUlture, Industry, Commerce and Construction) from the Coast and one from the

Sierra; a representative of the private danestic banks; the "Superintendente de

Compaftl.as"; and the General Manager of the Central Bank. The chambers of small

industrialists do not participate in the selection of representatives of the

Monetary BOard.
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CHAPTER VII

1. In' Colombia 'there war? a cotncidence in timing between real wage declines of 15

to 20 percent for most categories of paid employees in the early 1970s (brought on

mainly, it seems, by the acceleration of inflation) and the onset of very fast

growth in the small manufacturing sector •

...
ANNEX A

Tables cited in the text.

ANNEX B

1. This Annex is based on the report prepared for AID in 1984 by Albert Berry,

entitled "Employment and the Role of Intennediate Cities During the Caning Years".

Further details are presented in that report.

2. World Bank, World Development Report , 1983

3. i. e. the percent of the population in the labor force.

4. The 1983 ISS-PREALC stUdy of popular barrios in Quito and Guayaquil found a rate

of 8.1 percent in Quito and ~0.8 percent in Guayaquil for an average of 9.6 percent

in the two cities (ISS-PREALC, Informe de Investigacion sobre los Niveles de Vida
- . .. ----- ··--..T······· _ _.._-_ --- _ _ _ --- --------'-.-------aeBarrfos Populares 1.~ relacion .22!! el Salario , DoClh"llento no publicado, Quito,

1984). Since the unemployment rate tended percent for families with incomes under

8,000 sucres pel'" month), the average for these cities as a whole would be less than

than the 9.6 percent figure emerging from t~e study. Further, as noted by A.

Gutierrez ( Empleo 1. Crecimiento , pagina 42) the definition of unemployment in

this survey, "persons who could work but were not doing so" was broader than the



usual definition.

5. INEC, Estimacion~ SUbempleo del Area Urbana~ Ecuador l las Ciudades de

Quito l Guayaquil, 1975 , Quito, INEC, 1979, pegina 33.

6. i.e. the number of completely unemployed persons who would correspond to the

sesme total number of unworked hours (potential hours of work lost) as characterized

this group.

7. The low incomes of many.workers reflect a qUite different dark side of the

Ecuadorean reality --the extreme skewness in the distribution of income.

8. This figure is imprecise --see note to Table NO',B-4.
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TABLE No. A-I"

Occupied Economically Active Population in ULban Areas,
by Economic Activity, and by Formal and Informal

Sectors, 1980
(Number of Persons)

Sector 1/ Formal Employment
No. %

I~formal Employment
No. %

Total
No. %

1. Mining and Quarry$ng
2. Manufacturing Ind4stry
3. Construction
4. Electricity, gas ~nd water
5. a. Retail and Who~esale Trade

b. Restaurants anq Hotels
6. Transport, Storag~ and

Communication
7. Financial Service~ and

Insurance Compani~s

8. Communal, Persona+ and
Household Service$

9. Other Activities ;

TOTAL

3,411
126,017

60,524
10,500
15,335
25,493

21,610

28,768

166,564

458,222

100.0
77.1
75.0

100.0
8.5

56.4

43.8

100.0

47.5

44.9

37,485
20,175

165,484
19,739

27,727

n.a.

183,907
108,064

562,581

22.9
25.0

91. 5
43.6

56.2

n.a.

52.5
100.0

55.1

3,411
163,502

80,699
10,500

180,819
45,232

49,337

28,768

350,471
108,064

1,020,803

100.0
100.0
100.0
100.0
100.0
100.0

100.0

100.0

100.0
100.0

100.0

Source: Bastiaenen ,t aI, "Urban Poverty", p. 65

1/ Excludes agricu1~ure, forestry, fishing and hunting.
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TABlE A-2

Lf\I30R PIOrx.crIVI'IY, REMUNERl\TION PER ~x)RKEn, AND OIlIER Ol1\R1\CfERISTICS OF EST1\BLISl1M:NI'S, aJl3SIFIED BY l-o'U-DF.R OF HJRKERS:

MINING, WINUfl\CTUIUNG, <l:M1ERCE, AND PRIVA'IE SFrIDI<S SERVICES

f>izc of N\IDber F.np1oya:1 W1rker.: Total I€rnuner- Va1re Valre Gross Gross
Estilbl of Ianu1er- ation per Ad:Ed MeEd ~t- In~tm=nt

i.shuEnts E$ti1b1- Nl.Jlher Percent Paid alion Worker (Million) per Dent perW:Jrlcer
Nullber of i~hlrL:nts Workers (000) Worker (Milliors) (000)

·lorJ.:eu;) (000)
'.-

1 - 2 112,405 166,111 35.63 11,062 445.9 ~O.3 8,805 53.0 ' 755.6 4.55

3 - 4 ~2,OOG 75,623 16.22 29,031 1,376.6 47.4 5,104 67.5 765.2 10.12

5 - 9 8,030 49,918 10.71 35,487 2,332.6 65.7 5,109 107.6 1,327.1 2£.6

10 - ]9 2,007 26,469 5.68 24,876 2,389.1 9&.0 &,958 262.9 :!,688.2 63.8

20 - 49 1,018 31,445 6.75 31,135 3,862.5 124.1 9,087 289.0 ~,94a.7 93.8
51) - 99 385 26,829 ' 5.75 26,677 3,699.5 138.7 9,421 351.1 3,361.4 125.5

100 -199 195 26,558 . 5.70 26,306 3,946.1 150.0 9,746 367.0 Q,659.9 175.5

boo -499 106 31,537 6.76 31,535 4,793.3 152.0 10,a95 345.5 4,289.8 136.0

,iOO Y m'is 32 31,702 6.80 31,702 4,449.6 140.4 43,357 -1,367.6 6,870.1 21b.7

(31) (31,]43 (31,143) (4,2(,6.4) (137.0) (8,810) (282.8) (3,560.9) (1l~.3)
~

ll\yl1lI. 1~7,004 466,192 247,818 27,295.3 110.1 108,743 233.3 26,672.0 57.21

i (157,003) (465,633 (247,259) (27,1' 2.1) (l09.7) (74,196) (159.3) (23,3G2.8i (5Il.17j

II

( ) F:>icluding pluduction of crude FCtroleun and natural qas, whidl otherwise d:xni.n.~tes the too size c:ateqJr./ tlnucjl n:>t. beinq

ofi any significance in the other categories.

I' •
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TABLE A-3

SfCTORAL DISTRIBUTION OF EMPLOYMENT AND VALUE ADDED BY Sn.L UF ESTABLISHMENTS

I

I KJ\NUFACTURIIlG Cl»IHEIlCE R£STAURAHrS ~ IIOTELS i -orur. '~CES

!:Lt", (>fI::sLd)ll~t.. ~abl- !:!!p'loymdnt Value l.,,~rll·,"! Est. Empl0Yi1lent Valu" Addt:d Establ- Elap1"Y""".t Va.lue ~ E5tall1i..Ih;aeDts E!ployooent
I --_. -- Added -&%11.I.t (Nu. of i.:.luaent.~ iSuoents

"\)1 iu:r=..) • 1 • , • .' • , • , • , • ,
r--

16j55
30.19 15.391 20.065 35.98

I - 2 22,091 30.944 1.919.1 5.04 11.004 94.934 54.93 ".lsa.6 21.59 13.838 20.118 41.55 1.061.5
19.35 3.392 U.439 20_~·

3 . 4 1.394 24.870

llr

1.183.1 4.L8 8.274 26.841 15.53 1.159.8 1.81 3.122 12.388 25.58 610.8
18.25 1.516 9.2£>3 16.61

~ - 9 2,!t59 18.479 9 87 2.040.1 5.36 2.005 12.657 7.32 1.65".4 1."0 1.519 9.308 19.22 632.6
1.25 248 3.276 5.81

)0 - 19 915 12,155 6

1
49 1.796.5 4.72 650 13.574 4.96 2.689.5 12.02 184 2.320 ••79 251.4

6.69 121 3.137 6.10
20 - 49 525 16.009 8,55 3,587.1 9.42 320 9,545 5.53 3,839.1 17.17 61 1,824 3.7' 232.0

8~72 3.65 50 3,508 6.29
50 - 99 235- 16,327 ".654.6 12.23 83 5,890 3.41 2."14.3 10.19 14 9 ..2 1.95 126.5

9j42 ".02 19 2.158 3.81
lOO - 199 127 17,641 5 ••46.4 14.31 .6 6,335 3.61 3.116.3 13.93 3 424 0.88 ll9.5

"I"
9.99 6 1.14" 3.ll

2illl . 49!t 83 24,674 9.043.5 23.76 13 3,618 2.09 1.097.1 ..•90 3 1.095 2.26 346.2

-- 1 568 1.02
~.(ji••.n.d ILOr~ 24 26,ll4 13 96 7.716.5 20.27 6 4,441 2.57 1.028.5 ".60 - -- - -
Tdl'hl. .... i
kL...:0klJED IN

I TJiL Ll.'ONOHIC

100100 55,162 100.00! l:t:U$US 34.355 J87.249 38,064.8 100.00 82,"61 172,834 100.00 22.368.0 100.00 19.3.... "8.419 100.00 3."66.5 - 20.111

.- ,
:iuUh~!::S: INEC C~n50S E~onomi«I~19aO Resumen Nacional Total de Establecimientos,Tcmo 2. pp. 29-36-----! -- ---

i
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TABLE A-'"4

Trends in the Size Structure of the Manufacturing Sector

•

population c~nsus estimates of the total employment in manufacturing have not ~een adju~t~ upwardsundercoverag~ of the censuses. Such adjustment would in each case lead to a h1gher est1mated shareemployment i~ the smaller stablishments.
Including Fatil1 Helpers.
If about 500b errployers, 9500 family helpers arrl 2000 others fall in .chis category, the remainin:j23200 would ~ employees, probably too high, suggesting we may have overestimated the total numherin this cat10ry. .

A guess on t~e assuuption that the job composition was the same as in 1974, as suggested by theoverall figuyes of Table 7.

The Encuesta\Manufacturera figure ~djusted up by 12%; in 1974 our finrtl~stimateof the employlnentin plants ofllO or more workers was 8% above the total employment re~'rted in the 1974 Encuesta.i
i

Figure from {SS-FREALC, "Ecuador: Poblacion Fconomicamente Activa Corregida 1962-1974", Docurnentode Trabajo 9'\8409, Borrador, March 1984, p.7. 'lhis is far below the original census figure, due tothe conclusi~n (Ibid p.• 3) that there were differences of classification between the 1962 and the1974 popu1at~on censuses. The figure is designed to be comparable to that of 1974.

I

Self-Employeda/

2 - 4
5 - 9
10 - 19
20 - 49
50 - 99
more than 100

Tot~l
0'1
co

l'bte:

~

~

~

~

e/

1962

l 124,940

] 40,780'1/

165, 72oe/

1974

90,E49

}39,700b/
~ 25,000
~ 10,000

}~ 12,000
11,136
38,581.

226,266

155,549

71,717

1980

109, 215c/

23,000
~ 25,000
~ 14,000

16,009
16,327
68,449

272,000

}
157,215

114,785

for
of



, TADtE I~. A-S

____. ..:.:N:.:::lI~::.::,.!'~Y.!:.:r:~of~;·I:;::o~r:.:.;f;n:..:.r~s

Food, p...evcragr:r., Tooocco
l::stabliliMK.':'Its
Workers
Pcrqent of Workers

1 - 1\

3,221
7,483

,16.2

5 - 9

343
2,080

4.50

10 - 19

187
2,536

5.49

20 - 49

118
3,721

0.06

~50

137
30,395

65.7G

'l'Cll:a1

4,OM
46,221

lOO.OO

7exti1cs, Clothing
'~cti'lbli!ltunents
Norkers
Percent (\)

and u~ather

14,771
24, 7·~8

47.52

979
6,231

11. 97

143
1,944

3.73

93
2,856

5.48

92
16,295

31.29

16,01£\
S7.,OH

100.00

\'lo:x1 (. Its Proclocts
I-:sl·,:lbllsnii.mts
\·lo,.kClr~

l~rccmt ('6)

Pilp:!~' r- printir"1:3
F.$t'Jhli::h:~nts

'\'ockcrs
f'lHCCI,t (\)

01e.1,ic;a t & Prodt.r.LS elf
~trol<:!llr.l, Co.:l1, '.:ub.....cr

Es\:;:blishlTlents
\'10d.c r s
L'crccnt (%1

Non-:·~~tal.lic !'iinQral s
1::I;t:lb1bhmcnt.s
Norkers
J."ecccnt (%)

nalJic /,\ot.:l1s
Esl;ablishmcnts
\olorkers
l'-erc;':"nt ttl

5,966
11,G!?,4

48.52

550
1,261

13.34

& Plantic
182
401
2.10

1,295
2,714

24.74

2S
51
3.20

639
4,021

16.1

201
1,22·'

12.89

70
447
3.01

181
1,072

9.17

6
47
2.95

64
835
8.19

78
1,012

7.22

81
1,168

10.G5

9
118

7.40

44
1,316

5.47

45
1,396

H.10

66
1,970

13.27

30
942

8.59

3
110

6.90

34
5,218

21. 67

31
4,176

50.20

Gl
10,952

73. '19

29
SO. "3
46. 2~i

10
1,2G9

'/9.56

6,027
24,079
100.00

091
9,4913
100.00

457
14,642
100.00

1,616
lO,9G9
100.00

S3
1,595
100.00

-.-.-.---_.~._..~- '-- -..-.._----_..~--_._-------

~\o2tCll rro.iL\:.:ts tire.
Ect.:ll>li"'l)~nts

\'!orkcrs
11.HC\:llt. t\)---..._---_. _.•. _-._--_._-- .. "-_.'_.'" ....

Other
E.o.;\:.<lblic!1Jncnt::;
~7orkcrs

f'Qrt:l.!l1t (%1

1\11
r::~tcJblicl'unonts

W:,d:C!rs
~l'c;Cllt

machir.ery \~)rkcrsl

2,497
5,532

22.42

973
1,954

59.36

29,1085
55,8)4

~9.82

449
2,748

11.13

90
609
18.50

2,953
10,479

9.87

197
2,497

10.12

12
141
4.28

915
12,151

6.49

119
3,402

14.11

7
210
6.30

525
16,009

0.55

73
10,420

42.22

5
378
11.48

472
B4,776

45.21

3,335
2.1, G79
100.00

1,092
3,292
100.00

34,355
107, :~,i9

100.00



TABLE A-6

The Real Milli.m.nn Wage, 1968-1980
(Sucres of 1970) _

1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984 (April)
1984 (July)
1985 (March)

(1)

664
632
600
694
637
568
617
675
735
651
575
697

1236
1077
1080

886
822 at
689 hI
731 cl

(2)

775
737
700
798
743
663
900
979

1041
921
815

1016
1725
1503
1686
1348
1227 a/
1029 hi
1092 cl

al Based an prices of April 1984
hI Based an prices of July 1984
cl Based en prices of March 1984

Note: The figures are based on a deflation of the highest m:i.nimJm wage
ocx::uring in a given year by the naticnal cost of living series (which
refers to middle and low ineate" families) for that year. Since food
prices have -recently risen substantially faster than other prices, the

.u'--real-wage--wi-l:1-have-1:'t:lVed--less PO!lsitevely-th.an--indicat:ed here for tho!le
within above average expenditure falling in this catego:ry.

(2) Refers to a person wlx> received the extra rccnths of salary as they
entered the legislation as well as the BonificacicSn Conplerrentaria
introducted in 1974 and the cost of living allowance introduced first in
that year arx1 increased in 1982.
Transportation allowance and other paynents not generalized to all
workers are not taken into accx:>unt.
Errployees clearly differ in tenns of heM the 1egis,latian irtpinges on them.
For the figures referring to April 1984 and on, it is assUIl'Ed that the
relation between Col (2) and Col (1) remains constant at the level of
April 1984. .
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TABLE tb. A-7

,I I ,1'1' I, I I " " ,I ,I I

i
;

mrnk OF CREDIT GRANl'ED BY THE mw:x>RE:AN BANKIi~ AND'~w. ~"ay:"~I
I, (In millions of current Sl:Cres)

19721 1973 1974 1975 "1976 1977 1978 1979 1980 1981 1982,

W\NUF1\C'IURlNG 2,44~ 3,027 4,454 6,647 9,050 12,184 16,563 22,488 32,945 44,464 61,707

Large Industry 2,26~ 2,767 3,579 5,547 7,254 10,163 14,436 19,907 30,137 40,609 56,978
Small Irrlustry & Art
(SIA) 17~ 260 876 1,100 1,795 2,022 2,127 2,581 2,808 3,855 4,731

NCN-MANUFACTURING

Agriculture 2,04~ 2,791 4,830 6,924 8,035 9,240 11,543 13,911 18,955 25,594 30,618
C~ 8,34~ 9,864 12,214 15,017 19,001 21,944 24,057 32,507 42,031 53,897 62,387
others 1,60~ 1,804 3,948 4,529 5,478 7,414 8,902 10,633 -15,603 25,721 32,025

TOl'AL 14,44~ 17,448 25,446 33,117 41,564 50,784 61,065 79,541 109,535 149,676 186,737
i,

PEK:ENTAGES

SIA's share of total 1.24 1.49 3.44 3.32 4.32 3.98 3.48 3.25 2.56 2.58 2.53
SIA's share of
Manufacturing 7.331 8.60 19.66 ' 16.54 19.84 16.59 12.84 11.48 8.52 8.67 7.66,
Manufacture I s share 16. 92 1 17.35 17.51 20.07 21.77 23.99 27.12 28.27 30.08 29.71 33.04!

i
i
ISOURCE: Banco Central del ,cuador (Prepared by CENAPIA)

I I



TABIE A-8

IMPORTS BY SMALL INDUSTRY AND ARTlSANRY' AND THE FISCAL SACRIFICE OF T}l.RI~

EXEMPTIOOS

1974 - 1984.

(Millions of sucres)

YEAR MACHINERY

CIF VALUE FISCAL SACRIFICE

RAW MA'l'ERIALS

ClF VALUE FISCAL INCENTIVES

SOUR::E: MICE!. Direcci6n de pequeiia Industria. De~toEstad.!stico. "" _
"_.' -.. ..- .-. ~.," --_._-- -. .'" ._----'.--~----- --.,. ,.._-."_. -------,
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Annex ~ (1)

Employment Pattern~ in the 1970s and the 1980s

GNP in Ecuador grew rapidly at 8.6 percent per year over 1970-1981, as the petroleum

boom fuelled a rapid expansion of the modern sector in general, and especially of

urban based activities. Manufacturing output grew at an average of nearly 11

percent per year, while agriculture grew at a little under 3 percent <2>.

Population was probably rising at something under 3 percent per year so per capita

output was rising at nearly 6 percent per year and per capita income at an even

faster rate due to the favorable shift in the country's international terms of

trade.

Ecuador pursued a dualistic development strategy during the 1970s, focussing on the

modern sector as the main motor for growth. The major block of financial resources

and 'a disproporcionate amount o~ human resources were involved in pushing larger

scale manufacturing, conmercial agriculture, large public works infrastructure

projects and so on. 'With the wealth of oil revenues aVailable, the degree of

capital investment WaD very large, and although a more efficient and equitable

pattern of growth could have been pursued, the evidence does suggest thar the

benefits of growth were spread fairly widely. In the absence of such resource and

foreign exchange surpluses, such a strategy could lead to falling incomes for

significant parts of the population.

Several features of the 1970s contributed to an apparently relatively smooth process

of growth ~ rapid urbanization, smooth in the sense that unemployment never

reached high levels, nor was there serious evidence that large groups were suffering

income loses or finding their aspirations seriously blocked. Most notable were the
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increasing demand for labor in the modern w~ban economy and the only modest increase'

in the total (rural plus urban) labor force.

Th~ growth of the ,labor force during the 1970-s, an~ in particular over the

1974-1982 intercensal period for which fairly detailed data are available, was not

exoessive -- about 2.5 percent per year-- despite the fast growth of the

population in the working age.category, which for persons 15 years and up was of

about 3 percent per year. The key here was that the participation rate for the

population as a whole <3> stayed constant --29.8 perce~t in 1974 and 29.7 percent in

1982 (unadjusted figures); that for persons 15 and up fell from 51.5 percent to 49.4

percent, due mainly to considerable declines in the younger age groups, for males of

15-24 years especially. The main cause of the decline in the male participation

rate, and a factor which probably prevented the female participation rate from

rising faster than it did, was the increase in the percent of youth 15 and up who

were studying. This increase in persons studying corresponded to a decrease of

perhaps 3.5 percent in the participation rate of person 12 and up.

One may safely surmise that growth on the labor supply side will not continue to be

so moderate. Although the gradually falling rate of population growth will

eventually tend to slow the expansion of the supply of labor, this will take a while

to show up strongly. Meanwhile a continued decrease in the participation rate

cannot be expected; rather the participation rate for women aged 20 and up will

presumably continue to increase, following the normal pattern in the middle stages

frf eeonanic- development as urbanizatioh pr'oceeds, and is likely to more than offset

further increases in the share of per'sons 15 and up who are full time students.

Thus the temporary easing of supply side pressure in the labor market is likely to

be reversed soon, if it has not already been.

The relatively rapid population growth of the principal two cities and most of the
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secondary cities (see Table B··1) appears to have led to a nearly constant rural

population during the intercensal period 1974-1982. The urban population grew at

about 5 percent --fast but less than has often characterized the rapidly growing

cities of Latin America. The secondary cities grew on average at about the .same

rate as greater Quito i~d Guayaquil, though there was much variation from city to

city; Ibarra grew by 28 percent while Santo Daningo de los Colorados grew by 120

percent.

The sectoral structure of the labor force in Ecuador qhanged rather sharply over the

boom period since the early 1970s, with agriculture's share fallj,ng by over 10

percent in eight years following on a decline of 10 percent over the previous 12

years (Table No. B-2). In the urban labor force, services registered an increase in

share while both agriculture and manufacturing fell (Table B-3)

The share of the labor force working for a wage (or salary) was about 53 percent in

1982 --up marginally from about 51 percent in 1974 and 48 percent in 1962. In the

urban areas, however, the figure fell from 67 percent in 1974 to 63 percent in 1982

as the self employment and employer categories both rose a little, in spite of a

shift in the composition of the urban labor force toward sectors with an above

average share of workers who are paid--construction, transportation, finance and

other services.

According to the available figures the labor force in urban Ecuador has not been

characterized by a high degree either of open unemployment or of underemployment, at

least until the last two or three years. This is consistent with the evidence of

considerable job creation and wage increases during the 1970s. The relatively low

rates of open urban unemployment reported in the 1970's may owe something also to

the high degree of inequality of income distribution in Ecuador, resulting in a
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tendenoy for most job seekers not to wait long before moving into the informal

sector and/or not to migrate to an urban area unless reasonably sure 6f some sort of

work.

The observations on open urban employment over 1968-1975 lay in the range 4.4

peroent to 5.5 percent, with a significant portion .i.u eaoh oase being aocounted for

by first job seekers. By Nov~mber 1982 the population census figure had reaohed 6.9

peroent, and it is widely believed, though the statistioal evidence is partial, that

open unemployment is oonsiderably higher now, and evidence from Quito and Guayaquil
o

suggests rates of 15 percent for poor fanlilies <4>. In urban samples for 1968 and

1975 underemployment was estimated to be high (30 peroent and 24 percent

respectively) <5> but the bulk of the "underemployed" persons were so classified

either because they had low incomes or were working in jobs where, jurtged by the

current patterns in Ecuador, their eduoational qualifications were excessive;

persons working less than they wanted to were few, and the full person equivalent

unemployment <6> was probably only 1-2 percent of the labor force. In short, these

surveys prOVide no persuasive evidence of significant levels of underutilization of

labor at the time <7>. This is not to say that the serious underutilization has not

eXisted, only that the available measures have not been appropriate to capture it.

Probably the major underutilization has been in such sectors as the government (some

branches), retail comerce, and the like. People work at a slow pace but because

their incomes are not atypically low they are not classified as underemployed j.n

surveys like those taken in Ecuador.

The unusually low levels of unemployment and measured underemployment (by the

standards of Latin countries at least) have almost certainly changed significantly

for the worse since 1982, as noted above. And the distribution of unemployment

accross the population may also be changing. As of 1975, the rate of unemployment



bore the usual neg~tive relation with age, falling from 13 percent for persons 15-19

to 1-2 percent for those 30 and up. And it was also typioal in being higher for

persons with a secondary level of education than for those with either lower or
.

higher levels, suggesting though not demonstrating that unemployment may have been

lower among the poor households than among better off ones. The high rates observed

in the lower income barrios of Quito and Guayaquil in 1983 suggest that the

unemployment problems of the poor may have worsened faster than those of the rich.

The employment trends of the 1970s boom period witnes~ed a considerable expansion of

modern sector employment, if this be defined as inclUding establishments above a

certain size (number of workers) as well as self-employed professionals and public

sector employees. And wages for most of the mo~~rn sector occupational categories

showed quite positive trends.

The major sources of new jobs in urban areas between 1974 and 1982 were private

sector services (commerce, restaurants, personal services, etc) with 36 percent,

public sector employment with as much as a third <8> manufacturing with 16 percent

and construction with a striking 13 percent in the smaller urban areas. Public

sector employment also seems to have been important in most urban centers. The fact

that, between them, the recently stagnant construction sector and the public sector

appear to have created around 45 percent of the new jobs over this period highlights

the challenge of job creation in the near future, when the public sector cannot be

counted on rormany if any new jobs and when construction employment is only likely

to rise to the extent that it is stimulated by the government.

A striking feature of Ecuador's job market is the high and rising level of education

of the labor force. For its level of per capita income, Ecuador has long had

unusually high levels of educational achievement, at least as defined by the grade
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reached. These levels continued to increase during the last couple of deoades;

already rather high in 1974 they were extraordinary for the younger cohorts by 1982

(Table B-5). The last decade or so has witnessed a particularly rapid growth of
.

enrollment in higher education, at around 20 percent per year over the 1970s. In

the urban areas, of the age group (cohort) now in secondary school probably around

30 percent will end up with higher education (a majority of these haVing 4-6 years)

and another 40 percent will have seoondary school (partial or complete).

Education is sought with great determination in Ecuadqr, as in most developing

countries, because of the high perceived pay-off to the recipient. As of 1975 in

urban Ecuador the typical (median) person with four to six years of higher education

earned over 6.5 times as much as the average person without education. Such a

diferential --observed also in other developing countries with highly unequal income

distributions, naturally puts great pressure on parents to educate their children.

It helps to explain the high incidence of work ~ study in Ecuador; as of 1974

over 15 p~rcent of persons 15 - 24 in the labor force were also studying. And it

explains why so many people are still studying, at least part time, into their

mid-twenties.

78



-1"1 Ii I 11•1
_. . • 1 J

TABLE "B-1

I
II I •• , •

I .-. .. ' ..

Population Growth 1974-82, by Size of Urban Center in 1982

1974
Population Fercent of Total

fupulation

1982
Population Percent ('f 'Ibtal

Population
(Thousarrls)

Percent IncreaSi"
in Population 1974-82

1. r.1etropoli tan l¢eas
Guayaquil
QJito

Cities of
200:000- 500,000

852
714

12.5
10.5

none

1243
1034

15.4
12.8

45.9
44.8

-....J
~

Cities of
lOO-200Y

Cities of
20-l00!Y

Cities of 10-20

Towns of 5-10

Towns of 2-5

Urban

Rural

Total

310

597

165

196

202£/

3036

3794

6830

4.5

8.7

2.4

2.9

3.0

44.4

55.6

100.0

460 5.7 48.4

888 11.0 48.7

289 3.6 75.-2

223 2.8 13.8

259 3.2 28.2

4396 54.3 44.8

3677 45.5 declinedj

8073 100.0 18.2

~/ ClJeoca, Macha~a, IQrtoviejo, kobato.
b/ 17 cities.
£! many of theselhad less than 2,000 people in 1974.
dl Probably the ~ural population was in fact about constant. See the di~.cussion under ·Sourcesn

•

Source: Progress ~eport for the Fcuador Project on Urban-Rural Linkaqes, Appendix A. Note that the 1974
figures irclude arj upward adjustment for uooercoverage whereas those for 1982 ao not; herce there is~
understatement of lall growth rates, probably especially for the rural areas.
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Table B-~

Percent Distribution of the Labor Force by Sector
1962, 1974 and 1982

J
I
~I

Agriculture et Ql
Mining
Manufacturing
Public Utilities
Construction
Commerce, Restaurant~,Hotels

Transport
Finance
Ser'Jices
Not Spec if ied

1962

63.0
0.2
9.4
0.2
2.8
5.8
2.5
0.6

13.2
2.5 b/

1974

52.9
0.3

10.2
0.4
3.9
8.5
2.5

,0.9
14.8

5.6 b/

1982

42. S
0.3

10.4
O. !j

5.7
9.6
3.7
1.4

21. 9
4.1 b/

b! includes first job seekers.

Source: Adjusted census figures from Gutierrez, Empleo v Cre
cimiento p.30.

Note that the share of the labor force in agdculture is hi'lher
than in the unadjusted census figures, which were judged to have
included too few women. This and other changes are discussed in
the source and the references cited therein.
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1'1\[3 LE B-3

Composition of the Urban LaboL" r,..'rce by Sector
1974 and ~982

1974_....-
Number Percent~1

1982

Numbe r Pe rcen t~

.,

Primary
Agriculture and Mining

Secondary

M:tnuf.:"lctur ing
Cons t rL1C t ion
Public Utilities

1',~ ctillry

Commerce, etc.
Transportation, etc
Fin(\nce, etc
Other st:rvices

TOTAL

66,033

199,760

135,241
5-9,286

6,233

489,844

153,484
42,662
19,374
274~324

733,350

8.73

26.43

17.90
7.71
0.82

64.U3

20.31
5.65
2.56

36.31

100.00

69,759

301,635

188,551
102, i,H

10,9'10

797,740

218,187
76,034
36,426

467,093

1169,134

5.97

llj. 13
G. 7-1
0.94

GU.:':3

18.66
6.50
3. 12

31).1,15

100.00

~I Of those reporting sector of activity.

Source: For 1974, the adjusted data presented intera1ia in

Banco Central del Ecuador Bo1etin Anuario No.7 1984,

p. 192. For 1982, the unaajusted figures of INEC, Re-
5u1t~dos Anticipados. --
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TARLE e-4

New Urban Job Creation by Sectors, 1974-82

Employment Change 1974-82."----in 1982 Absolute %

66,900 5,853 1. 63
188,551 57,432 16.02
102,144 46,130 12.87

811,539 249,031 69.48
263,563d/

~250, OOOa/ 120,000 33.40
551,5~9C/ 129,030 J6.00

1169,134 358,445 10n.OO

Employment
in 1974

61,047
131,119

56,014

562,508

Sector

Agriculture et al
ManufactuL'ing
Constructio'l
Services, Public
Utilities, Mining
(i) Public Sector (1)

(II) '~1J 0, OOOb/
432,509C/
810,689

(ii) Rest
'fotal

Sources: The 1974 population census and the 1982 advance
sample, plus those indicated in the footnotes.

a/ Extrapolated from the figure of 236,340 for 1981, cited in
Gilda Farrell, Mercado de Trabajo Urbano y Movimiento Sin
dical, Quito, IIE-PUCE-ILDIS, 1982 p.59. Some of these
people would be located in rural areas. Presumably mp.mhers
of the armed forces are included.

b/ Based on the 1975 figure of 150,552 (Junta Nacional de
Planificacion, Primer Censo Nacional de Servicios Publicos
1975, Resultados Provisionales) and G. Farrell's observa
tion that the number of workers in public administration
quadrt'pled over the 1970s (G. FarreJ..1, Los Trabajadore~

Autonomos de Quito, Quito, ILDIS-IIE-PUCE, 1983 p63).

c/ All of "services et a1" minus estimate (ii) of public sec
tor employment.

d/ From the pQ9u1ation census; the source of divergence with
estimate (li) is not known.
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TABLE B-S

Frlucationa1 Levels in Urban Areas, by h;}e, 1982

Age None Literacy . Primary Secondary HigherCenter 1-3 4-6 1-3 4-6 1-3 4-6
10-~4 3.03 0.17 21.06 55.23 20.51
15-+9 2.44 0.45 5.02 25.16 38.14 26.54 2.2520-:?4 3.22 0.44 4.59 25.68 21.45 25.55 15.48 3.5925-*9 4.03 0.51 5.88 29.61 18.32 18.16 11.90 11.6230-~4 5.47 0.74 8.78 34.75 15.54 16.29 7.11 11.3235-44 9.03 0.82 11.69 39. 7~ 13.20 D.52 3.51 8.4845-~4 13.26 0.56 15.44 42.13 10.04 11.31 2.10 5.0500
55-~4 18.73 0.41 16.11 41.03 8.93 9.48 1.60 3.71

w

TotCj.1 6.82 0.48 10.83 36.36 19.73 15.41 5.57 5.13(alX! up)

a) Ilersons not declaril'lJ their level of education are excluded.

Souqce: lNEC, Resultados Anticipados, p.25.
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ESTIMATES OF THE SHARE OF THE LABOR FORCE EARNING LESS THAN THE MINIMUM WAGE

1. For 1975, assuming an approximately 45% addition to the basic ftlinimum wage to

allow for fringe benefits, it was 21.9 thousand sucres per year. In urban areas,

according to the income distribution presented in Berry 1984, the 42.8 percent of

earners were below 24,000; thus about 40 percent were below the minimum wage. Thus

about 42-43 percent of workers, including unpaid fam~ly helpers, fell below this cut

off lir.e.

If rural income were half as high and had the same distribution as urban income,

about 70 percent of worke~s would be below this level (based"on the distribution

just cited). If the population was 55 percent rural and 45 percent urban, the share

of all workers falling below the urban minimun wage is 57-58 percent. If one

includes only remuneration, the figure would be somewhat higher since the income

. distribution figures used in these calculations include also non-labor income. On

the other hand if those figures were generally downward biased, this would work in

the opposite direction.

2. For 1982, assuming the same distribution of income as in 1975, a growth of the

labor force of 25 percent per year and using the Central Bank figures on "ingreso

disponible bruto de h~gares par habitante" ( Cuentas Nacionales 1984 , pagina 26) as

the evidence on inco:ne growth~ ')ut.9<?!.1VerJ:.~d_to~l.lcome.QP4'_ active.person J--~'_u,u
- -~ ..,---_.;..• - _.-_.,- --------._.- -.. . ------ _..,,~-_.- ._-." _....-

assumj.ng the overal distributions of income to be the same in 1982 as 1975, the

share of workers falling below that years minimun wage would be about 55 percent.
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ANNEX D

THE SURVEY OF~ INDUSTRY, APRIL J985

This survey was designed and carried out to produce some updated material for this

study. It consisted of a stratified sample of 200 observations. The strata were

defined in terms of two geographic areas: Quito and Guayaquil and five industrial

sectors in both cities. The chosen sectors were:

a) Food products, excluding beverages

b) Clothing (excluding shoes)

c) Wood Products (especially furniture)

d) Non-Metalic mineral products (Construction Materials)

e) Metal Products, Machinery and Electrical Equipment.

Each sample unit was selected randomly within each stratum using diverse

directories. A copy of the questionnaire is attached.

•

85



1• INFORl1ACION GENERAL

1.1 Nombre de la empresa (razon social) ---------1.2 Nombre de la persona entrev1stada
1.3 Direccion de la empresa

Calle No.
Ciudad Telf:

1.4 Hace cuantos anos comenzo a operar el negocio?
2. RELACIONES DE LA EMPRESA
2.1 De cuales asociaciones gremiales 0 de su 'rama es usted

miembro?camara de Pequenos Industriales
Otra .

2.2 Conoee usted 10 que hacen las 1nst1tuciones s1guientes?
Ha recibido algUn beneficio de ellas en los ultimos
dos anos? CONOCE RECIBI

BENEFICIOS

B
MICE!
CENAPIA
SECAP
CENDES
FOPINAR
lNEN
CEBCA
FOPEX
OCEPA
De que fUentes su empresa ha recib1do financiamiento
en los dos U!timos anos? .
O. Nunca hemos recibido financiamiento .
1. Prestamistas privados
2. Banco de Fanento
3. Cooperativas de ahorro y credito
4. Bancos comerciales
MERCAOO Y VENTAS
Que p::>roentaje aproximadamente de sus \lentas va a:
El pUblico (individuos)
La empresas 0 instituciones privadas
El gobierno 0 las empresas pUblicas
Que p::>rcentajes de sus "'entas van a cada area? 7'1i"Pf.
La misma c1udad
otras areas del pals
Al extranjero

3.2

3.
3. ,

2.3

100i
~1. ~ui:d~~~~~~1~~~6jonoce t~t.~qll~ sa h:a-Y~
3.4 Cuales han side las princ1pales causas de "las q¢ebras?

Mala situac10n economica general
Mala administracion de la empresa -
Falta de credito
Falta de materias primas 0 insumos
eompetencia de importaciones 0 contrabando
otras

3.5 Que p::>rcentaje de su industria estima usted que--
sa ha arruinado desde 1. 980? %

3.6 SU competencia proviene principalmente de:
(Par favor marque los dos mas importantes)

I

•



..

1. otros pequet'los industriales
2. Gran indusria pr1vada
3. Empresas estatales
4. Importaciones y contrabando
5. No tengo competeno1a para

algunos de mis produotos
6. No tengo oompeteno1a alguna _

3.7 Indique los montos de ventaB anuales en 1.980 y 1.984
SUCHES 1.980 1•981~

Menos de un millon
De 1 a 5 millones
De 5 a 10 millones
De 10 a 20 millones
De 20 a 50 millones
Mas de 50 m1llones

3.8 COmo sa haoen las V'entaB?
Los cl1entes v1enen a la empresa
EnVlO vendedores a los olientes
Hago pub11cidad
Busco cl1entes grandes y d1stribuidor~~

otra
3.9 Cuando usted ofrece un nuevo producto 0 abre un nuevo

mercado, su decision se basa en:
Ped1dos de los clientes
Lo que observo de los compet1dores
Ideas que se me ocurren 0 leo
Sugerencias de trabajadores 0 amigos
Estudios de mercado
otros

3.10 Desea usted vender mucho mas?
1. SI O. NO

3.11 QuE! le permitir!a vender mas? (POl" favor
marque las tres mas importantes)
1. Una mejor situacion econ6mica general
2. Mas disponibi1idad de cred1to
3. Ayuda en 1a promocion de mis pMuctos
4. Mas tacilidad para vender al gobierno
5. ManoS trabas burocraticas ofioiales
6. Reducir las exigenoias y garant!as

de crect1to
7. Mayor'disponibilidad de materias

primas e insumos
8. Disminucion de importaciones

campetitivas y contrabando
9. Facllidades para exportar

---. -----lGo-eue---eJ;---estado--me--ayucte-·
11. Que e1 estado interfiera menos
12. Otras

3.12 Que expectativas tiene usted en cuanto al futuro~
su empresa en los pr6ximos des 0 tree aftcs?
4. Los negoc10s van a mejorar
3. Los negocios continuaran. igual
2. Los negoc1os van a empeorar
1. No se 10 que va a pasar
o. Puede que abandone el negocio

3. 13 Durante los proximos seis meses planea usted:
Invertir mas capital en La empresa

N2 3 2 5

o

o
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5aoar un nuevo produoto
COntratar mas empleados
~o selo que hare

4. E1-1PLEO Y ENTRENAHIENTO
4.1 CuBntO~ emplead05 y obreros tenia su empresa

cuando oomenz6 y ouantos t1ene ahora?
a::t-1IENZO AHORA

PERMANENTES
TEMPORARIOS
TOTAL
FAMn.IARES

, SIN SUELOO
4.2 Del total aotual, ouantos son oal1f1cados 0 no oal1f1cados?

CALIFlCADOS
S~I CALIFICAOOS
NO CALIFICADOS

4.3 Del total aotual, ouantos hin s1do entrenados per:
La propLa empresa
SEeAP
CENAPIAcamara de pequenos Industriales
Otra

4.4 La capaoitaoion reo1b1da de las instituciones ha
side mas valiosa en:
1. La parte te6rioa
2. La parte praotioa
3. Ambas
4. Ninguna -

4.5 Existe oomite de empresa en·su negooio?-
1. SI _ O. NO' ---:.. .

4.6 De 10 que usted gasta en sl1bcontrataci6n, ~ porcentaJe
representa este rubro en las ventas totales?

4.7 S1 sus ~entas aumentasen mucho usted: (Por favor
marque una sola respuesta)
1. contratar!a mas personal permanente?
2. COntratar!a was temporales
3. Aumentar!a las horas extras
4. Subcontratar!a trabajos para haoerse

fuera de la empresa
5. Otra

4.8 (3i maroa 3, 4 0 5 arriba) porque no oontratar!a mas
personal permanent.! 0 temporal?
El salario m!niroo as demasiado alto
No quiero un oanite de empresa

~~-Q.t....""a-._-~--_.--~ .. - ---_~ ..

5.INNOVACIONES
5. 1 Haoe cuantos anes instalo usted nueva maquinar1a?

1. Hace \m ano 0 menos
2. Entre uno y des anos
3. Entre dos y cuatro anos
4•. Hace mas de cuatro anos

5.2 Cual rue el propOsito?
Reemplazar equipe viejo
Aumentar la produccion
Mejorar la oalidad del producto
Hacer nuevos productos
Producir mas sin aumentar

§

~
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pE'l"sonal
Otl"aB

5.3 Que l"equel"il"Ia para model"nizar su ~esa?
(POl" favor marque la mas importante)
1. Mas capital
2. Me~or asistencia tecnica
3. Que aumenten las Ventas
~. No necesito modernizar
5. otra

6. INFORMACION COMPLEMENTARIA
6. 1 Es el local pl"Opio de la empresa 0 empl"esario?

1. SI O. NO
6.2 CuBJ. es 12 situacion jur!dica acttiarde 12 empresa?

1. Unipersonal
2. Sociedad de heche
3. Canpania limitada
~. Canpania an6nima
5. Cooperativa
6. Otra

6.3 COmo comenzo el negocio?
1. Hel"edando
2. Comprando _
3. Fundando

6.4 COmo rue financiado el negocio inicialmente?
1. Con capital de los duef10a
2. Con Pl"estamos privados
3. Con financiamiento bancario
4. otro

6.5 Conoce usted 12 Ley de Fanento de 12 Pequefla Industria?
1. SI O. NO .

6.6 Indique donde esta su empresa registrada
Superintendencia de Companias
Tiene nlimel"O patronal del lESS
Clasificacion del MICEI
calificacion del MICEI

6.7 Cuintos meses durO el tramtte para
calificarse con e1 MICEI?

6.8 Ha mejol"ado la situacion de su empresa como resultado
de esa ley?
1. SI O. NO

6.9 sa sientelUsted identificado con 12 labor del FENAPI?
1. SI O. NO

6.10 Que institucion provee mas apoyo a au empresa?
1. MICEI
2. CENAPIA
3.,,"-_EENAEL ...
4. SECAP

6. 11 Que tres servicios 0 formas de asistencia desear:!a
l"ecibir para mejorar su empresa?

6.12 Si usted tuviera este memento un millon de sucres, 10
invel"tir!a en su negocio?
2. SI 1. NO SE O. NO

89
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7. INFOR.\1E DEL EN'l'REVISTAOOR
(Para cx:rrq,:>1etar despu~s de la entrevista)

7. 1 Nomore de la Empress _

DIA MES
7.5 Durac16n de la entrevista:
7.6 saxo del empreaar,1o: 1. Masculino

If.2 NUmero de 1a entrev1ata
7.3 sector 0 Rama
7.4 Fecha de 1a entrev1ata I I

325

ANa
minutos

0.' Femenino

ITO!
IJ

[J

.Jl

7.7 Edad del empresario (a)
1. Hasta 30 atlos
2. De 30 a 50 snOB
3. Mas de 50 atlos -

7.8 Conf1ab1l1dad de las respues~

O. Nada confable
1. Algo conf1able
2. Basiante conf1able
3. Muy confiable

7.9 Grado de cooperacion
O. Bajo
1. Regular
2. Bueno
3. Muy bueno

7.10 Entendim1ento de las preguntas
O. Malo
1. Regular
2. Bueno
3. Muy bueno

7.11 Comentar10s sabre las preguntas no conflables.
(Identifique el nUmero de las pregUotaB espec!ficas)

Di

01

01

Entrevista hecha por: '
Codificacion hecha por:---------

90

/ /
I I

OIA MES ANO



ANNEX §

Notes ~ Problems and Prospects of Small Manufacturing Enterprises in Quito and

Guayaquil, 1985

The economic slowdown of the 1980s is believed by many to have impacted more

strongly on the small industry sector than the large scale sector and perhaps also

than Artisanry. Unfortunately no satisfactory data are available to allow a

judgment at this point. If we judge by the number of firms newly registering, under

the small Industry and Artisan Development Law, this would appear to be the case.

Whereas in the mid 1970s (1974-1978) more than 200 firms register each year (average

of 270), the average over 1982-1984 was only 79 firms. A similar declive occurred

in the case of large firms registering under the Industrial Development Law; whereas

an average of 73 firms registered during the years 1973-1976, that for 1982-1984 was

only 37. Responses from 200 small manufacturing enterprises interviewed in Quito and

Guayaquil.

The entrepreneurs in our survey have provided us with useful information on the

problems , prospects and characteristics of the sector. The evolution of the 200

firms surveyed in Quito and Guayaquil has been a generally positive one. Since

their founding an average of 10 years ago, employment has risen by an average of 42
.--_.-~._.-------.- ._ .._----_ ..._-.-----.---_._--_.~

-~-~--"- -""p"elrcent -- 49 percent ili Quito and 34 ~rcent in Guayaquil (Table 1). The increase

has been greatest in food products (72 percent for the two cities combined),

clothing (92.7 percent) and construction materials (72.6 percent), less in metal

products (22.9 percent) and negative in wooden products (-13,' percent). The latter

decline was particularly market in Guayaquil, though growth was virtually zero in

Quito also. Overall, the employment figures demonstrate the employment creation
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potential of small manufacturing in Ecuador, but they reveal a slower growth than

has, Under probably more favorable circumstances, been achieved in cases like

Colornbia during the 1970s. Our ~ata on changes in sales, while less solid due to

the need to deflate current prices values, refers to the important period 1980-1984., ,

It shows considerable variation accross from but on average a considerable growth.

Estimates of the share of firms in their industrial branch which had followed $ince

1980 (presumably the respondents were referring in their answers to their industry

in their city or perhaps even only the part of the city with which they were most

familiar) varied disconcertingly across the respondents; mudian figures by city and

branch of manufacturing are shown in Table-3. JUdging by these responses, failw'~s

had been most frequent in the wood products industry and least frequent among food

products and metal products firms. If the true dissappearance was say 15 percent

over this 4 orb 5 year period, i.e. say 3 percent a year it would not be

particularly high by observed norms for small enterprise. But this is of course a

very imprecise sort of estimate, as reflected by a high range of responses coming

from firms in the same indu~trial branch (though it is true that within each of the

broad categories we use here not all the firms belong to exactly the same industry).

It is not, however, inconsistent with the entrepreneurs stated expectations for

their own enterprises over the next 2-3 years. Only 2.5 percent indicated they

might abandon the business, 8 percent said they expected things to get worse,

anc~ 15.hpet:'~nt said. the-y Qid l"'.ot lmow. wlut .WOW.d l1ap~, 2Q...§- .~cent.. expgc~

little change ad 53.5 percent expected an improvemet. (Table 4). That latter

optimism was luuch more market in Guayaquil (62 percent) than in Quito (45 percent).

In assessing the reasons for recent (since 1980) business failures among their

competitors, the firms in our sample singled out the bad economic situation as the
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...- most frequent cause (Table 9). The list bears a oonsiderable resemblance, as one

would expeot, to the factors the respondents folt could help their own prospects.

The major differenoe is in the greater prominence here of administration problems,

which were cited more frequently than lack of credit; thl.9 may suggest gl~eater

realism and/or greater inoight into the problems of other firms than of their own,

and probably gives a fairly valid pioture of l.:Jvents. Problems with raw materials

and imports arc mentioned again the infrequency with which labor problems ara

mentioned 1s worth nothing.

In spite of the stU 1E's than buoyant condition of the Ecuadorean economy, most of

the sampled finns had plans to improve their operation; 59.2 percent of those

answering this question planned to invest more in the business, 41.4 percent to put

a new product on the market; on the other hand only 16.8 percent planned to increase

the number of workers (Table 5).

A scattering of finns (10 percen~~ overall) said that a !'lecrease in bureaucratic

obstacles would help them. Views or the priority steps to help raise sales vary

somewhat by present of enterprise. More credit, in particular, is viewed as

important by a much higher share of the smallest firms than of the largest (See

Table 8). For the smallest firms, getting more credit seemed ~o be the issue and

complaints about guarnatees, etc. were mated; for larger finns the first

consideration became more important and de second less so. Competition from imports

on the other hand, was cited by 33 percent of finns with sales above 5 million

sucres but only by 15 percent of those with sales below that level; assistance in

exporting y:as cited by 20 pl3rcent of the former group but only by 11.8 percent of

the larger group.
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In the oloi,hlng and metal produots indu!Jtries, imports (legal or otherwise) were

also oited by a oon~iderable nwnber of f:l.rms, 60 percent in the case of olothing

(See Table 10). While there is p.xtensive competition among small producers in all

of these industri~l'1, lal'gt) producers provide significant competition (being cited by

55-70 percent of respondents) in food products, furniture, and construction

materials, but are cited by less than a thil"u of the small producers in clothing and

metal products. In these two, by contrast, imports pr'cvide a major source of

ccxnpetition•
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TABLE 1-1

{,;mp1o}1ment, by Worker Category, I-Ihen Pirms were Stated and Now, by Branch and
, by City

Employment Food iProducts Clothing Wooden Construct. Hetdl Productos All Sectors 'IUI'AL
Quitq Guayaq~il Quito Guayaquil Furniture + Materials Quito Guayaquil Quito Guayaq.

Accesories Quito Guayaquil
Quito Guayaquil

l\t Beginning:
Uir·:·d 7.05 9.40 jO.lO 4.85 11.15 13.00 10.04 6.95 14.10 11. 70 10.65 9.18 9.92
l'cnllancnt G.80 8.80 9.85 3.85 10.35 11.40 7.16 6.55 13.20 10.55 9.47 8.23 G.85
'J.'c·lIipcn.-ary .25 .25 .25 1.00 .80 1.60 3.68 l4G .90 1.15 1.18 .95 1.07

Family 1. 28 .40 .70 165 .45 1.0 .26 145 180 .65 .70 .63 .66
ID
U1

'lo til1 8.33 9.80 11.60 14.00 1l.10 7.40 14.90 12.35 11.35 9.81 10.5810.8~ 5.50

N·:··,: :
lI:ircd 14.25 ! 15.60 20.35 9.20 12.15 0.45 17 .42 13.15 16.15 15.30 16.06 12.34 14.20
Pc-rmanent 13.0

,
14.75 20.0 6.45 10.40 7.20 9.84 11.50 15.25 14.60 13.69 10:90 12.30

'r'-Iaporary 1.25 .85 .35 2.75 1. 75 1.25 7.58 1.65 190 .70 2.37 1.44 1.90

Filmily .81 .60 1.16 .80 .70 .95 .63 .55 1.05 1.00 0.87 0.78 0.82

'roUll 15.06 16.20 21.41 10.00 12.85 9.40 10.05 13.70 17.20 i6.30 lEi.93 13.12 1~•• 03

I

I

Sourcl' : fotission Sur~y of 200 small m<tnu[acturing firms in Quito and Guayaquil.

;
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i
Note: Figures on GrcjMth of Sales are not presented for all categ::>ries as rounding errors are ~e1y to be too serious

\oIDen the nllnbiu· of observations is low.
j

1

TABLE E-2

AveraCCf Arumal Growth of &rploynent and Sales, py Age of Finn and by City

AGE OF FIRM' ALL Qurro GJAYAQUIL

1 Year
Enploynent 106 114 78
Sales 6.5
Number of Finns 9 6 3

2 Years
Ehploynent 23.1 25.8 21.3
sales 11.1

U) Numl::er of Finns 18 8 10
O"l

3 Years
Enploynent 12.5 11.0 14.5
Sales 32 39.0 15
Number of Finns 21 12 9

4 Years
EHlp10yrrent 16.8 11.1 21.4
Sales - 3.0 0.8 - 5.3
Nunber of Finns 18 7 11

5 Years
Enployrrent 2.0 3.1 - 1.0
Sales 8.0 18.5 - 16.3
Nunber of Firms 15 11 4

M)re than 5 Years
EHlploynent n.a. n.a. n.a
Sales 2.0 + - 0.6 4.1
Number of finns 119 56 63

I
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Table E-3
Median Percent of Firms in their Industrial Branch which Responaents Eelieved to

Have Folaed Since 1980, by City

Branch Of Manufacturing Quito Guayaquil Both

Fooa Products 10 15 10

Clothing 15 9 12

\-looa Products (Mainly Furniture) 16 22 19
~

Construction r-laterials 15 12 14

Metal Proaucts 8 11 10

All 13.0 14.5 13.8

".
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Table ~-..4

Expectation of Entrepreneurs with Respect to the Future of their Business
over the next 2 or 3 Years, by Branch ana'by City.

Branch of Inaustry

Food Clothing wood Construct. Metal All Cuito Guayaquil
Proaucts Products Materials PrOducts

'(Mainly
Furniture)

l-lay Abandon
the
business 2.5 2.4 7.5 0 0 2.5 2.0 2.9

Business
will worsen 7.5 12.2 2.5 10.5 7.3 8.0 8.2 7.8

Don't Know 17.5 22.0 5.0 13.2 19.5 15.5 22.4 8.8

Business
will
Remain
about the
Sarrle 15.0 22.0 31.7 18.4 14.6 20.5 22.4 18.6

Business
will
Improve 57.5 41.5 51.2 57.9 50.5 53.5 411.9 61.8
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TableE'-S

Plannea Changes

Percent of Food Clothing Wooo Construct. Metal All Quito Guayaquil
Firllis Plan- Proaucts Products Materials Proaucts
ning to: (Mainly

Furniture)·

Invest Hore 59.0 48.7 61.5 77.1 48.7 59.2 52.1 66.3

Put a New 38.4 48.7 ' 28.2 11.4 51.3 41.4 50.0 32.6
Proauct on
the ~larke~

~

Increase 15.4 25.6 7.7 17.1 17.9 16.8 15.6 17.9
Number of
\'Jorkers

Firms 39 39 39 35 39 191 96 95
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'fABLE E-6

Factors vfuich Would Most Help the Firm to Increase Its Sales, by Branch of Industry
and by City.

(Percent of Firms Citea Each Factor)

Food Clothlng Wood Construct. Metal All Quito
Guayaquil

Proaucts Products Materials Products

1. Better
General
Econanic
Situation 77.5 65.0 72.5 77.5 57.5 70.0 68.0 72.0

2. ~1ore

Credit 60.0 60.0 60.0 60.0 57.5 59.5 56.0 63.0

3. Less
Guarantees
or Require-
I:'lents
for Creait 15.0 35.0 12.5 10.0 22.5 19.0 21.0 17.0

4. Better
Access to
Imputs 50.0 27.5 50.0 32.5 47.5 41.5 33.0 50.0

5. Assist.
on
Promotion 32.5 10.0 20.0 30.0 25.0 26.5 35.0 18.0

6. Less
Imports 10.0 45.0 5.0 17.5 32.5 21.0 25.0 17.0

_..--_. _.-_.--".- .~.__ .~., ,.
__.J ~ __ tl~-1~ . .-~--.__._-

in Export-
ing. 7.5 17.5 20.0 12.5 15.0 14.5 20.0 9.0

8. Less
Bureaucracy

5.0 12.5 10.0 10.0 15.0 10.0 11.0 9.0
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. Table E-7-

Services Most Desired by small ~1anufacturing Enterprises,
by Branch ana By City '.

(Percent Citing each Service)

-=\ Branch of Inaustry

Food Clothi~B Hooa Constru'.::t. Hetal All Quito Guayaquil
Froducts Products Haterials Proaucts

Credit 65.0 52.5 80.0 72.5 65.0 63.5 57.0 70.0

Technical
Assistance 37.5 72.~ 30.0 32.5 47.5 41.0 41.0 41.0

,', Training 15.0 20.0 22.5 ,10.0 32.5 21.5 25.0 18.0

r.jarketing &
Information 7.5 5.0 7.5 7 " 10.0 7.0 11.0 3.0.:J

Control of
Imports 12.5 7.5 7.5 5.0 2.5 7.0 9.0 5.0

Help in
Exporting 2.5 7.5 0 2.5 2.5 4.5 7.0 2.0

•

,I

_J
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Table E-8

Views on what woula be ~ost Helpfull in Increasing sales, by level of
Sales in 1984: Percent of Firms citing each Factor.



I
Table E-g

Reasons Given by Respondents for Business Failures Among their Competitors
Since 1980, by Industry: Percent of Finms Citing Each Reason.

Reasons for Branch of Industr~

Failure of
Competitors Food Clothing '~;ood Construct. Metal All Quito Guayaquil

Products Products Materials Proaucts
(Especi-
ally
Furniture)

Bad Condi-
tion of the
Economy 22.5 30.0 22.5 22.5 20 ..0 23.5 27.0 20.0

Weak •Adminitra-
tion of the
Finn 10.0 25.0 25.0 27.5 12.5 19.5 24.0 15.0

Lack of
Creait 12.5 17.5 17.5 27.5 10.0 17 .0 16.0 10.0

Lack of
Raw
~laterials 5.0 10.0 10.0 ·15.0 7.5 9.5 10.0 9.0

Cropetition
f.e-m Im-
t'orts
(Legal or
Contrabana) 5.0 17.5 0 2.5 7.5 6.5 12.0 1.0

Labor
Problems 2.5 10.0 2.5 2.5 0 3.5 4.0 3.0

Other 2.5 7.5 12.5 7.5 2.5 6.5 5.0 8.0

Source: Nission Survey
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TABLE E-lO

Main Sources of Corrpetition for the sampled Fir.ms in Quito and Guayaquil, by

Industrial Branch

(Percent citing each souch)

Main
Sources of
Canpetition

Food Clothing Wocxl Construct. M9tal All Quito Guayaquil
PrOducts Products Materials Prod.

(Mainly
Furnit.)

Other Small
Producers 67.5 72.5 80.0 87.5 67.5 75.5 70.0 81.0

Large
Producers 60.0 27.5 70.0 55.0 32.5 50.0 48.0 52.0

Irrq;:orts
(Including I

Contraband) 7.5 60.0 5.0 12.5 35.0 23.5 24.0 23.0 INo
COII'q?E!tition Ifor sare or
all of ,products 12.5 2.5 10.0· 7.5 5.0 8.0 12.0 4.0

I'.
Note: Figures are downward biased and perhaps otherwise distorted since sore Ifinns did not. resI:X'nd to the question. '.,...-.. ,--- ..----~-J

:1
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'f/IBm E-a

.":

,E9r Entr.£Erenc'lfs AW~r.encss of and Dcnefits PJ;ceived Fran Various Ipstitutions, lYt Branch Md By Ci.!=y' 19U5

Food Products ClothiJlg Nco.! C'onstro.::t. r-Etal AU Quito GJay3o.:t-.uil
rnxlncts lob l:cria1s Products
(f'!ainly

Fllrni turc)
1\wal.:e ~efHs 1'&1. PP..n. TM:tre Benefits 1\~ Benef. A\-rcu-c Bel~efits 1\ltTclre P..en. 1\\'1. PRJ). 1\WC\m Bene£.

--------- ._---_._- --I.....
a
U1

I'UCEI 90 40 70 22.5 80 22.5 77.5 '-7.5 77.5 25 75 25 "J3 22 72 28

CEUl\PIl\ 70 5 70 7.5 50 7.5 62.5 5 65 10 C3.5 7 61j 4 6J JO

""CAP B7.5 ]5 90 17.5 82.5 22.5 85 15 90 25 87 }9 85 15 89 23

O':NrJl"';:; 67.5 7.5 57.5 0 47.5 5.0 55 10 72.5 7.5 60 6 61l 7 ~:j 5

l~qJN!'J~ 65 1~ 52.5 17.5 55 17.5 55 15 55 7.5 56.5 14.5 CG 17 ·17 12

}NEll GO 5 47.5 0 30 0 52.5 7.5 70 12.5 57.5 5 64 6 3') 4

O·:IY.;i\ 22.5 2.5 12.5 0 12.5 0 12.5 0 J5 0 15 0.5 19 I) ]2 1

H)I'EX 32.5 0 32.5 0 25 0 35 0 35 0 32 0 33 0 26 0

CX.:I-:?f, 67.5 2.5 55 0 65 0 55 0 55 0 59.5. 0.5 70 0 49 1
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TABLE E-12

Entrepreneur's Views on Which of Four Institutions Provides the r-bst Support to the

Fixm, by Branch and by City

(Percent putting each Institution First)

Institutions Food Clothing ~ Const.nx::t. M3ta1 All Quito Guay.
Products Products Materials Produ::ts

(Mainly
Furniture)

MICEI 20 15 10 10 17.5 14.5 12 17

CENAPIA 2.5 12.5 10 5 2.5 6.5 4 9

FENAPI 12.5 15 15 20 17.5 16 21 11

SEC'AP 0 10 10 7.5 10 7.5 5 10

MJRE OF
THE
ABOVE 65 47.5 55 57.5 52.5 55.5 58 53

106
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I j'llDLlL.E-!3
DTS'lRillUrICl'l 0;·- FIRt-L'i BY IICA'/ '1m:\' \,\'1llfn CII!lr'~.~I~ TIlE lEVErS OF IMPurs~ Sl\IES TO
] tX::HJqillE SUDSTJ\N'rIATLY: FII1MS crJ\SSIFJED DY LEVELS Q[-' ENPIDYNENr.

." __ J

NUmIm OF IVRlO::ns
1-2____ 3-5______ii.:-1O ll-15 1§:-20 21-30 /31 1-15 /16 All

lIire Nirc ia
l'enr.'lIc,jlt ",orkers 50.3 42.4 1\2.4 55.5 37.0 45.0 35.3 46.6 39.0 44.1

;ijire l-brc i<l
'1'1.'1111 I"JI"oIl'y \o.qrkcn; 0 10.2 10.2 0 l!L5 15.0 11.8 9.2 15.6 11.3

; a
In<:rCilSo' qsc of

OvcrUne 16.7 21.2 25.4 11.1 37.0 20.0 29.4 20.6 29.7 23.1

] nr:rp.ilSC I'S:lI k
Foree .in usqf.ul \·nys 0.3 0 1.7 3.7 0 5.0 5.9 2.3 3.1 2.(,

Sld...~onLri1Jt Par-t a
..... or .....y-k to dlhcr Firms 0 17.1 15.3 22.2 0 5.0 11.8 14.5 4.7 11.3
Cl

;

"'-J
In\"~sl in r-brc

M·:lchi IIcry 8.3 3.0 3.4 7.4 7.4 5.0 5.9 4.6 6.2 ~ -,
:J.4.

Ib tlothin~~ 0.3 3.0 1.7 0 0 0 0 2.3 0 1.5

Olll'~r 0 0 o , 0 0 5.0 0 0 1.6 1l.'J

NI_~I~"r or Finr15 12 31 59 27 27 20 17 131 Gil 1''.1';

ill Jlesl("'n!"':!~ :>Jl,:!Ci Gec1 i.n tm qu'-,sl"ionJl'1i rc. oth,"[ rCfipon~e:; .....:!rc sront.:rncous.
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ANNEXF

~OTES ON FREQUENCIES AND CROSS-TABLULATIONS RELATING TO

INSTITUTIONAL KNOWLEDGE OF ENTREPRENEURS AND THEIR VIEWS WITH RESPECT

TO SUPPORT RECEIVED FROM INSTITUTIONS

MICEI ranks first among small·.industry-related insti~utions from which sampled

entrepreneurs report having received benefits: 25 percent of the surveyed firms

indicated that they had obtained benefits from MICEI,with no significant regional

differences. SECAP and FOPINAR rank second and third respectively in the list of

institutions from which firms have received benefits with 19 percent and 14.5

percent respectively •

108

]

]
•

I

J

Our tabulations also show a rather widespread ignorance among producers regarding

the functions of institutions concerned with small industry. ThUS, the percentages

of all firms sampll~ that were unaware of the various intitutions (with a relatively

larger degree of ignorance in Guayaquil), were: 36.5 percent fo~ CENAPIA, 40 percent

for CENDES, 43.5 for FOPINAR, 40.5 percent for OCEPA, 48.5 percent for INEN, and

well above 50 percent for CEBCA and FOPEX.

I

I
I••I•The importance of MICEI in terms of the awareness and benefits received by •

._-- _-_ ...•..._ _ _ _..•.......•._- - ....•._-_._--)
entrepreneurs is sanewhat confinned by tabulations for question 6.10. True, when

asked "which Institution among MICEI, CENAPIA, FENAPI, AND SECAP, provides the

greatest support to your enterprise", more than half of the entrepreneurs chose

"none"; but of those who did answer positively, 32.5 percent selected MICEI.

Interestingly, a slightly higher percentage (35.9 percent) stated that FOPINAR was



the institution that provided the most assistance to their enterprise (even though

it did not appear explicitly in the list of institutions mentioned to the

respondents), with a strong regional difference in the answer: 50 percent of

Quite~o entrepreneurs who answered positively to 6.10, selected FOPINAR, while in

Guayaquil the corresponding percentage was only 23.4 percent.

Cross tabulations between age of the firm (1.4) and perception of institutional

support (6.10) indicate that the two variables are essentially independent.

Neither knowledge of the functions of MICE! nor "cla~sification with MICEI" are

sufficient conditions for a firm's receiving benefits from MICEI, according to our

sample. In fact, while 47.5 percent of all sampled finns are "classified with

MICEI" (question 6.6) only 25 percent indicate that they had received benefits from

it.

All in all, analysis of tabulations concerning knowledge of and/or support from

institutions reveal the existence of two rather independent types of problems: (a)

an informational void that apparently prevents entrepreneurs from knowing something

as basic as the functions of certain institut~ons, and (b) difficults and delays in

cutting through the "red-tape".
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FREQUENCIES ! CROSS TABULATION~ RELATING TO EMPLOYMENT

More than 46 percent of the entrepreneurs interviewed would prefer ~ to expand
.

the number of permanent jobs in the firm if their sales were to grow. This group

would prefer to create temporary jobs, increase overtime, or subcontract. There

seems to be a regional difference among those who prefer to increase overtime with

Guayaquileno entrepreneurs exhibiting a greater propensity to expand overtime than

quitenos (19 percent against 6 percent, respectively).

Those entrepreneurs who expressed their desire not to hire permanent or temporary

workers if their sales were to rise, pointed to the following main reasons: the high

level of the minimum wage (47.2 percent), problems with the quality of the workforce

(21.3 percent), and the fear of the formation of a "Comite de Empresa" (16.8

percent). P~oblems with tt.e quality of labor (qualifications, skills, etc.) was

offered spontaneously by interviewed entrepreneurs as a reason for not hiring more

permanent or temporary workers; thls answer waJ:J not explicitly listed in the

questionaire. Interestingly, the fear of a "Ocmite de Empresa" appears to be more

pronounced among Quiteno entrepreneurs than among Guayaquilenos. ManUfacturing

sector or age of the firm made no significant difference in the frequency

di3tribution of answers; entrepreneurs" percepti.ons regarding minimun wage

legislation, "Canite de Empresa" and the quallty of the work force as barriers to

job creation cut across sectors and affect yOlmg as well as old enterprises.
----'-------_._-----------------------------_..---- ....------_._---------------------------------

The cross-tabulation bEltween question 4.7 (whether and in what manner employment

wo~ld be expanded should sales increase) and question 4.1 (total number of workers

presently employed) re,reals that the willingness to increase permanent jobs is

greater among enterprises haVing a total between 6 and 15 of workers, 45.9 percent

of such entrepreneurs indicated that they would hire more permanent workers should
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their sales increase, currently operate with a total number of workers ranging from

6 to 15.

This result, however, is biased by the nature of or sample, for 43.5 percent of all

the enterprises 'surveyed have current levels of total jobs in the 6-15 range.

Subcontracting is not a very widespread practice among the establishments in our

sample: only 18.5 percent of the surveyed firms subcontracted for more that 20

percent of the value of their sales; there are no significant differences in the

extent of subcontracting among sectors or between the two cities.

Comparison between the frequencies for question 4.5 (whether a "Comite de Empresa

exists or not) and question 4.1 (total number of workers currently employed) yields

an interesting insight into the practical irrelevance of the labor code in the

small-industry sector. Close to 33 percent of all surveyed finns currently employ

over 16 workers (permanent plus temporary). Nevertheless, 96 percent of all

interviewed entrepreneurs reported that their companies have no "Comite de

Empresa". This result is the more striking considering that there could have been

an incentive for the entrepreneur to conceal the truth and say that a "Comite de

Empresa" exists in his/her firm when in fact it does not. Our sample rules out the

possibility that the widespread absence of a "Comite de Empresa" among surveyed

firms could be explained by a large number of unpaid or family workers in the firms.

The average numt~~ of unpaid and family workers currently employed in the

-"'---------..;~terprises-;~pies'····i; ·~~iY-O·~·86--~--Qtrlt~·~d·~';~~-i~;-;-~G~;y~q~ii. Neither

sector nor region nor age of the firm introduce significant differences in the lack

of "Comite de Empresas" for firms with more than 15 employees -the phenomenon is

widespread.

Cross tabulations between questions 4.1 (total number of workers now) and 1.4 (age



of the enterprise) show no significant covariance. This suggests that a substantial

degree of fluidity and large fluctuations in employment levels may characterize the

small-industry sector. Thus, while most firms sampled (74 percent) employed between

3 and 20 workers, this employment pattern is basically the same for young as well as

older firms, ,i.e., older enterprises do not necessarily have more workers than to

young ones. These results could alternatively suggest that there is a certain

ceiling beyond which employment 'in small-firms tends not to grow, with the

implication that older firms would not show significant employment differences than

young ones. But the main explanation is that faster. growing firms exist fran the

size range under discussion and hence do not enter our sample.

In terms of rates of growth of total employment between the time when a firm was

established and the time of survey, Ollr sample exhibits a slightly greater

percentage of enterprises experiencing increases in labor employment than decreases

or stability. Nevertheless a significant minority of 36.5 percent of sampled firms

reported negative or zero annual rates of increase in total employment. In both

Quito and GuayaqUil, the sectors whose firms most frequently exr~rienced employment

I
•I

contraction were "wood prodUCts" and "metal products, machinery and electrical

equipment", where 52.5 percent and 50 percent, respectively, suffered declines.

while region (Guayaquil vs. Quito) seems to make no difference in the employment

trends of·surveyed f~rms, sector does make a difference.

ISo,

I

I

Age of firm cannot account for this ,result, since our sample shows an almost even

_~_' __"_" ..... It..is..intet'esting.that the. sector '!construction..matet'ials" ("Non..Metallic .Minerals.!!..)

did not rank high in employment reduction, in spite of the fact that in recent years I
Ecuador has been characterized by a construction "slump" relative to the late 1970s. I

]

split between young (5 years or less) and old (6 or more years) firms in the

"Construction Materials" sector.
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The search for possible determinants of employment growth yields some strange

results which might reflect more· the characteristics of our sample than of the

uviverse of firms in this sector. For example: of all the quiteno enterprises

that exhibited an annual rate of increase in employment of 11 to 20 percent, 86

percent are firms that have been in operation for 5 or more years; in contrast,

guayaquileno enterprises with rates of employment growth in the same range include

both young and old firms. Nevertheless, there is evidence to support an expected

result, namely, that younger firms expand employment, at higher percentage rates than

do older ones, due to th~ simple mathematics of percent growth; in fact, 78 percent

of all those sampled firms exhibiting annual rates of employment creation of 21

percent or more have been in existence for 4 years or less; likewise, 92.6 percent

of firms with annual rates of employment increase ranging fran 1 to 10 percent were

established 5 or more years prior to the survey date.

113

I



FREQUENCIES AND CROSS TABULATIONS REWAKING TO CREDI1

When entr'epreneurs were asked which three services they would like to receive in

order to improve·the business, 38.8 percent of all valid answers (i. e. excluding

errors and blankP) cited credit-related services, including more availability of

credit and simpler application procedures~ This frequency distribution is

essentially independent of sector and region.

Similarly when the entrepreneurs were asked what would allow them to increase sales

(3.11), "greater availability of credit" ranked second as the most frequent answer.

(after "a better overall econanic situation") constituting 21.4 percent of all

answers. Again, regional and sectoral differences were not significant.

A rather significant share of the 200 enterprj.ses sampled in Quito and Guayaquil

(28 percent) had not received credit in the last two years (question 2.3). This

seems to be strongly linked with the age of the firm, as 59.6 percent of all those

who had not received credit had been operating for more than 6 years at the time of

the survey. This might be explained by either or a combination of the following

hypotheses: (a) older firms tend to be owned or managed by older entrepreneurs who

are, perhaps, more traditional in their business practices and tend to have less

skill and willingness to go through the somewhat complicated steps required to

obtain credit in the formal financial system; (b) firms that have survived 6 years

or more are more likely to have solved their financial difficulties and more apt to
----_.~~-_.-.__ .. ---_.----- --_.-._."- -------"-_._--~-----_ ..-

maintain and/or expand their operation out of retained earnings. Unfortunately, our

sample data on age of the entrepreneur is not detailed enough to throw light on the

first hypoth~sis. While it is true trat 63.3 percent of entrepreneurs 30 years of

age or older are in charge of firms established 6 or more years ago, and that 91

percent of entrepreneurs who had not received credit in the last two years are 30 or
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more years old, it is not valid to include entrepreneurs in the thirties in the

group of "traditional-old" managers unfamiliar with and unable to deaL.with _

credit·.application procedures. Only 18.5 percent of the entrepreneurs interviewed

·are 50 years of ,age or older. In .contrast, 65.5 percent of entrepreneurs are

between 30 and 50 years oldj how many of those included in this category are lacking

the education and/or "modern" cultural traits to deal with fonnal credit systems is

impossible to ascertain on the basis of our data.

Women -although accounting for only 20 percent of th~ sampled entrepreneurs- seem to

be slightly discriminated against by the credit system. In fact, 38.5 percent of

all female entrepreneurs interviewed had not received credit in the two years prior

to the survey date, while this was true of only to 26.9 percent of male

entrepreneurs interviewed. Of course, an alternative hypothesis is possible, i. e.,

that women are more efficient entrepreneurs and are better able to maintain and

expand the finn out of retained earnings.

About 29 percent of the surveyed entrepreneurs had not received credit in the two

years prior to the 'survey. Another 17 percent had received credit only from

money-lenders. This is, indeed, not a very large proportion. It suggests that the

situation for small industrialists in Ecuador, as far as credit is ~oncerned, is not

character'ized by a great deal of borrowing in informal credit markets. In fact,

76.5 percent of those receiving credit in the past two years had recourse to the

_____..__fOI·m~_~~~~:.~~~ ~!~~em (1. e., c,,-~~~.~~~! ~~~, .t~~.~C? Naci().~~ ~e .~~~l?~<?!..~c:!..__
Savings and Loans Associations). Interestingly, a larger proportion of

Guayaquileno entrepreneurs (34 percent) received credit from private mQney-Ienders

as compared to Quitenos (19 percent).

As might be be expected, access to formal credit systems is visitly linked to the
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legal-organizational status of the firm. Thus, over 68 percent of all those

enterprises which did not receive credit are "sole propietorships" (sociedad

unipersonal)-without significant regional differences. Similarly, if we lump those

firms which have' not received credit with those wbo received credit only from

private money-lenders, it can be seen that most of them (54.4 percent) are sole

propieto~ships. By contrast, out of all enterprises whose legal status is that of a

"limited-responsability canp'any" or of a "corporation", 61.5 percent received credit

from the fOl'1Dal financial system. These results, however, must be interpreted with

some care, given that our sample is heav:!.ly weighted 'toward sole propietorships 49.5

percent of all sampled enterprises have this legal status.

Neither having received credit nor the particular source of credit seems to be

correlated with rates of growth in employment. Perhaps firms with access to credit

prefer to substitute capital for labor when possible.

.----_._,,_._-
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