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AID/LAC/P-056

PROJECT AUTHORIZATION

Name of Country: Ecuador

Name of Project: Integrated Rural Development
Number of Project: 518-0012

Number of Loan: 518-7-038

L Pursuant to Section 103 of the Foreign Assistance Act of 1961, as amended, I
hereby authorize the Integrated Rural Development project for Ecuador (the "Coopera-
ting Country") involving planned obligations of not to exceed Nine Million Eight Hundred
Thousand United States Dollars ($9,800,000) in loan funds ("Loan") and Two Million
United States Dollars ($2,000,000) in grant funds ("Grant") over a five~-yca period from
date of authorization, subject to the availability of funds in accordance with the A.LD.
OYB/allotment process, to help in financing foreign currency and local currency costs
for the project.

2. The project ("Project™ consists of assisting the Government of Ecuador (the
GOE) make operational its new integrated rural development (IRD) mechanism through
(a) technical assistance and related activities for the GOE's new Rural Development
Secretariat (RDS), (b) financial and technical assistance for implementing two IRD
projects located in the central Sierra (the Salcedo project and the Quimiag-Penipe
project), and (e¢) assistance for the planning of future IRD projects.

3. The Project Agreement, which may be negotinted and executed by the officer
to whom such authority is delegated in accordance with A.L.D. regulations and Delega-
tions of Authority, shall be subject to the following essential terms and covenants and
major conditions, together with such other terms and conditions as A.L.D. may deem
appropriate:

a. Interest Rate and Terms of Repayment (Loan)

The GOE shall repay the Loan to A.LD. in U.S. Dollars within twenty-‘ive (25)
years from the date of first disbursement of the Loan, including a grace period
of not to exceed ten (10) years. The GOE shall pay to A.LD. in U.S. Dollars
interest from the date of first disbursement of the Loan at the rate of (i) two
percent (2%) per annum during the first ten (10) years, and (ii) three percent
(3%) per annum thereafter, on the outstanding disbursed balance of the Loan
and on any due and unpaid interest accrued thereon.

b.  Source and Origin of Goods and Services (Loan)

Goods and services, except for ocean shipping, financed by A.LD. under the
Loan shall have their source and origin in the Cooperating Country or in countries
included in A.I.D. Geographic Code 94l, except as A.L.D. may otherwise agree
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in writing. Oecean shipping financed by A.L.D. under the Loan shall, except as
A.LD. may otherwise agree in writing, be financed only on flag vessels of the
United States and the Cooperating Country.

c. Source and Origin of Goods and Services (Grant)

Goods and services, except for ocean shipping, financed by A.I.D. under the
Grant shall have their source and origin in the United States or in the Cooperating
Country, except as A.L.D. may otherwise agree in writing. Ocean shipping
financed by A.LD. under the Grant shall, except as A.L.D. may otherwise agree
in writing, be financed only on flag vessels of the United States.

d. Conditions Precedent to Initial Disbursement

Prior to any disbursement, or the issuance of any commitment documents under
the Project Agreement, the GOE shall, except as A.L.D. may otherwise agree
in writing, furnish to A.LD. in form and substance satisfactory to A.L.D. evidence
that:

(i) the RDS has been legally established; and

(i) an Executive Secretary has been appointed for the RDS and is
working in that capacity.

e. Conditions Precedent to Disbursement for other than Technical Assistance,
Studies and Related Items

Prior to any disbursement, or the issuance of any commitment documents under

the Project Agreement, to finance other than technical assistance, stud.~s and

related items for the RDS, the GOE shall, except as A.L.LD. may otherwise agree

a v:riting, furnish to A.LD. in form and substance satisfactory to A.LD. evidence
at:

) operating procedures for the RDS have been established, including
appropriate regulations and operating manuals;

(ii) the IRD Fund has been established, including accounting and operating
procedures; and

(iii) the RDS has formulated an evaluation plan for the IRD program as
a whole.

f. Condition Precedent to Disbursement for Salcedo Project or Quimiag-
Penipe Project

Prior to any disbursement, or the issuance of any commitment documents under
the Project Agreement, for the Salcedo Project or the Quimiag-Penipe Project
(other than for technical assistance and studies), the GOE shall, except as A.LD.
may otherwise agree in writing, furnish to A.LD. in form and substance satis-
factory to A.LD. an implementation plan for such project, which shall include:



@D sgreements with INIAP (Agricultural Research National Institute),
INERHI (Institute of Hydraulic Resources), IERAC (Institute for Agrarian
Reform and Colonization), BNF (National Development Bank), MAG
(Ministry of Agriculture and Livestock) and all other participating institu-
tions, each such agreement to.include detailed technical plans of all
sctivities to be undertaken within the project. The agreement with
INERHI shall include the final plans and specifications for all canals to
be constructed, including secondary and distribution canals, and identifice-
tion of the farms to be irrigated, including the size of each parcel;

(ii) a complete operating plan for the first year of the project, including
proposed activities, objectives, budget and methods for monitoring environ-
mental aspects of the proposed activities; and

(iif) an evaluation plan for the project, including baseline data or detailed
arrangements for the collection of the baseline data.

g Condition Precedent to Disbursement for [RD Planning Activities

Prior to any disbursement, or the issuance of any commitment documents under
the Project Agreement, for planning of future IRD projects, the GOE shall,
except as A.LD. may otherwise agree in writing, furnish to A.D. in form and
substance satisfactory to A.LD. a copy of the agreement between the RDS and
the appropriate local development organization for such planning activity, which
agree;nent shall include a detailed desecription of the proposed study and a budget
therefor.

h. Covenant

The GOE shall covenant that, unless A.LD. otherwise agrees in writing, it will
cause INERHI, consistent with GOE lagislation, to establish and enforce water
rate charges in the IRD project areas which will be adequate to recover the
investment and operating costs of irrigation facilities.

L Waiver
A.LD. nationality requirements are hereby waived in order to permit Grant

financing. of technical assistance advisors from Latin American countries, in
addition to the Coo Country, in an amount not to exceed $L0 million.

Clesrances:
GC/MC.JLKQSI&M@ 3/ &

AAA/LAC:EWCoy: gu.c. date </1)
AA/PPC:AShakow; date . J'<f):
GC:NLHolmes: ﬁm (a0
CC/T.AC MW 7 /T /00 Q109
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SUMMARY /ND RECOMMENDATIONS

A. Introduction and Overview

During almost the entire decade of the 1970s Ecuador was gov-
erned by dictatorial rule. In August 1979 a civilian government assumed
office through the first free elections since 1968. The new GOE adminis-
tration committed itself to begin major structural and social reiorms
that could deal more effectively with Ecuador's widespread poverty and
its serious agricultural development problems.

Within Ecuador the Roldds Government was greeted with wide-
spread enthusiasm. The President and Vice President received 70% of the
vote, the largest electoral majority ever givem to any candidates in
Ecuadorean history. There was a great deal of euphoria about a new be~-
ginning. President Roldds (39 years old) and Vice President Hurtado
(40 years old) represent the emergence within Ecuadorean society of a
new group of young, democratically oriented technocrats who are strong-
ly committed to overcoming Ecuador's historic development problems. As
President Roldds expressed, he hoped that a new page in Ecuadorean his-
tory would begin in 1980 with the initiation of the GOE's new Development
Plan.

Yet Ecuadorean democracy is still fragile. After nine years of
dictatorial rule, the conuntry has been passing through a difficult adjust=-
ment period. Disagreements between the Ecuadorean executive and legis-
lative branches of government have significantly slowed down major new
development initiatives and created frustrations with the new democratic
Government. These frustrations have grown because expectations, parti-
cularly among the poor, are so high. Also, the GOE must confront these
expectations at a time of significant budget deficits, declining oil ex-
ports, stagnating agricultural production, continuing drought conditions,
increasing rural to urban migration, rising inflationary pressures, and
growing social teunsionms,

Since assuming office, the new GOE has been able to concentrate
its attention on only a few development initiatives. For example, it has
continued a number of ongoing infrastructure and credit programs of the
previous government while attempting to give its 1980 budget more of a
basic human needs orientation. Second, it has been attempting to create
an effective National Development Council (CONADE) to plan, coordinate,
and prioritize GOE development activities. Third, it has developed major
new programs of low-cost housing for the urban poor of Guayaquil and Quito.
Fourth, as part of an administrative reform prcgram, it has begun a public
sector management training program. Fifth, it is in che process of ini-
tiating new projects for small industry development, rural electrificatiom,
secondary cities development, rural road and school comstruction, school
feeding, and adult literacy. Sixth, it has designed a new mechanism for
undertaking integrated rural development programs that can impact more ef-
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factively on the multiple problems of the rural poor. And seventh, it
has concentrated a large effort on preparing, and obtaining a ropular
consensus on, a Five Year Development Plan and complementary s ctor aca-
lytic documents. While the implementation of some of these prugrams has
been delayed by the conflict betwesen the GOE Congress and the President,
the executive branch has attempted to move forward om them as much as
possible.

The GOE's new National Develcpment Plan is perhaps the best in-
dication of the intentions of the Ecuadorean executive branch. Working
through CONADE, headed by Vice President Burtado, the new Administration
has translated its broad campaign promises (the "21 Puntos Programiticos')
into a detailed Development Plan that lays out for 1980-84 ambitious social
and economic reforms. The Plan gives high priority to rural development
and calls for an expansion in programs that meet the basic human needs of
the sixty percent of the Ecuadorean population that is poor and thzt has
been left out of the country's economic growth process. After extensive
consultations with public and private sector groups, President Roldds ap-
proved the Plan by executive decree in March 1980.

The GOE's new Development Plan represents a significant commit-
ment to rural development that closely parallels AID's emphagis on assgist-
ing efforts that provide for the basic human needs of the poor majority.
However, to implement its Plan effectively, the GOE must overcome its cur-
rent political divisions that have virtually stagnated the Government. It
must also deal with serious institutional, technological, and human re-
source constraints that have been major obstacles to expanding the deli-
very of resources and services to the poor and to increasing Ecuadorean
agricultural production. Should these limitations frustate the objectives
of the proposed Plan, major questions could be raised in Ecuador about the
ability of democratic regimes to undertake fundamental development programs.
For these reasons, the U.S. has a strong interest in cooperating with the
new Roldds Government in translating its socio-economic policies into pro-
jects that address Ecuador's most important development problems.

For the past year, President Roldds, Vice President Hurtado, GOE
Ministers, and other high level officials have expressed continuously the
high priority that the new democratic administration places on integrated
rural development (IRD). The GOE's National Davelopment Plan formalizes
this priority and indicates that IRD projects will be a major instrument
for translating GOE policy into actions that better serve the needs of
the Ecuadorean rural poor. Therefore, this AID Project, which will assist
Ecuador make operational its new IRD mechanism, is considered by the GOE,
USAID, and the Country Team as the most important activity in the renewed
AID program in Ecuador.
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B. DBackground and Conceptual Framework

Projects for promoting expanded agricultural production and ia-
proved rural life have historically received U.S. development assistance
in Ecuador as well as in other LDCs. In tha 1940s and 1950s small scale
U.S. technical assistance efforts, through the Cooperative Servicios and
the Point IV Program, successfully initiated some of Ecuador's first
modern agricultural development agencies and facilitated the introduc-
tion of new prnduction technologies. Separate U.S. programs (Servicios)
for health and education also began some of Ecuador's first rural health
and rural education programs. These modest institution~building, training,
and technology transfer efforts were seldom implemented in the same geo-
graphic areas or directed to the same local groups. While a number of
thegse projects had dramatic impacts on Ecuadorean agricultural production
and institutional arrangements, few mechanisme were developed for deal-
ing with country's more complex rural poverty problems.

Rural poverty alleviation received even lezs AID emphasis during
most of the 1960s. USG development policy shifted away from its historic
concern with agriculture, health, and education. As in many LAC countries,
the Alliance for Progress in Ecuador concentrated on import-substitution,
industrialization, major infrastructure and housing development, public
administration improvements, and budget support that would promote macro-
economic growth. What minor emphasis was placed on agriculture and rural
development was mainly directed to expauding the production of agricultural
commodities that could support urban-industrial developmeat. It was assumed
that economic growth would automatically take care of thz poverty problem.

In reaction to the worsening income distribution pattern in Ecuador
and the failures of the "trickle down" development approach, USAID initiated
in the late 1960s and early 1970s a new style development program that fo-
cused directly on the problems of rural poverty. Projects were implemented
for campasino leadership training, small farmer ccoperative development,
nonformal rural education, small business development, rural electrifica-
tion, and promotion of campesino enterprises through credit, technical as-
sistance, and land sale guaranties, Emphasis was placed on facilitating
campesino participation in develojment programs, promoting community orga=-
nizaticns, and directing rasources to specific target groups, although few
of these AID projects were interrelated or even concentrated in the same
geographic areas. Before many of these projects could be fully tested and
institutionalized, foreign policy issues contributed to the early termina-
tion of this program. However, well ahead of the New Directions legisla-
tion, USAID had begun to reorient its program to better meet the needs of
the Ecuadorean rural poor.

For most of the 1970s, the phase-out of the AID program in Ecuador
effectively eliminated the application of New Directions programming for
the country. Nevertheless, a number of important leassons were learned in
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designing and implementing these earlier rural poverty projects. These
lessons, as follows, have been utilized in the developnent of the renewed
ATID program and in the design of the Project proposed herein:

-~ Pirst, the rural poverty efforts initiated in the lite 1960s and early
19708 generally encounteraed implementation problems because they lacked
high level GOE support and/or because of GOE institutional weaknesses.

~— Second, most AID projects were single-faceted interventions for deal-
ing with rural poverty. Individual projects were usually unconnected
and implemented in differen: parts of the country. This tended to
fragment and disperse overall AID efforts in dealing with rural pover-
ty problems.

— And third, though follow-up evaluations of these AID projects indicated
that they had significant impacts on addressing problems confronting
rural poor target groups, each project left gaps and seemed to over-
look significant complementary areas that later reduced the overall ef-
fectiveness of the project.* In retrospect, project impacts might have
been greater if individual project interventions had been interrelated
and concentrated in the same geographic areas as was later done exten-
sively in New Direction programs in other LAC countries.

A similar pattern took place with the other donors. The early
efforts of the IDB and IBRD (1965-75) were directed to financing separate
rural and agricultural development projects (e.g., individual loans usual-
ly unconnected and dispersed throughout the country, for agricultural
credit, irrigation, livestock, seed processing, animal health, agroindus-
try, and research support). However, GOE assessments of these projects
determined that this subsectoral focus was not having the intended im-
pacts, particularly on rural poverty problems. (This determination was
perhaps sparked somewhat by the earlier AID efforts, which contributed to
creating a greater consciousness within the GOE on the need to better ad-
dress the country's rural pover:y problems). Starting in the mid-to-late
1970s, both IDB and IBRD began directing increased financing to area-
specific, integrated rural development projects. During the same period,
IICA and FAO also began directing more of their efforts to IRD projects.

* As examples, the nonformal rural education project did an excellent
job of training and motivating campesinos to define their problems;
but once the problems were defined, GOE institutions were oftem not
in a position to deliver resources or services. The small farmer
cooperative projects gave ingufficient attention to management train-
ing and expertise., And the Campesinoc Enterprises Project required
complementary interventions in marketing, technology development, and
rural health and education that were not included in the original de-

sign.



At prasent, there is a consensus among the GOE and the interma-
tional agencies on the best approach for dealing with rural development
in Ecuador in the 1980s. All seem tn recognize that if significant pro-
gress is to be made in breaking up Ecusdor's century-old rural poverty
conditions, well~coordinated and aultidmensional interven:ious (in agri-
culture, health, potable water, nutrition, education, off-farm employment,
and other sectors) must be planned and delivered on an area-specific
busis. The question, however, is how best to organize and implement
such a strategy in Ecuador.

To date, most IRD prnjects have merely combined together tradi-
tional credit and infrastructure ccupcnents. The form and packaging of
projects has changed, but the substance has remained basically unchanged.
Many of these projects have had extrewely high costs per beneficiary.
Each international agency has implemented its IRD projecis through a dif-
ferent institutional system. There has been little concern with insti-
tutional development and almost no target group participation in the IRD
.planning and implementation process. There has been inadequate apprecia-
~tion given to the need to develop lower cost IRD models and delivery sys-

tems that cap facilitate widespread replication. If the GOE is to use the
IRD approach as an instrument for reducing the country's serious rural
poverty problems, then it is vital that these concerns and gaps be ad-
dressed.

The Project proposed herein will support the emergence within the
GOLE of a more effective institutional framework for planning and implement-
ing IRD projects. AID funding has been designed to cucourage institutional
development and learning at the national, regional, and local levels. Each
Jevel will be tied into a total system extending from local institutions
wvhere target group needs are articulated, to national level coordinating
and funding mechanisms.

Through the financing of the GOE's priority IRD projects, emphasis
will be placed on planning aud implementing low cost IRD interventinry,
encouraging community participation, and testing new delivery 4pd manage-
ment systeus. The implementation of these IRD projects will provide rea-
listic examples of the types of institutional, technical, and huran re-
source problems that must be addressed by the GOE in different geoxvaphic
and cultural regions. Each of these projects can stand on its own and
will attack important rural poverty problems in particular regions of the
country. However, the experience gained through these projects will be
used in the total institution-building process, with the result that de-
veloping a better IRD mechanism is based not only on abstract planning
concepts but on real experience. Thus, the planning and implementation
of a number of high priority IRD projects are integral parts of the insti-
tution-building process being assisted by the AID Project.



C. Pruject Description

The purpose of the proposed Project is to assist the GOE make
operstional its new integrated rural development mechanism. This pur-
pose will be accomplished through GOE/AID financing of the following:

— Technical assistance for the GOE's new Rural Development
Secretariat (RDS);

=- Financial and technical asasis :ance for implementing two IRD
projects located in the central Sierra (the Salcedo area of Cotopaxi
Province and the Quimiag-Penipe area of Chimborazo Province);

— The planning of one IRD project in Manabi, a coastal province,
and support in IRD planning and coordination for existing and newly
crested regional development authorities.

The IRD mechanism that will be developed through this Project can
be conceptualized as a supply and demand model. To better supply resources
and services to the target group, the mechanism recognizes the need for
adequate fundirg and greater coherence in the planning and implementation
of IRD projects. It also recognizes the importance of coordinating the
delivery of resources at the national, regional, and local levels and of
developing more cost-effective delivery systems.

On the demand side, it is re.ognized that the rural poor must be
organized so that they can articulate what resources and services they
most need and so that they can participscz in their delivery. To these
ends, local target group liaison organizations will be strengthened, and
linkages <vill be developed between these local level orgunizations and
the agencies responsible for the provision of resources and services.
Through these local orgaiizations and through contact agents selected
whenever possible from local communities, the target group will partici-
pete in both the planning and delivery of IRD resources and services.

To accomplish the above, the GOE will establish a Rliral Development
Secretariat (RDS) within the Presidency (see Issue 2 below). The RDS will
plan, coordinate, monitor, and evaluate IRD projects and will administer
a fund for financipg IRD field activities. Actual field activities at
the target grovp level (e.g., provision o extension and training services,
constructior of irrigation systems, granting of credits) will be provided
through existing intlementing agencies such as the Ministry of Agriculture
(MAG), the Water Resources Institute (INERHI), and the National Development
Bank (BNF). Local level coordination will be provided by a Project Director
assigned by the RDS to each IRD project. Local level coordination and
planning support will also be provided by regional development authorities.
Asgistance under the Project will be provided to strengthen such regional
development authorities, or create them where they do not now exist.
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Each level of this IRD mechanism will be tied together by
operating agreements. The implementing agencies and regional develop~-
meat authorities will have agreements with the RDS, while the indivi-
duel beneficiary communities and their local organizations will have
agreements with the respective IRD project office. In each case, the
agreement will spell out the responsibilities and obligations of each
party, and a timetable of what is expected. The RDS will ensure that
the total system operates effectively and efficiently. AID-financed
technical advisors will operate at all levels of the mechanism to
#ssist RDS in carrying cut its fuactioms,

To make the above system cperational, two field level IRD pro-
jects will be implemented szd une will be planned. In the two IRD
projects to be implemencedi, the Project proposed herein will concentrate
mainly on interventions related to agriculture. AID and counterpart fi-
nancing will be provided for irrigation infrastructure, production and
investment credit, extension services, input supply services and market-
ing assistance, land titling, campesino legal aid, and commumnity orga-
nization. Adaptive research will be provided under AID's Rural Techno-
logy Transfer (Title XII) Project, while campesino training will be
proviced under an AID centrally funded Rural Nonformal Education Project.
These projects are both scheduled to begin at about the same time as the
proposed Project. Other interventions, not specifically agricultural
but integrally related, will be carried out in the general geographic
areas over the next several years under other AID projects. These in-
terveations will be in rural health, potable water, nutrition, environ-
mental sanitation, forestry, soil conservation, skills training, and
off-farm employment. Issue No. 3 below discusses the reasons why pro-
ject interventions have been time-phased over several years.

The areas selected for GOE/AID financing of integrated rural de-
velopment activities have some of the most serious rural poverty condi-
tions in Ecuador. The Salcedo and Quimiag-Penipe IRD projects are con-
sidered two of the highest priority projects in Ecuador, and both are
included in the GOE's National Development Plan for implementation in
1980-84. Within these two IRD projects, approximately 8,000 families
(some 44,000 rural poor) will be direct beneficiaries. The IRD plan-
ning project in Manabi will benefit a similar number of beneficiaries.

There are significant similarities and major differences between
the Salcedo and Quimiag-Penipe IRD projects. As to similarities, both
projects are based on intensifying agricultural production through the
gradual introduction of new crops and technological improvements that
require irrigation and other modern inputs. All major studies support
this approach to small farmer agricultural development in the Ecuadorean
Sierra. Yet, the two projects represent a different set of rural poverty
conditions typical of the Sierra. First, the Salcedo area is a mixture
of Indian ~mestizo while Quimiag-Penipe is predominantly mestizo. Second,
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the target group of Quimiag-Penipe is more occupied in farming for basic
income generation whereas the Salcedo population is engaged in significant
off-farm activities. And third, each project represents a different type
of irrigation model. Since the Sierra contains the largest portion of
Ecuadorean ruiral poverty, the FDS must be able to deal with these different
situations if IRD projects are to be replicated in major rural poverty
um-

The planning of an IRD project in the coastal province of Manabf
will giv: the RDS experience in dealing with rural poverty conditions in
a third ané¢ completely different region. Manabi is one of the poorest
coastal regions of Ecuador, with a large rural population suffering from
periodic droughts., AID-financed technical assistance will institutional-
ize within the RDJ a participatory planning mechodology.

Thus, each of the three IRD projects will provide the RDS with a
different learning experience, in regions with diverse cultural, social,
and economic conditions. Experience with different IRD projects in typical
Ecuadorean rural poverty regions is wital for achieving the institutional
development objectives outlined above.

D. Implementation Agencies and Summary Financial Plan

The GOE's new Rural Development Secretariat will be the overall
planning, coordinating, financing, and evaluating unit for the Project.
It will administer an Integrated Rural Development Fund that will receive
AID and GOE counterpart funding. It will also supervise the implementa-
tion of <he ovesrall project to ensure adequate coordination and funding
at all 1livels. While the RDS will appoint a Project Director for each
IRD project, actual field activities will be implemented through GOE agen-
cies through written agreements with the RDS.

The follrwing agencies will participate in the program under RDS
supervision:

1. Ministry of Agriculture and Livestock (MAG)

MAG will provide the local level orgznizational structure for
coordinating all project inputs. For each IRD project, MAG will provide
most of the extension agents and local level technical personnel required
for project implementation. MAG extension persomnel will work with the
target group mainly through paraprofessional contact agents and local
level community organizatioms.

2. Ecuadorean Water Resources Institute (INERHI)

INERHI will construct and/or supervise all irrigation faci-
lities required for each IRD project area. Technical assistance will be
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provided to assist INERHI, in collaboration with MAG, effectively develop
and disseminate on-farm water management practices for small-scale produc-
ers.

3. National Development Bank (BNF)

BNF will administer the various types of agricultural credit
required for the IRD project areas. Through its branch offices, it will
plan and deliver credit to the target group in close coordination with
other IRD project activities.

4. Ecuadorean Institute for Agricultural and Livestock Research
(INIAP)

INIAP will develop the technological packages required for each
project area through financing from AID's Rural Technology Transfer (Title
XII) Project. It will also undertake on-farm demonstrations and field days
in coordination with other IRD project activities to demonstrate and dis-
seminate new production technologies.

5. Ecuadorean Land Reform and Colonization Agency (IERAC)

IERAC will undertake an intensive program of land titling
and campesino legal assistance and it will implement an ongoing program
of studies and assessments of land tenure patterns in the project area.

6. GOE Marketing Enterprises

MAG and the National Marketing and Storage Agency (ENAC) will
provide ~c3istance to the target group in organizing marketing and input
supply enterprises that can ultimately be operated privately by target
group institutions.

7. Provincial Governments/Ministry of Public Works (MOP)

The Provincial Governments of Cotopaxi and Chimborazo Provinces,
in coordination with MOP, will construct and upgrade rural access roads
in the project areas to provide target group members with improved access
to markets, input supplies, and technical and social services.

8. Regional Institutions

TA wilil be provided to assist with the creation of a regional
development authori.y for the central Sierra (Region 4) that can ultimate-
ly plan, coordinate and replicate IRD projects. The regional development
authority of Manabf (CRM) will be strengthened for similar purposes.



9. Other Implementing Agencies

As cther sectorial components are sdded with future year
funding, new implementing agencies will participate in the program. Ia
FY-1981, for example, the Ministry of Health (MOH), the Ecuadnrean Sani-
tary Works Institute (IEOS), the National Nutrition Institute (INN), and
possibly the Social Security Institute (IESS) will undertake rural health,
nutrition, family planning, potable water, and environmental sanitation
activities in the IRD project areas. Likewise, an expected new Forestry
Ingtitute will develop and implement a reforestation and soil conserva-
tion program in the IRD target sreas. In FY-1982, other GOE entities,
such as the Ministries of Education and Labor, may join the program.

The following isdavsﬁmmary budzet for the pronosed. AID loan. and
grant, and the GOE counterpart contribution:

Summary Budget
(UsS$ 000)
A1D
Activities " " Loan Grant GOE Total
I. Institutional Assistance 550 850 1,548 2,948
for RDS Mechanism
II. Salcedo IRD Project 2,988 300 3,723 7,011
III. Quimiag-Penipe IRD Project 4,151 300 5,984 10,435
IV, IRD Planning and Regional 160 388 548 1,096
Asgistance
Subtotals 7,849 1,838 11,803 21,490
Inflation and
Contingencies 1,951 162 697. 2,810
TOTALS 9,800 2,000 12,500 24,300

The major portion of AID loan resources will assist the GOE finance
investment costs for the Salcedo and Quimiag-Penipe IRD Projects. Loan
funds will also finance vehicles, commodities, minor costs and local techni-
cal personnel required for the RDS mechanism and for the IRD planning pro-
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ject in Mansbl. Grant funding will be used to finance foreign technical
sdvisors and special studies and evaluations. A detailed justification
for this grant funding is included in the Financial Analyiis.

The AID loan will be disbursed during the period 1980-84. The
Mission can obligate the entire $'9.8 million loan before September 30,
1980. Should sufficient loa~ funding not be available, USAID requests
that the entire $9,.8 million loan be authorized with §5.0 million obli-
gated utilizing FY-1980 funds and the additional $4.8 million obligated
in October, 1980 (with FY-1981 loan funds). The grant will be incre-
mentally funded over five fiscal years as follows: FY-1980, $200,000;
§251981, $500,000; FY-1982, $500,000; FY-1983, $400,000; and FY~-1984,

0,000.

E. Issues

1. The "State of the Art" of Integrated Rural Develoﬁment

The emphasis currently being placed on integral rural develop-
ment in many LDCs is, in part, a reaction ‘against the failures-of the agri- -
cultural and rural development approaches of the 19608 and early 1970s.

In the view of many observers, the agricultural commodity and national sub~-
sectoral approaches implemented during this period failed to address ade-
quately the root causes of rural poverty and, in some cases, may have even
accentuated this poverty. There is now a widespread conviction among many
development specialists of the international agencies and LDCs (particular-
ly in the LAC region) that area-specific, integrated programs are the most
appropriate instruments for directing BEN resources to rural poor target
groups.

Many of these integrated rural development approaches have been
patterned after the Comilla Project in Bangladesh. The Comilla project—
and others like it——was clearly successful in generating and diffusing
technical and institutional change and in improving the welfare of rural
villages.

During intensive review for the Project proposed herein, USAID
reviewed many integrated-type projects as possible guides for project de-
sign. USAID examined the design and analysis of AID-financed projects in
Panama, Nicaragua, Costa Rica, Honduras, Dominican Republic, Bolivia, and
Peri. USAID also reviewed the Mexican (PIDAR) .and the Colombian (DRI)
models of integrated rural development being supported by both IBRD and
IDB, and reviewed the recently approved IBRD integrated rural development
projects in Colombia, Perii, Ecuador, and Northeast Brazil. Yet, as in-
dicated in a recent DSB draft report entitled Integrated Rural Develop-
ment: Making it Work, the state of the art on IRD approaches is still
rudimentary. There appears to be no general agreement in the development
literature.or in.evaluations on what makes for a successful IRD. project
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design. Integrated approaches to agriculture and rural developmant are
still experimental, and few generalizations can as yet be made about them.
Some projects have been quite successful (e.g., Comilla in Bangladesh,
PIDAR in Mexico, INVIEaNO in Nicaragua), while similar approaches in
other countries have encountered difficulties. There is no “cookbook
approach” that can be followed. Each project must reflect country-
specific conditions and local political and institutional realities.

In USAID's view, high level political support for IRD (such as exists in
Ecuadon and adequate funding for technical advisors may be amung the most
critical factors for ensuring overall program success.

2. The Status of the Rural Development Secretariat (RDS)

The RDS has not as yet been established as a legally function-
ing entity, although the highest level GOE officials have repeatedly in-
formed the Embassy/USAID that it will soon be created by executive decree.
The U.S. Ambassador and AID Representative recently met with President
Roldds and Vice President Hurtado (see Annex H ), and both of these GOE
officials reaffirmed their policy of creating the RDS as one of the major
development actions ~f the new democratic Government. Over the past eight
months, high level Presidential and Vice Presidential advisors have also
continuously assured USAID that the RDS will be created, and they have
outlined how the RDS will be crganized, staffed, and operated.

In stating GOE policy on integrated rural development, the
National Development Plan (1980-84) states:

~="A Technical Unit (RDS) will be established at the highest
governmental level possible. . . to fulfill the. function of pro-
gramming, coordinating, organizing, folloving-up on, and evaluat-
ing the actions of integrated rural development projects, and it
will propose financial resource allocations to organizations of
the public sector that will participate in the referenced (IRD)
projects."

~"A financial mechanism for integrated rural development
will be established to orient and channel resources to specific
IRD projects. It will operate under the guidelines established
by the technical unit mentioned above."

The lack of progress in establishing the RDS does not reflect
lack of GOE commitment to the RDS concept. A sensitive political con-
frontation between the Presidency and factions of the Ecuadoresan Congress
has prevented the completion of actions leading to tha establishment of
the RDS as well as initiation of other new development programs. More-
over, although it currently appears that the RDS will be attached to the
Presidency, alternative locations in the Vice Presidency and CONADE have
been considered and rejected.
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A number of international agencies (e.g., FAO, IICA, IBRD) have ex-
pressed interest in working with or through IDS, USAID believes that a
condition precedent to disbursement in the Project Agreement requiring the
legal establishment and staffing of RDS will represent added incentive for
quick resolution of the status of the RDS. A FAO technical assistance
agreement for the RDS has been structured in a similar way. The issue,
however, is what are the implications for the feasibility of the Project
if the RDS is not established within a reasonable time. Is there still a
project without the RDS?

In the event the RDS 38 not created, the project components proposed
herein could be implemented through the Ministry of Agriculture, much as in
the Tungurahua project funded by IBRD. There would still be a Project with-
out RDS, although a less significant project. Under a MAG structure each
Project component could stand on its own, and together could be implemented
as important GOE activities. While a new IRD mechaniem would not be created,
important field level objectives might be accomplished. The assistance
planned for strengthening the RDS would be redirected toward improving MAG's
structure for designing and administering projects within its current in-
tegrated agricultural program (PIDA).

Nevertheless, while feasible, this is a less attractive option than
the RDS concept. MAG's orientation is to agricultural production rather
than to broader rural poverty issues. Historically, MAG has had great dif-
ficulty coordinating its own autonomous agencies, let alone ministries and
agencies outside the MAG family. Before moving to the MAG option, in the
event the RDS is not created, USAID would complete for AID/W review a de-
tailed analysis of the ability of MAG to coordinate national level iumplement-
ing agencies and to bring into IRD projects complementary resources from
other sectors.

3. Phasing of ATD-IRD Inputs

The IRD program to be assisted by AID will ultimately involve
various cypes of inputs in agriculture, rural health, nutrition, potable
water, anvironmental sanitation, forestry and soils conservation, rural
education, skills training, and off-farm employment. A number of different
implementing agencies, perhaps as many as 10 tc 15, will ultimately part-
icipate in the program. To simplify the planning and implementation of
what is inherently a complex program, the GOE and USAID have chosen to dis-
aggregate and phase-in project interventions over several years rather than
attempt to do everything at once.

This, of course, raises the issue of why should agriculture be
the lead intervention. Interventions that address other constraints (e.g.,
health, potable water) may be equally or even more important. Why is the
program beginning with agriculture?

First, one of the most serious problems of the rural poor is a
low level of productivity and income. JUnless the productive base of the
poor is improved, it is unlikely that other interventions can be totally



effactive. Developing the productive base of IRD regions means increas-
ing agricultural productivity.

Second, to date agricultural sector institutions have greater
experience and willingness than institutions in other sectors to plan and
implement integrated programs. An integrated agricultural program (PIDA)
vas developed for this purpose within the agricultural sector and it now
has several years of operating experience. Other ministries and agencies
(such as MOH, MOE, MOP, and IEOS) have no such experience or organizational
structure. The knowledge of these agencies about IRD approaches is limited,
and they have minimal experience participating in the planning and implement-
ation of IRD programs. Therefore IRD delivery systems and supporting mecha-
nisms within these other sectors need to be carefully analyzed, and fitted
iato the overall IRD mechanism so that each complements and supports the
other. USAID believes that this institutional development process can best
be accomplished by phasing AID inputs over time rather thin attempting to
do everything at once.

USAID recognizes that the target groups within the Salcedo and
Quimiag~Penipe IRD projects consider health and potable water as high prio-
rity activities. The developmental challenge, however, is just not build-
ing so many health centers, or latrines, or potable water systems. The
critical problems are how are these health centers going to be staffed and
how are they going to extend services. How will the potable water systems
be serviced and how will communities be mobilized to participate in environ-
mental sanitation activitied? These organizational and institutional questions
need to be addressed before health infrastructure can move forward. If this
is not done, the risk will be run of duplicating the errors of other pro-
jects that emphasized health infrastructure with inadequate consideration of
staffing and delivery system issues.

4. The Integrated Rural Development Approach in Ecuador

The GOE is in the process of committing itself to an ambitious
program of rurzl development and institutional coordination. Its new rural
development strategy, particularly its IRD approach to rural poverty, close-
ly parallels AID's emphasis on assisting programs that provide for the basic
human needs of the poor majority. There is no doubt of the GOE's gincerity
and commitment to the objectives of its strategy. The rural development
part of its new Development Plan reflects a widespread consensus within the
GOE and donor agencies. The Plan has been extensively debated by the Roldds
Administration and is now being implemented. In USAID's view, change will
come in Ecuador either as a result of the success of the GOE's new Develop-
ment Plan or as a result of its failure. The interests of the U.S. are with

the Plan's success.

However, some degree of skepticism about the ability of the GOE
to fully implement its Rural Development Program—particularly its IRD ap-
proach——is inescapable. The scope of the effort is smbitious. The exist-



ing institutional structure has not in the past demonstrated skill or
interest in dealing with the prcblems of the poor.. There has been his-
toric difficulty in Ecuador for any agency or past political administra=-
tion to bring about effective coordination among agricultural sector insti-
tutions, let alone institutions outside the agricultural sector. Serious
instituticnal, managerial, technological, and human resource weaknesses
must also be overcome to implement the Ecuador IRD approach.

The GOE will initiate its new program during a period in which
the country faces serious political, social, and economic problems. A
major divigion between the legislative and executive branches of the GOE
may complicate program implementation. Thus, a realistic assessment of
the prospects must conclude that the GOE's integrated rural development
program will be a hard effort, replete with some difficulties. Why then
is USAID proposing to direct a major element of its program to this ap-
proach?

First, the IRD program is one of the highest GOE development
priorities for 1980~84, and it is exactly in line with AID policies of
reaching the rural poor. During his July, 1979 trip to the U.S., then
President-elect Roldds himself indicated that IRD projects would be one
of his highest priorities., Vice President Hurtado has repeated this
assertion and has specifically requested AID assistance in this area.

GOE ministers and the new National Development Plan further reflect this
priority. 1If AID does not support the GOE's integrated rural development
approach, such indifference would isolate USAID's program from the main-
stream of the most significant GOE rural development efforts for 1980-84.

Second, the IRD approach being proposed by the GOE has evolved
over the last four years in close consultation with intemational agencies
such as the IDB, IBRD, FAO, and IICA. As indicated in this PP, all of the
major donor agencies are supporting IRD approaches in Ecuador.

Third, the role of AID is not necessarily to assist host coun-
tries with the easiest programs to implement. AID's role is to be a pio-
neer in helping countries build new structures that better address key
development problems. AID in Ecuador has effectively helped fill planning
and institutional vacuums and has served as a catalyst to bring about
needed institutional and technological changes. Over ths years AID has
probably been the most effective donor in assisting the GOE establish and
make operational new institutional systems. It is exactly this institution-
building approach that is most appropriate in helping the GOE make:operational
its new ITRD mechanism.

Given the above considerations, counseling restraint to the
GOE would not be effective. Whittling down AID support would diminish
AID's influence and usefulness to the GOE, without protecting AID from
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association with a complex program to implement. Failure to support this
effort because of snticipated difficulties would be unthinkable because

of the reasons outlined abr~e. After careful deliberation, USAID has con=-
cluded that the wise course would be to support the GOE's integrated rural
development approach in full recognition of possible difficulties. AID's
influence and ability to help the GOE through the inevitable problems
which lie ahead would thus be maximized. The U.S. commitment to help the
poor and disadvantaged of Ecuador would be unequivocally demonstrated. By
joining the GOE in this effort and meeting the challengee that lie ahead,
AID and the GOE will learn a great deal about how the U.S. can participate
with developing countries in improving the lives of the rural poor.

F. Project Development Committee

1. The Project Development Committee was headed by the following
USAID/E officers, who were responsible for the drafting of the PP:

Dr. Vinceat Cusumano, Rural Development Officer
Mr. Michael H. Hirsh, Capital Development Officer

2. The following GOE personnel served on the Committee or other-
wise played important roles in the development of the Project:

Ing. Carlos Vallejo, CONADE Ing. Rémulo Solis, INIAP
vduzusto Larrea, CONADE Ing. Jaime Borja, MAG

Econ. Francisco Granados, CONADE Ledo. René Unda, MAG

Ing. Arturo Orquera, INERHI Ing. Guillermo Maldonado, MAG
Econ. Gonzalo Guzman, BNF Dr. José Yianez, MAG

Ing. Jorge Viteri, IERAC Ing. José Castellanos, MAG

Lcdo. Ernesto Oviedo, IERAC

3. The following consultants assisted in the preparation of the
Project.

Dr. Samuel Daines, PCI Dr. Fausto Maldonado, Comtractor
Dr. Allen LeBaron, PCI ‘Econ. Rubén Salazar, Contractor
Dr. Karl Hancock, PCI Arq. Carlos Luzuriaga, Céntractor
Mr. Craig Anderson, PCIL Mr. Robert Adler, USAID/Peru

Mr. John Hatch, PSC
4, The following individuals also assisted in the design of the

various components of the Project:

Dr. Diego Londofio, IICA Ing. Bolfvar Navas, IICA
Ing. Agustin Cobos, IICA Ing. Nicanor Vela, USAID/E
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5. The Project was reviewed by the following officers:

Jobn A. Sanbrailo, AID Representative, USAID/Ecuador
Paul Pritz, Actibg Deputy AID Representative DSB/RAD
Patricio Maldonado, Program Officer, USAID/Ecuador
Steven Whitman, Regional Legal Officer

G. Recommendation

The Project proposed herein was designed by a team composed of
professionals from GOE institutions, USAID, AID/W, private consulting
firms, and other sources. As part of the design process, the RDS struc-
ture was worked out in detail and two specific IRD field projects and
one planning project were ifdentified for implementation shortly after
the RDS is legally established. The Project was reviewed by a USAID
committee. Both the design team and the reviewing committee conclude
that the Project and its components are technically, economically,
socially, administratively, environmentally, and financially sound and
recommend that the Froject be approved by AID/W and that an AID.loan.___ ..
for US$9.8 million and a grant for US$2.0 million be authorized.



I. BACKGROUND AND JUSTIFICATION

A. Problems and Constraints

Ecuador's rural poverty prcblems, including its agricultural
stagnation, and the constraints impeding their resolution have all been
detailed in a number of GOE, AID, und other donor documents. Ecuador's
nev Five Year Developwment Plan (1980-84), prepared by the National Develop-
ment Council (CONADE), is besed in part on a cdetailed GOE analysis entitled
Rural Sector Analysis and Strategy Statement and on several diagnostic
evaluations of the agricultural sector prepared with the assistance of IICA,
FAO, and ECLA advisors. These GOE studies and the conclusions therein are
further complemented by the World Bank’'s recent Country Study entitled-
Ecuador: Development Problems and Prospects and by an IDB Country Study,
both of which contain extensive assessments of Ecuador's agricultural
sector performance and institutional structure.

Among the AID documents discussing Ecuador's rural poverty and
agricultural stagnation problems are the CDSS, the PID for this Project,
the 1979 Title XII Baseline Study of Agricultural Research, Education and
Extension in Ecuador, the PP for the Rural Technology Transfer (Title XII)
Project; and two USAID contracted special studies entitled Poverty in Ecuador
(1979) and Income Distribution in Ecuador (1980). Subsections B and C below
are drawvn from these accuments and provide the background and setting for
the Project proposed herein.

B. Rural Poverty and Agricultural Stagnation in Ecuador

The rural poor in Ecuador are underprivileged, poorly educated,
suffering from poor health, malnourished, and in general forgotten by those
institutions that asre mandated to serve them. The living conditions of rural
dwellers are much lower than those in urban areas. Per capita irncome in 1975
(in 1979 prices), for example, was $§ 1,435 in urban areas but only $ 361 in
the countryside. Adult illiteracy is four times higher in rural areas (34%2)
than in urban areas (8%). Of every 1,000 students who enter first grade in
rural public schools, only 272 complete the sixth, compared with 611 in
urban areas. Electricity reaches 84.37 of urban dwellings but only 11.62
of rural dwellings. And whereas 72.8Z of urban dwellings have sanitary
facilities and 11.27 have a latrine, 86.8% of rural dwellings have neither.

With marginal lands, low levels of technology, lack of access to
modern agricultural inputs and public services, and general alienatiom from
the larger society, these families find that they are not able to provide
for most of their basic human needs. In order to survive, they are often
forced to migrate or othervise sell their labor at extremely low wages in
off-farm activities.

As discussed in the 1982 CDSS, Ecuador's rural poverty problem is
concentrated within approximately 450,000 farm families, 73% of whom live
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in the Sierra. Although many of these fiwilies can be classified as

"near landless', truly landless rural families are few. The 1964 Agrarian
Reform Law gave peones on haciendas in the Sierra the right to the small
plots of land they traditionally worked. Today, many small farmers continue
to work on the hacisnda as well as maintain their own small plots.

The Ecuadorean small farm family typically produces encugh food
coomoditcies for only partial subsistence, on a land base averaging less than
two hectares. Production is often limited to basic cereal grains (barley,
corn, wheat) intercropped with legumes (peas, broad beans, chocho, guinoa).
Many grow potatoes or other tubers, and some zupplement their family diets
by raising small animzls. Family labor, in relation to the land area, is
available in surplus quantities. Capital and modern agricultural technology
are at lov levels, and the usually marginal land base is intensively utilized
through a variety of intercropping systems. The efficiency of the small
farm stated in terms of factor productivity could be iwproved by (1) ration-
alizing labor use, (2) gaining access to better land and/or improving the
quality of the existing land base, and (3) receiving more capital inputs
(e.g., fertilizers, pesticides, improved seeds, irrigation water, and
improved managerial skills).

Increased efficiency, however, would not necessarily translate into
improved economic welfare for the small farmer unless other constraints are
addregsed. A generally inefficient marketing system, for example, prohibits
the small farmer from receiving reasonable economic benefits fror~ his efforts.
Limited access to health facilities, high infant mortality, and widespread
malnutrition debilitate the population. Lack of access to education and
training result in illiteracy and general lack of skills. Inadequate roads,
irrigation, anda public services raflect the country's poor infrastructural
base. Consequantly, production and productivity stagnate, and small faim
incomes and quality of life continue to fall behind the rest of the economy.
Small farm families have lived with low quality of land, droughts, erosion,
and disease for such a long time that many of them suffer from fatalisa and
alienation frowm the rest of society. The word "problem", which indicates
a possible solution, has little meaning for tha rural poor.

Rural poverty is closely tied to the situation of agriculture in
general, since the rural poor constitute over two thirds of the farm units,
produce helf the country's basic crops, and supply much of the labor force
for other farm units. During the past seven years, the agricultural sector
in Ecuador has fallen far short of its potential. Agriculture's coatribution
to groas domestic product has declined from 292 in 1970 to 192 in 1978.

Rural population, on the other hand, has increased by about 2.42 per year,
implying that the economic welfare of those who rely on agriculture for
their livelihood has worsened relative to other sectors of the economy.

What is more disturbing, however, is that per capita food production
in Ecuador has actually declined, food imports have increased, food prices



-3 -

are in the vanguard of a dangerous price inflation, and the sector's
ability to earn needed foraign exchange has deteriorated. At the same
time, the sector's natural resource capacity to produce more has worsaned,
dus to overgrazing, cultivation on steep slopes, misuss of water, drought,
and deforestation. Large amounts of export earnings from petroleun sales
are being diverted from capital formation to meeting Ecuador's food needs.
Unless significant agricultural development measures are taken, Ecuador’s
agricultural sector will probably not be in a position to provide for the
country's internal food and foreign exchange needs as petroleum exports
phase down in the 1980's.

The probleme of rural poverty and agriculture are indeed complex
and multidimensional, and potential solutions cut across traditional
sectoral boundaries. Increasing agricultural productivity and farm income
is orly a partial answer to addressing the multifaceted problems of Ecuador's
rural poor. Increased off-farm employment opportunities and a variety of
social services such as greater access to health, education, and potable
water must also be part of the solution. The GOE is aware of these complex-
ities and is proposing to utilize i-tsgrated rural development (IRD)
projects to raise inccmes and living stan”ards among the rural poor.

Through IRD projects the GOE expects to-bring-together-in-a-coherent
whole a series of rural poverty interventions in agriculture, health,
potable water, education, nutrition, and employment creation. In the past,
each cf these inputs has often been implemented in isolation and dispersed
throughout the country with little or no coordination and linkage. It is
expected that these IRD projects will be one of the major GOE mechanisms
for achieving its broader goals of redistributing income, reducing under-
employment, increasing the availability of food commodities, and in general
providing for a grea.er participation of the poor in the benefits of economic
growth.,

C. Constraints to Addressing Rural Poverty

There are a host of economic, technological, and institutional factors
which explain the situation described above. For the purpose of the following
discussion, these constraints will be grouped under the headings: on-farm,
market, employment, social service,and institutional constraints.

1. On-Farm Constraints -

A fundamental constraint limiting the ability of the small farm
unit to expand production and increase productivity is the land base, both
in quality and quantity. The average small farm has less than two hectares
of land, and 73X of them are located in the Sierra, where the soils are lass
productive, hail and frost more prevalent, and rainfall irragular and low.
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1n addition, small farmers have inadequate access to credit,
irrigation water, infrastructurs services, and technical assistance. For
axample, of the total credit available to the sector in 1976, only 11.42
was allocated to meeting the naeds of farms with less than 10 hectares,
wvhile over 54 of the total want to units averaging over 100 hectares.
The level of modern agricultural knowledge relevant for the small farmer
is almost nonexistent; few small farmers know about soil analysis, the use
of fertilizers, improved seeds, or proper cultural practices.

. Rural areas cultivateld by small farmers are also facing widespread
environmental degradation and general misuse of natural resources. The GOE
estimates that about half of the land used for crop production is affected
.by soil erosion, and in many areas desertification is underway. Ecuador's
highland areas have been denuded of trees, and unsound agricultural practices
are serious small farmer problems throughout the country.

In short, the land tenure system, coupled with increasing
environmental degradation and lack of needed inputs (e.g., credit, appro-
priate technological packages, irrigation water, infrastructure, msnagerial
skills, technical assistance) are farm~level constraints which will have to
be addressed if small farmers are to develop their agrlcultural potential
and begin their climb out of poverty.

2. Market Constraints

Small farmers generally do not have access to market price
information, marketing cooperatives, or other marketing services. Inadequate-
on-farm storage, farm—-to-market roads, and transportation facilities are
other market constraints which limit small farmer developuent in Ecuador.

The demand for farm commodities produced in Ecuador has grown
considerably faster than production. This implies that if small farmers
were capable of producing a larger surplus, their incomes could substantially
increase gunless, of course, costs have increased more). In the recent past,
however, the GOE has intervened in agricultural markets in an attempt to
stabilize and keep down the price of food. The impact of this policy has
been to keep prices at levels which favor urban consumers and which act as
a disincentive to agricultural production. Since over half of I:uador's
cereal grains and legumes are produced on farms with less than 10 hectares,
agricultural price policies and inadequate marketing services constitute
a major constraint to improving small farm production and incomes.

3. Employment Constraints

Another important conscjuence of Ecuador's generally deterior-
ating state of agriculture is the extreme underemployment that exists in
rural areas. It is estimated that agricultural production could be
maintained at its present levels under current technologies with omly 502
of the economically active rural population. Also, 752 of Ecuador's rural
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households sre either landless or nsar landless (owning less than five
hectares of land). Redundancy in the rural .labor force has depressed rural
incoms, incieased rural to urban migration, and in genaral increased the
socio-economic dualism that exists between rural and urban areas.

Yiost of Ecuador's small farmers find that they are not able to
provide for their basic needs from agriculture alone. Likewise, it is clear
that the problems of many of the Ecuadorean rural poor cannot be solved
through a farming solution alone. The expansion of agroindustries, rural
small enterprises, and other activities that can provide alternative employ-
nent opportunities must be a vital element of any strategy to deal with
rural poverty in Ecuador.

4. Social Service Constraints

While the production, marketing, and employment constraints
described sabove explain much of Ecuador's rural poverty, a lack of rural
socirl services is also a key factor in maintaining the poverty cycle.
The nealth status of the rural population is considerably worse than that
of urban dwellers. For example, the infant mortality rate for rural
populations is approximately twice that of urban areas. The leading causes
of rural deaths -particularly-diarrheal  deseases, respiratory illnesses,’
measles, nutritional deficiencies; and pneumonia- are related to a lack of
rural health services, potable water and poor environmental sanitation.
Protein-calorie malnutrition among rural women and children is considered
the most serious nutritional problem in the country.

Rural-urban disparities in educatien remain pronounced, despite
recent progress. Only 667 of primary school agu children are estimated to
attend in rural areas, while in urban areas nearly all do. About 73% of
all rural children are estimated to drop out of school by the 6th grade,
compared with 39% in urban areas. The national education system has done
little to consider the unique learning needs of the large cultural and
linguistic minority groups. Within the indigenous cultures, schools are
still widely viewed as alien institutions representirgy the values of the
dominant Hispanic culture. Moreover, the curriculum for all rural residents
remains urban-biased and does little to promote increased productivity in
agriculture and other rural occupations.

5. Institutional Constraints

The historic inability of the GOE to deal with the constraints
listed above can in large part be attributed to institutioral, managerial,
and planning weaknesses and to a lack of appropriate delivery systems that
can direct resources and services to the rural poor. These institutional
and technological constraints are discussed extensively in USAID's Ruual
Technology Transfer (Title XII) Project Paper and they will only be briefly
summarized below.
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Within the agricultural public sector, there are a number of
weaknesses vhich hinder institutions from bettsr serving the rural poor.
These include (a) dispersion of service functions without coordination,
(b) institutional orientation favoring larger farmers, (c) ineffective
nanagement and delivery systems, and (d) a weak human resource base aud
planning capacity. For example, sach of MAG's autonomous agencies, zonal
offices, and commodity programs has izs own extension program, often
duplicating efforts. In general, extension agents are poorly trained,
underpaid, and lack incentives for working in isolated small farmer aress.
Extension agents, therefore, typicslly work mainly with the better-off,
larger farmers.

Similar problems exist in the area of generating and dissemin-
ating agricultural technologies appropriate for small farm use. Most re-
search work has to date focused on the needs of larger farmers, although
some progress is being made in developing research and dissemination
activities that focus on small farm agriculture. However, financial and
technical limitations, lack of professional staff, and lack of high level
concern have limited INIAP's capacity to reach the small farmer.

Institutional barriers are likewise found throughout all the
institutions mandated to provide services in rural areas, particularly the
National Development Bank (BNF), the Agrarian Reform Instituce (IERAC),
the Water Resources Institute (INERHI), and the National Marketing and
Storage Agency (ENAC). Serious weaknesses are also found in nonagricul-
tural agencies. For example, the Public Works Ministry (MOP) and the
Ecuadorean Sanitary Institute (IEOS) have excellent urban oriented
engineering staffs, but concentrate very little of their efforts on the
infrastructure needs of the rural poor. The Ministries of Health,
Education, Social Welfare, and Labor have major problems expanding the
coverage of their rural programs and desiguing projects that are appro-
priate to the needs of the rural poor. And institutional barriers are
also found within those GOE agencies responsible for national policy and
coordination.

In discussing the weak institutional system for serving the
rural sector, the World Bank Country Study on Ecuador (July, 1979) concluded
that "This weakness is associated with the proliferation of public entities
in agriculture, and the lack of an effective mechanism for overall planning
and coordination as well as the absence of a comprehensive budget and the
poor data base that has existed in the past".

Thus, the critical institutional constraints are both vertical
and horizontal. In the vertical category, some agencies (e.g., INIAP, IRUS,
MOP, BNF, INERHI) require a greater reorientation of their activities to
the needs of the rural poor and the development of more appropriate tech-
nologies and delivery systems. Other agencies committed to dealing with
the causes of rural poverty (e.g., IERAC) need to strengthen and expand
their institutional capacity. And all agencies need to develop be:ter ap-
proaches for extending their coverage in a more cost-effective and relevant
manner.



However, sven if i{ndividual agencies could suddenly reoriemt
their activitias to the needs of the poor, vertical improvement alone
would probably not be sufficient. Because the constraints to dealing with
rural poverty in Ecuador are multidimensional, horizontal mechanisms for
improving the coordination of programs among different agencies—both
within the agriculture and nenagriculture sectors— must also be developed.
Unless the inputs of a number of different agencies can be brought together,
concentrated, and delivered to the rural poor in an integrated manner, the
GOE believes that the efforts of any onc sgency or ministry alone will be
limited. It is felt that a "critical mass" of resources and services—each
dclignad to rnxnforcc each other— must be developed and delivered if

_ Ecuador's centuries old rural povertv cvcle is to he hralkan

These institutional constraints obviously have important implica-~
tions for the deaign of the GOE's integrated rural development strategy.
The proposed strategy must be broad enough to include elements which address
the critical production, marketing, employment, and sociel service constraints
faced by the rural poor. In addition, vertical and horizontal institutiomal
strengthening activities are necessary for improving the delivery of
servicea to the target group.

D. Rural Development Strategies

The GOE recognizes the problems and constraints discussed above and
has formulated a rural development strategy to address them. AID is
proposing to assist the GOE in carrying out the strategy through a rural
development program which combines building a GOE institutional mechanism
for planning, coordinating, funding, and carrying out IRD projects with the
implementation of model IRD projects designed to provide the inputs needed
at the field level. The main objective is to leave upon termination of
AID assistance an institutionalized capability -—— at the national. regiomal,
and locallevels —— to deal with rural poverty problems in a sustained and
cost-effective manner. Other donors also are working with the GOE on IRD
projects. The GOE strategy, AID's proposed program, and other donor activ-
ities are discussed in the sections that follow.

1. GOE Rural Development Strategy

The GOE's new National Development Plan (1980-84) gives high
priority toc rural development and proposes three major actions for address-
ing the problems of the Ecuadoresan rural sector. First, emphasis will be
placed-on developing new mechanisms for delivering resources and services
to the rural poor in a more coherent, concantrated,and integrated manner.

The Plan identifies seventeen specific integrated rural development projects
that will be implemented through this mechanism. A secoud major program will
place renewed emphasis on increasing agricultural production by expanding
resource flows to the sector and by addressing more effectively techmological,
institutional, marketing, credit, and rural infrastructure bottlenecks.



And a third effort will initiate a decentralization program aimed at
developing secondary cities into improved rural growth and service centers.
Taken together, all of these programs represent a concerted GOE effort to
begin reversing s 30 year policy of using rural areas to subsidize the
growth of the country's urban-industrial sector. *

The GOE's rural development strategy contemplates actions at
both the national and field levels. At the national level, GOL leaders
consider building a strong rural development institutional base as a pre-
requisite for addressing the multidimensional problems of rural poverty
and agriculture. To this end, the GOE intends to establish a Rural
Development Secretariat (RDS), probably within the Presidency. The RDS
is expected to plan and coordinate all rural development activities, with
the various rural sector imstitutions (e.g., MAG, MOH, MOE, MOP, INIAP,
INERHI, BNF, ENAC and the four regional development asuthorities - CREA,
PREDESUR, CEDEGE, and CRM) implementing the activities. The RDS »
will administer a fund designed to pool national and international re-
sources for priority IRD projects, as well as a rural transfer of tech-
nology fund. A rural training system will also be established within the
RDS in order to increase participation of the rural poor, to promote
campesino organization, to train small farmers, and to provide a better
means for disseminating appropriate technologies to the rural sector.

In order to strengthen national level institutions, and to
focus their efforts more directly on the problems of the rural poor, the
GOE is contemplating an intensive effort to make available training,
technical assistance, technology transfer machanisms, and applied research
support to the various rural development institutions. In addition, a key
element of the GOE's strategy is to involve the institutions in a coordinated
fashion in effective field level programs.

At the field level, the GOE is proposing the coneept of
integrated rural development 3 the fundamental mechanism for reaching the
poor. The GOE intends, through the RDS, to identify the problems facing
key geographic areas of the country and to develop appropriate sets of
project interwentions for each. For rural poverty areas, project activities
are expected to include community organization development, appropriate
agricultural and nonagricultural technology transfers, improvement in the
natural resource base, improved availability of credit and other inputs,
marketing services, training and skill improvement opportunities, better

* It should also be noted that Vice President Hurtado, who is President
of CONADE,is one of Ecuador's leading development writers and researchers.
His three books,Dos Mundos Superpuestos: Ensayo de Diigndstico de la
Realidad Ecuatoriana (1949), La Organizacion Popular en el Ecuador (1974
and E1 Poder Politico, (1978) are the classic works on Ecuadorecn develop-
ment. These bookes analyze Ecuador's dual economy, describe the importance
of popular organizations (e.g.,cooperatives, comunas, unions) for Ecuadorean
social progress, trace the history of Ecuador's economic development,and
strongly argue for greater GOE attention to rural development and the

problemsof the rural poor. The ideas and analyses contained in these
books have emerged extensively in the GOE's new planning documents.
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access to health facilities, improved nutrition, rural roads, more
ralavant education,and energy provision.

2. USAID Rural Develupment Program

USAID expects to assist the GOE in both levels of its rural
devalopment strategy. In order to strengthen the national level ingtitutions,
to better focus them on the problems of agriculture and rural poverty, and
to provide them with improved institutional and techmological bases neces-
sary to deal with the fundamental sectoral problems, USAID is proposing a
Rural Technology Transfer System Project, under Title XII of the Foreign
Assistance Act. In addition, in order to help MAG's mid to. upper-level
managers better plan and manage development projects, USAID's Training for
Development Project will have a special intensive pilot effort directed
toward MAG peruonnel. And through a regxonal project with DSB/ED, USAID
Will supportthe GOE's new system for cappesino training that will form one
element of the integrated rural development mechanism.

In support of the field level strategy, USAID intends. to assist
the GOE in making operational its IRD planning, coordinating, financing, and
implementing mechanism. An important part of building this mechanism will
be the experience gained in planning -and-implementing-wmodei-integrated-rural
development projects in several geographic regions of the country. The
specifics of the GOE's integrated rural development mechanism wili be pre-
sented in Part II below.

AID's proposed assistance reflects the GOE's wishes at the
highest levels. When President-elect Roldds visited the United States in
July 1979, he stated that integrated rural development would be une of the
highest priorities in his government and that he would be looking for
international assistance to help support it. In more recent meetings
between Vice President Hurtado and the AID Representative, the Vice President
specifically stated that integrated rural development was to be a priority
area in which he would like AID to assist. In a series of meetings between
USAID and officials from CONADE and other GOF ministries and agencies, the
latter have further defined the type of model they would like to see estab-
lished and have indicated that they are looking to AID not only for assist-~
ance in financing individual projects, but for assiatance in establishing
the proposed mechanigm. Clearly, the GOE's zntegrated rural development
program is directly in line witi, AID's policy of asslscxng host country ef~-
forts designed to meet the basic human needs of the poor majority.

3. Other Donor Activities

Since approximately 1977, the major dorors to Ecuador have begun
to move out of single subsectoral projects toward integrated rural develop-
ment efforts of one form or another. These efforts, however, have all been
directed in different ways and have been uncoordinated. 1t is the hope of
the GOE and AID that one effective IRD mechanism can be established which all
donors can work through; it is toward this end that the proposed Project is
directed.




The World Bank (IBRD) during the early and mid-1970's financed
a series of subsectoral projects in Ecuador in such areas as fisheries,
irrigation, livestock, improved seeds, agricultural credit, and technical
assistance to the Rural Development Planning Unit of the National Planning
Council (JUMAPLA, now superceded by CONADE). In 1978 IBRD decided that only
an integrated approach to rural devalopment would be able to significantly
improve conditions in rural areas, and it prepared the Tungurahua Rural
Development Project, signed in May 1979. The $ 30 milliom project, with an
$ 18 million IBRD loan, is to finance rehabilitation and expansion of
irrigation systems, off-farm works, provision of credit and storage facil-
ities, construction and irprovement of rural roads and rural electrificationm,
and provision of potable water, latrineg, nealth facilities, and comunity
centers.

IBRD recognized the weaknesses of the GOE institutional structure
to carry out such a project and decided that the best solution was to bypass
national level offices to the degrse pussible and deal with either the local
offices of national entities or with local institutions. Consequently, while
MAG nominally is coordinating the project through agreesants with various
implementing agencies (e.g., INERRI, IEOS), [BRD has established a Coordi-
nating Board to supervise the execution of the project and an Advisory Board
to coordinate the activities-of the project implementing entities. Six of
the 11 mambers of the Coordinating Board are local officials, as are all 10
of the membars of the Advisory Board. In other words, though it has stated
in its project documents that Ecuador needs an effective national IRD
mechanism, IBRD has basically avoided the issue of institutional wealknesses
and replicability by crsating its own project and area-specific project
implementing structure. This structure could well disappear after project
completion.

The Interamerican Development Bank (IDB), Ecuador's largest
donor, also followed a strategy until 1977 of financing subsectoral projects.
Since then, the focus of its rural development program has also baen area
development projects. It strategy has been to avoid MAG altogether and deal
only with regional development authorities. Its 1978 § 16.9 million loan
for an integrated rural development project in the Zamora-Nangaritza Valley
of the Oriente was negotiated with PREPESUR. Its proposed $ 18.5 million
loan for an integrated project in the Palora-Gualaquiza area, also in the
Oriente, is being negotiated with CREA. And its recently approved Daule-
Peripa Project in the Guayas River Basin will be implemented through CEDEGE.
The IDB approach has also avoided the issues of IRD project replicability.

The Organization of American States' Institute for Agricultural
Sciences (IICA) has been supporting, through technical assistance and
training, several of MAG's integrated agricultural projects (PIDAs). MAG
established the PIDA model several years ago as a way to provide integrated
services for small to medium farmers. Twenty-one PIDAs are either in function
or in advanced stages of planning. Though it has been partially successful,
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the PIDA concept has suffered from lack of coordination with the other
entitias charged with implementing various of the project elemants.
Consequently, MAG has tended to taks upon itself irrigation, marketing, re-
search, and other activities which should be carried out by the specialized
agencies. This has caused MAG to spread itself thin and to carry out
certain activities ineffectively or inefficiently. The PIDAs now function~-
ing have also been marked by inadequate planning, objectives, and evaluation,
and by problems of interacting effectiva:ly with small farmwers. The IICA-
assisted PIDAs, howevar, have been among the most successful,and the PIDA
model has potential.

The United Nations, through its Development Frogram (UNDP) and
its Food and Agriculture Organization (FAO), is also supporting the concept
of integrated rural development. A $ 1.0 million grant of techunical assistance
is in direct support of the RDS. A $ 2.0 million agricultural project in
the Provinces of Imbabura and Carchi involvegprimarily institutiomal support
to the MAG zonal office, to improve its capacity to undertake area develop-
ment projects. FAO is providing experts in a number of diverse fields to
help the zonal office plan a series of coordinated project activities.

It is noteworthy that the four principal donors to the rural
sector have all focused their efforts on integrated rural development activities.
It is also noteworthy that the donors have chosen four separate models through
which to carry these efforts out, although IBRD, FAO, and IICA have all
expressed strong interest in working through the RDS once it is created and
made operational. Given the institutional confusion and lack of any effective
coordinating body under the previous Ecuadorean Govarmment, it is undarstand-
able that this diverse effort among the donors took place. It is a promising
sign that the new Government wishes to correct this dispersion and focus
rural development efforts in a coordinated way through a national IRD mechanism.

E. USAID Goal, Purpose, and Strategy

USAID's sector goal is to increase production, employment,and incomes,
and otherwise improve the well-being of the rural poor. This Project contrib-
utes to that goal by making operational an IRD mechanism and implementing
model for integrated rural development projects which will provide those resources
and services to the rural poor needed to achieve increased production, employ-
meat, incomeg,and well-being.

This first in a series of IRD projects will focus mainly on the
agricultural aspects of the rural poor's livelihood. Agriculture rezains
the economic base of the rural poor, providing a large proportion of real
income and taking up much of the working hours of this group. However, as
discussed above, because of small plots, poor soils, arid climatic conditions,
lack of technical knowledge, lack of accessibility of credit, supplies,
infrastructure,and services, a difficult marketing situation, and lack of
effective organizations to serve their interests, the typical small farm



family is unable even to feed itself and is locked into a cycle of poverty
which includes the need to migrats, the need to work off-farm for extremely
low wages, malnutrition, and severe social problems. Taking agriculture in
its broadest sense to include all activities performed on the farm, the
Project proposed herein will attempt to improve the agricultural productivity
and incomes of the rural poor in selected geographic areas.

Through a series of closely interrelated projects, time-phased
over three fiscal years, USAID will provide follow-on assistance concentrated
in part in the same gecgraphic areas. By the end of FY-1982, IRD projects
involving all proposed interventions should be in full implementation,
although AID funding limitations could push this time table into FY-1983.
Each AID project will be self-contained but will form one building block
in support of a comprehensive GOE integrated rural development program.

The first and largest intervention, proposed in this PP for FY-1980
funding, will set the institutional and field level framework for the entire
program., It will stress mainly agriculture and related activities, for the
following reasons: (1) because of the importance of increasing the product-
ivity of the rural poor, (2) the need to create an improved productive base
within the selected IRD regions, and (3) the experience and readiness of
agricultural sector institutions to participate in an integrated development
approach. USAID also believes that the disaggregation of interventions and
their time-phasing will help facilitate project planning and management,
permit greater concentration on institutional improvements at the implementing
agency and field levels, and help reduce the difficulties of what will
undoubtedly be a complex program to implement (see Issues No. 3 and 4) -

In FY-1981 three additional interventions (probably incrementally
funded) will follow, through an AID Rural Health, Nutrition, and Potable
Water Loan, a Family Planning Grant, and a Forestry and Soil Conservation
Loan (see FY%1981 Congressional Presentation for further details). Through
its FY-1981 HIG USAID may also attempt to direct some funding into rural
housing within the proposed IRD regions. And in FY-1982 USAID hopes to
round out its inputs into the IRD program with an agroindustry/rural enter-
prises loan and a rural education/skills training loan (see FY-1982 ABS for
further details). These follow-on projects will be smaller than the
initial AID interventions because *hey will be able to build upon and
utilize community organizations, trained manpower, and physical infra-
structure that are being provided through the first AID funded IRD project.
Interventions which attack all major rural poverty constraints within the
IRD regions should be in full implementation by FY-1982/83.

The proposed Project's purpose, therefore, is to make operational
an TRD mechanism so that IRD projects can be replicated throughout Ecuador.
One of the principal ways of institutionalizing the mechanism will be by
undertaking two model integrated rural development projects, with
interventions (starting in agriculture and moving into other sectors)
which will have a significant impact on the productivity, incomes, and



well-being of the target group. The end of Project status is the success-
ful inscitutionalization of the GOE's IRD machanism and the initiacion by
the GOE of other integrated rural development projects using models
developed through the AID Project but utilizing non-AID funding. The two
subprojects selected for implementation with AID financing have end of
subproject indicators on percent increase of real income, percent increase
in factor productivities, percent decrease in migration, and percent
decrease in malnutrition of beneficiaries crwpared with their situation
before the subproject.

The IRD mechanism to be establighed is discussed in more detail
in Part II below. Basiczlly, it is conceptualized as a supply and demand
" model. On the supply side, the mechznism recognizes the need for adequate
funding and greater coherence in the planning and implementation of IRD
projects. It also recognizes the importance of coordinating the delivery
of resources at bozh the national and local levels and of developing more
cost-effective delivery systems that involve the participation of the poor.
To these ends, IRD planning, monitoring, and evaluation units and a financial
fund will be established within the RDS, not only to plan but to coordinate
the actions at the national level of the various implementing institutions.
Also, regional level organizations (e.g., regional development authorities,
MAG zonal offices) will be strengthened to provide coordination of implement-
ing institutions at the local level.

On the demand side, it is recognized that the rural poor must be
organized and that procedures must be developed so that they can articulate
what resources and services they most need and so that they can participate
in their delivery. To these ends, target group liaison organizations-will
be strengthened, and methodologies developed to improve the linkages between
such organizaticns and those responsible for the provision of services.

As indicated above, a fundamental part of institutionalizing the
IRD mechanism will be the financing of two IRD subprojects, one in the
Quimiag-Penipe area of Chimborazo Province and the other in the Salcedo
area of Cotopaxi Province. The Project will also help the RDS plan at
least one additional subproject listed in the National Development Plan,
undertaking this planning activity through regional development entities.

Each of the components of this Project = (1) IRD Institutional
Assistance, (2) Subproject Salcedo, (3) Subproject Quimiag-Penipe, and
(4) Planning and Regional Development Assistance - are described and
analyzed in the following sections.



II. DETAILED DESCRIPTION OF PROJECT COMPONENTS

A. IRD Institutional Mechanism

1. Existing Institutional Structure

Ecuador has utilized several IRD models to date in its attempt
to address the problems of rural poverty., The most widespread has been
the PIDA ("Proyecto Integrado de Desarrollo Agropecuario”). Though not
a fully integrated rural develcpment concept, the PIDA has attempted to
address all aspects of agricultural production; on an ad hoc basis it has
algso gotten into interventions in health, education, and other sectors.
There are some 21 PIDAs functioning or in advanced planning stages in
Ecuador, and both the Salcedo and the Quimiag-Penipe ' projects-have
been PIDAs for several years. The PIDA model has been successful in get-
ting a higher level of assistance to its target areas than otherwise
would be the case. Ita biggest weakness, however, has been its inability
to get institutions other than MAG effectively involved. Consequently,
MAG in most cases has ended up building irrigation systems, comstructing
roads, building schools and health posts, installing potable water systems,
handling marketing of agricultural inputs, and trying ‘to solve land tenure
problems. Given its small budgets as well as lack of expertise in these
areas, MAG has been relatively ineffective in providing these services,
which by law are supposed to be provided by other institutionms. :

A second model in use in Ecuador has been IRD projects carried
out by regional development authorities. The IDB projects with CREA, PRE-
DESUR, and CEDEGE are examples, while twuv joint CREA-MAG PIDA projects are
variations of both this and the PIDA model described above. The regional
development authorities have been perhaps more successful than MAG in de-
8igning activities which are appropriaie for the areas, but the projects
have suffered from the same problem described earlier of not getting the
necessary support from the other ministries and agencies involved in
rural development activities. In response, the regional authorities have
attempted to develop their own "in-house" extension, road building, irri-
gation, research, and health and education capabilities much like MAQ in the
PIDAs. This in turn has further accentuated the fragmentation, duplica-
tion, dispersion,and dilution of institutional efforts in the rural sector.

A third model is that of the Tungurahua IRD project being
funded by the IBRD. In the design of the project MAG was designated as
the lead institution, with other rural sector institutions given defined
roles to play. Participating agencies include BNF, INERHI, IEOS, =
the Ambato Electric Utility Cooperation.and the Provincial Governmemnt of
Tungurahua Province. Coordination is to be effected by two committeas 'at
the local level. Though this system fulfills the objective of decentraliz-
ing IRL activities, experience has shown that it is difficult to get ef-
fective coordination among institutions without a strong national body
able to apply pressure and provide guidance and funding. Implementation
of the Tungurahua IRD project has been delayed by weaknesses within MAG-
and- by difficulties of the coordinarion system being used for this pro-

ject.
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Clearly, a fully effective IRD model has not yet evolved in
Ecuador. This Project will assist the GOE develop an improved institu-
tional mechanisa which can efficiently and effectively be used for all
IRD projects. The mechanism will build on the strengths of the various
models already in use, vhile addressing the weaknesses which those models
have not been sble to deal with. The following subsection describes the
mechanism.

2. The IRD Model

a. Description

The IRD model is composed essentially of four levels. At
the top is the Rural Development Secretariat, a supra-cabinet level insti-
tution which will provide the top level support needed for IRD projects,
will assure coordination among all involved institutions, and will manage
and assure the financial aspects. If a coordinated approach to rural de-
velopment is to be successful in Ecuador, experience to date indicates
that such coordination can only be brought about by a strong natiomal
organization that is not a part of any one functional ministry and which
has thepolitical "clout" to bring about coherent and coordinated responses
at national, regional, and local levels.

At the next level are the participating institutions (e.g.,
MAG, INERHI, BNF, MOP, MOH, MOE), which will carry out IRD project compo-
nents under agreement with the RDS. The next level is the participation
of regional development authorities, the respective IRD Project Offices,
and analogous organizations, which are needed to coordinate local actions
and to bring a local perspective to planning and implementation. Finally,
there are the beneficiaries themselves and their organizations, the latter
being the essential vehicles for assuring that benefits reach the target
group and that the target group is able to participate effectively in the
programming and de ivery of the development activities affecting them.
Each of these levels of the model is discussed separately below.

b. The Rural Development Secretariat (RDS)

The RDS, which will operate either within the Presidency
or as part of CONADE, will be the overall planning and coordinating mecha-
nism for IRD. The RDS is also expected to house the Rural Technology
Transfer System (RTTS) aid the Nationmal Rural Training System. These two
systems will be closely coordinated with the IRD systum, although they
«#ill also carry out activities to benefit campesinos outside IRD project
areas.

As related to IRD, the RDS will have four principal func-
tions: mobilizing political support for IRD, planning IRD efforts, co-
ordinating - and monitoring the implementation of IRD projects, and obtain-
ing and providing the financing for IRD activities. As to mobilizing
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political support, the RDS will work closely with the President and his
cabinet, and with rural sector institutions, to define pricrity areas
for IRD projects. This will be closely combined with the planmning pro-
cess, for IRD activities will also 'ave to fill economic znd other cri-
teria in order to be acceptable for ‘inancing. As to coovdinating and
monitoring the implementation of IRD projects, this will be dome by
utilizing signad agresements between tae RDS and the appropriaste imple~
menting agencies, the regional development authorities, and local.commu-
nities themselves. The financial arrangements will be conducted through
an IRD Fund to be located in:the Central Bank but to be controlled by the
RDS. In addition to tke above four functions, the RDS wil. he responsi-
ble for evaluatiag the national IRD program and for assuring that indi-
- vidual TRD projects are evaluated.

The RDS will be headed by an Executive Secretary, respon-
sible for the Secretariat's actions and for interacting with the Cabinet
on IRD policy. He will hold ministerial rank. An Executivs Director will
be named to direct the day-to-day operaticns of the Secretariat. A number
of techniciams (now estimated at about twenty-five), recruited from public
sector agencies and sssigned to.the RDS, will provide technical support..
An administrative team supported by RDS' own funds will complete the umnit.
For each IRD project, the RDS Executive Saecretary will app-int a Project
Director, who will have full responsibility for the piamming, organizatiom,
programming, and implementation of the project at the field level. His res-
ponsibilities will also include establishlng institutional agrewiients bet-
ween the RDS and the participating agencies, the approprlate regional de-
velopment authority, and the iozal communities. .

The RDS will have two units exclusively concerned with IRD
projects. One is an IRD planning and evaluation unit, which will establish
a data base, analyze GOE policies as related to IRD, design and otherwise
plan specific IRD projects, establish general procedures for IRD project
monitoring, help in the evaluations of individual IRD projects, and carry
ov: evaluations of the IRD program. The other uni: will be directly in-
volved in IRD project implementation and will establish and help momitor
individual IRD project activities. Because of the larpe number of instiru-
tions involved and contractual. arrangements required, this umit, for adminis-
trative purposes,will probably be divided irto three subunits, one
concerned with the productive aspects of the rural poor, one with social
gervices, and one with supporting infrastructure. In addition to the two
units exclusively concerned with IRD projects, two other units will be
directly involved with IRD. One is the unit concerned with the natiomal
rural training system, which will provide all the training for IRD projects
as well an other rural training activities. The othear is a financial and
administrative unit, which is also expected to support the RTIS and othar
RDS activities. The above is charted grapnically in Figure 1.

¢. Implementing Institutions

At the IRD project level, a series - of institutions will
carry cit specific activities. These will be spelled out in signed agres-
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msnts between the individual institutions and the RDS. In order to ef-
fectively administer these activities, each IRD project director will
have various specialists assigned to the IRD project by the implementing
institutions, based on signed agreements. Each local IRD Project Office
will be staffed by a multidisciplinary team composed of officers from
participating GOE agencies. It is expected that each team will initially
include extension personnel from MAG, research specialists from INIAP,

a land tenure expert from IERAC, irrigation specialists from INERHI, a
marketing technician from ENAC, and a BNF credit officer. This core group
will be based on an expansion of the already existing PIDA organizational
structure. As complementary IRD components begin implementation, tech-
nical personnel from other ministries/agencies (e.g., MOH, TEOS, MOE, INN)
will be added to the local IRD Project Office. These specialists will
work with the target group through contact agents, as will be explained
in detail below. The above is charted graphically in Figure 2.

d. Regional Institutions

Though the existence of a project director and-of signed
agreements between the RDS and implementing institutions should in theory
assure local level coordination, in practice this will not be sufficient.
Effective integrated rural development..depends heavily on .a.consensus.
among all local interests and on having an organization with a vested
stake in the area, i.e., wn having an organization which both feels that
the local people are its constituency and has sufficient structure, pres—
tige, and political importance to deal with problems and delays when they
arise. This will be the special role of the regional institutiops, during
both the design and execution of IRD projects.

As discussed later, Ecuador has several existing regional
development authorities covering abcout half the country. The GOE intends
to establish similar organizations in those areas where they do not exist.
(The Project will assist in the establishment of one of these, in the
central Sierra region where the two AID-financed IRD subprojects will take
place). Until then, this role will be taken by the local provincial coun-
cil ("Consejo Provincial") or by some other existing local body. Once es-
tablished and/or strengthened, it is expected that the regional development
authorities will gradually assume much of the responsibility for identify-
ing and planning IRD projects and coordinating and monitoring local IRD
activities, as is now being partially drue by CREA, PREDESUR, CEDEGE, and
CRM. This role is seen as crucial to the ultimate replication of IRD pro-
jects and will be formalized for each project by a written agreement bet-
ween the RDS and the appropriate regional institution.

e. Local Level

At the local level, IRD projects will utilize a three-
component approasir to provide the project inputs to the target beneficiaries.
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One component is the use of small farmer organizations. In most cases in
the Sierra, this will be the comuna; waile on the Coast, the cooperative
or organized comunidad is expected to prevail. Second-level organizations
such as associations or federatioms will also be used when appropriate.

A second component is the use of contact agents. These
will usually not be the same as the profesionally trained technicians
assigned to an IRD project by the participating institutioas, but will be
lower level paresprofessional or :semiprofessional personnel assigned to
work directly with certain geographic segments of an IRD project area on
all sectoral aspects of the project. The contact agent may work with his/
her communities on irrigation, road construction, health sesvices, small
animal production, and many other activities, serving as liaison between
the communities and the more skilled sectoral technicians. The contact
agent may have training as high as the agrénomo or as low as an experiemnced
farmer paraprofessional, depending on the particular project needs. How~
ever, whensver possible, all contact agents will be from the local commu~
nities being served by IRD projects.

The third component is the establishment of a formal feed-
back mechanism in each IRD project. The relationship of the contact
agent with his/her communities will, of course, engender feedback, but a
more formal mechanism is needed to assure organized campesino input into
major decisions affecting them and to enable small farmers to -voice com-
plaints and receive information. This feedback mechanism will be centered
around a local committee, composed of representatives of small farmer
organizations (e.g., comuna presidents) as well as the local representatives
of the various participating agencies. The IRD project director will at-
tend the committee's meetings but will not be a member..

In addition, each comuna or comunidad being served by an IRD
project will develop a formal evaluation system of the IRD actions being
undertaken by individual technicians and/or participating agencies. Such
a feedback system is already being utilizéd on a limited basis in sevezal
rural development programs that involve coordinated inputs from different
GOE agencies and technicians. Through this system, local communities rate
the performance of individual technicians or participating agencies on a
monthly basis, and these ratings are posted at a central public location
within the community (usually on the wall of the community center). With
such reports, the IRD Project Director, through periodic imspection trips,
can quickly capture the overall performance of the project staff and take
corrective action. Such a feedback system,combined with regular consulta-
tions with comuna presidents and the selection of contact agents from
local communities, should ensure adequate mechanismg of community parti-
cipation in the planning, monitoring, and delivery of IRD project resources.




The above four subsections describe the components of
the IRD model which this Project expects to institutionalize. The model
will be utilized in the two IRD subprojects to be financed under the Pro-
ject, as well as made part of other subprojects to be planned. Essential,
of course, to the working of the model is a series of linkages among its
several components. These linkages should be self-evident from the above
descriptions and from Figures 1 and 2. In summary, it is a fully integrated
system. The RDS is linked from the highest GOE decision makers directly to
the individual IRD projects. Also, as will be described in the following
subscction, the RDS' IRD Planning and Evaluation Unit will interact direct-
ly with small farmer groups in the design of IRD projects.

At the IRD project level, linkages are present at all
levels. The IRD project director and the IRD project support staff of
technicians will interact with small farmer organizations through contact
agents, and the organizations will feed back their desires and complaints
through their contact agents, through the formal local committee,and through
community evaluations of the project staff. The local regional development
authorities will also have linkages with both the RDS and with the respec=-
tive IRD project directors, so as to be able to effectively lend support to
IRD projects under their jurisdictionm.

g. Participatory Strategy

The IRD model establishes flows of goods and services from
participating organizations to the small farmer target group, and for feed-
back from the small farmer to the participating organizations. As described
above, the crucial linkage for both of these to happen is that between con-
tact agents and small farmer organizations. Also, the local committee will
serve as a more formal mechanism for small farmer participatiom.

Two important means to effect maximum small farmer participa-
tion will be community participation in the planning process and the use of
written community agreements, similar to those between the RDS and the part-
icipating institutions. During the planning stages of an IRD project, the
design team will have a series of meetings with each small farmer group in
the area, in each case with the small farmers encouraged to state their
opinions and aspirations. In every such meeting, however, it will be made
clear that there will be a limit on what can be provided and that local part-
icipation in the work and provision of resources for project activities will
be required. At these meetings, the small farmers will be asked to elect
representatives of their groups; these representatives will then participate
with the design team on some of the more detailed aspects of planning for the
project. A participatory process similar to but less extensive and formalized
than the above was followed in the design of the two IRD projects to be
financed under this Project; the process will be formalized as these IRD
projects go into the final detailed design stage. The above process will
also be followed in the various IRD projects yet to be designed.



Once an IRD project is fully designed, the IRD project di-
rector will enter into a signed agreement with the comuna, cooperative, or
other community unit. The agreement will specify the responsibilities and
resource commitments of the community to the project. It will also lay
out in detail all project activities and targets. Community representa-
tives will meet at least quarterly with the IRD project director and the
participating institutions' technicians to review progress to date.

Though the use of written agreements may appear to make
the IRD projects rigid, the intent is precisely the opposite. Both the
GOE and USAID intend that the model be flexible and permit a number of
innovative approaches to IRD. For example, in one IRD project the use
of mid-level contact agents to work directly with beneficiary groups may
be programmed; in another, higher level contact agents could be used, to
be assisted by quickly trained local promoters. In one IRD project the
congistency of the local committee could be different from that in another
project. In one IRD project exemplary farmers could be hired as demonstra-
tion agents, while in another, more traditional methods might be used. In
short, many variations of the details are possible, and it is expected that
several different participatory models will be tested and evaluated to
determine what works best, why, and under what conditions. The purpose of
the agreements is to assure that there is a good understanding and concurrence
by all parties about what will be taking place.

h. Training

Training will be an essential part of the IRD model. It
will have three principal elements. One will be training project level
technicians. Some of this training is expected to be in technical areas.
For example, a person might be an expert in large scale production of a
certain crop, but may have to learn the best techniques for producing the
same product on a smaller, nonmechanized scale. Or a techaician who is
some years out of school may need to brush up on the latest techniques in
his/her field. Other training will be to teach technicians how best to
deal with small farmers. These may include communications techniques, the
basics of community development thecry, the indigenous language of the
area, and the basics of rural sociology.

The second type of.training will be directed toward the
contact agents. Depending on their educational background (for this group
may include individuals as disparate as experienced agrénomos versus un-
educated local farmers), these individuals will have to be taught a va-
riety of technical subjects (ranging from pruning fruit trees to rebuilding
latrines). They will also be given orientation to the IRD model, their
roles in it, and how to obtain technical expertise and other assistance
in specialized subject areas beyond their personal expertise. The con-
tact agents will also be trained in communications techniques, group
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dynamics, and other subjects they will need to effectively deal with small
farmer commmities. -

The third type of training will be directed toward the
small farmer beneficiary himself. It i¢ here that a number of different
and innovative techniques will be used, including training manuals, video-
tape recordings, simple leaflets, radio broadcasts, posters, slide pre-
sentations, field demonstration days, community meetings, and one-to-~one
contacts. * Annex D provides additional details on this training.

The RDS Training Unit will design project-specific/train-
ing modules for each type of training within each IRD project. The modules
will be based on specific need assessments to be conducted together with
the group to be trained., As far as'conducting the training, the Training
Unit, in concert with implementing institutions, local universities, and
TA advisors, will carry out the training for the technicians. The IRD
project director and the technicians will train the contact agents. And
the contact agents, together with the technicians, will conduct most of
the campesino training. Some of the latter may also be done by the RDS
Training Unit under some of its broader programs, such as campesino leader-
ship training at organized training centers. Assistance to the RDS Training
Unit will be provided through a DSB/ED regionally funded proiect. as
described later. and in Annex D.

3. Implementation Details

a. PFinancial

The IRD Fund will be located in the Central Bamk. Control
of it will rest strictly with the RDS. It is expected that large expendi-
tures, whether transfers (e.g., to INERHI to pay some of the costs of an
irrigation canal) or cash expenditures (e.g., to an outside comtractor),
will be made only by the RDS. The project directors for individual IRD

* In the 1960s and early 1970s, USAID developed and implemented two grant
projects whose primary purpose was to develop approaches or technologies for
encouraging campesinos to definc their own problems ard to facilitate their
participation in the solution of these problems. The Campesino Leadership
Project and the Rural Non-formal Education Project were particularly suc-
cessful in developing a series of innovative technologies for training cam—
pesinos and for working with "Community Facilitators" or contact agents.

A number of excellent impact evaluations at the target group level exist on
these projects,and they will be used for implementing the IRD Project. The
success of these projects was limited because they focused almost exclusive-
ly on the demard side of the problem (i.e., helping campesinos to articulate
their own problems), and they did not concern themselves with the supply side
of the problem (i.e., delivery of resources and services). Evaluations in-
dicate that these projects were very successful in getting campesinos to de-
fine their problems, but once defined, the supply system was not usually in
a position to deliver resources and services. This often led to disilluwion-
ment and further alienation at the community level. The IRD Project proposed here-
.ix will deal with both the supply and demand side of the problem.



- 24 -

projects will be able to draw on the account for smaller expenditures
(the amount to be determined on a case by case basis) within certain guide-
lines.

A number of accounting arrangements will have to be made
givan the nature of various institutions' financial requirements. For
exsmple, AID mey digburse directly to a supplier and charge the amount
against a subproject. Or one of the participating institutions may pro-
vide its counterpart contribution in-kind rather than through a monetary
transaction.

The IRD Fund is expected to combine resources from many
sources. AID, for example, plans to finance at least two IRD projects on
a multi-phased basis by sectoral activity. The Project proposed herein
will finance interventions closely related to agriculture. Follow-on pro-
jects will finance health, potable water, nutrition, forestry, soil con-
servation, nonagricultural employment, and educational activities in at
least the same geographic areas. GOE counterpart will come from central
governmer - budget allocations as well as certain support from the partici-
pating institutions. Other donors desiring to finance IRD activities will
be expected to do it through the IRD Fund.* In short, while being a firm-
ly established financial mechanism, the IRD Fund must have procedures which
allow it to operate among a variety of disparate financial sources con-
tributing for different IRD activities. The establishment of the
Fund and its operating procedures will be a condition precedent to
first disbursement of assistance for this Project for all AID funding
except technical assistance.

b. Administrative

Mogt administrative arrangements will be conducted and
managed at the IRD project level, based on procedures developed at the
central (RDS) level. The RDS will also have a basic oversight and audit-
ing role to assure that the administration of the individual IRD projects
is proceeding smoothly.

The RDS' Administrative uad Finance Unit will prepare
guidelines, procedural manuals, and the various forms to be used in IRD
projects. Many of the procedures will be quite detailed. For example,
all contact agents and field technical personnel will have detailed daily
activity sheecs, which will require the signatures of farmers visited or
the heads of small farmer organizations worked with. The purpose of this
procedure, however, is not to create unnecessary paperwork nor impose
rigid and counterproductive controls on extemsion persomnel. It is,
rather, to assure that extension actions taken are as planned and meet
with the approval and understanding of the beneficiary groups. Likewise,
the Administrative and Finance Unit will try to assure that every procedure
has a good reason behind it, thus keeping paperwork to a minimm,

* GOE officials have informed USAID that the RDS will assume monitoring
responsibility for all IRD projects currently under implementatiom in
Ecuador.



- 25 -

Each IRD project will have its own local administrative
staff, likely limited to several clerical and accounting level persons.
They will take care of all day-to-day paperwork, plus will be in charge
of disbursing for per diem and other small expenses at the project level.
Most paperwork will remain at the project level, with a few monthly sum-
maries being forwarded to the RDS.

¢. Evaluation

The IRD Planning and Evaluation Unit in the RDS will
conduct evaluations of the entire IRD program. These evaluations will
use as data the results of individual IRD projects as well as othzr in-
formation, More details on these overall evaluations are presented in
Section 1V, B.

: Each IRD project will be evaluated by the local project
team, with the assistance of the Planning and Evaluation Unit. An objec-
tive is to utilize simplified data instruments which the rural poor can
themselves use to collect and have at their disposal information which
will be useful both for the project and for them. Two such instruments
are contemplated. One is a system whereby farmers collect their own data
on yield, production costs, and net income for selected individual crops
and animal types. A second i to have mothers plot the weight-for-age
of their pre-school children, thus monitoring their nutritioaal status on
a monthly basis. Together these two instruments should allow the progress
of the projects to be charted, plus have a distinct utility for the tar-
get group. The procedures for obtaining these measurements will be out-
lined in the agreements between RDS and the communities; and a considera-
ble part of the contact agents' time is expected to be taken up in
monitoring and assisting with this on-going evaluation procedure.

4, Technical Assistance

In order for the contemplated IRD system to work effectively,
considerable TA for institution-building and strengthening will be required.
As stated above, the basic purpose of this Project is to build a better insti-
tuticaal wechanism:~ and system - for serving the rural poor,and funding for
TA costs will be vital for ensuring the success of this objective. Techni-
cal advisors, supporting studies, equipment, and other related inputs for
asgisting the GOE build its new IRD mechanism, for implementing the Quimiag-
Penipe and Salcedo IRD subprojects, and for planning at least ome other IRD
project will require approximately $2, 548,000 in AID funding  (See' Table II.1).
$1,838,000 is proposed for grant funding (see Part III,Section E for a
detailed justification for grant funding) and $710, 000 will be loan funded.
In addition, supporting TA from other AID projects will deal with specific
requirements. For example, the Rural Technology Transfer (Title XII) Sys-
tem Project will finance the development and testing of small farmer techno-
logical packages required within the IRD target zones. The Training for
Development Grant will strengthen the management capacity of IRD implement-
ing agencies. And a DSB/ED project will assist the RDS develop and implement
its rural training system. :



Technical. assistance will be directed at three levels: the
RDS, in order to enable it to effectively plan, monitor, and otherwise
support IRD projects; the regional organizations, to enable them to pro-
perly carry out their unique supporting role; and the individual IRD pro-
jectsthemselves, so that successful implementation will lead to institu-
tionalization of the model. Though directed at these three different
levels, all TA will be coordinated by and channeled through the RDS.

4. Technical Assistance at the National Level

AID's technical assistance to the RDS will be coordinated
closely with complementary assistance being provided by other donors.
FAO has recently signed an agreement to provide limited assistance to the
central IRD mechanism in IRD policy analysis, IRD project design and plan~
ning, technical aspects of crop production and marketing, and rural edu-
cation. IBRD has had an on-going loan-funded TA project for some time
with the Rural Planning Unit (UNDER) of the former National Plspning Junta
(JUNAPLA). UNDER has already passed to CONADE and is expected to be part
of the RDS. The TA is also in IRD policy analysis and IRD project design
and planning. AID intends, therefore, to concentrate its TA in aspects
not covered by the other donors' assistance, particularly IRD management
and evaluation.

A careful review of the RDS' technical assistance needs, tak-
ing into account the other donors' assistance, reveals the following gaps
wvhere AID assistance will e required: (1) in IRD administration and
operations, including the preparation of operations manuals; two person-
years of TA will be supplied under the Project; (2) in IRD information
systems and data processing; two person-years of TA will be supplied under
the Project, plus $100,000 will be allocated for the purchase of a mini-
computer data and word processing system; (3) in evaluation and monitoring
systems for IRD; 2.5 person-years of TA will be supp.iied under the Project;
and (4) in IRD financial administration; 1.5 person-years of TA will be
supplied under the Project. Three hundred thousand dollars, loan funded,
will be made available to the RDS from the Project for equipment and ve-
hicles, including the mini-computer system mentioned above. Three hundred
thousand dolla:y will also be made available for bringing in short-term
consultants as needed, financing attendance at seminars, providing train-
ing for RDS perscane’.,, and other.similar activities. One hundred sixty
thousand dollars will be made available to the RDS to help it carry out
planning and evaluation activities, particularly of the two IRD projects
to be financed under the Project. 1In total, $1.4 million of AID funds
will be made available for suppoxrting TA activities to the RDS, including
eight techpician rs of services and $760,000 in other funds. In additiom,
approximately nine te cian years of services will be provided the RDS
from the AID centrally funded Rural Training Project, and up to 10 from the
other AID projects making up the IRD Program.
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b. TA at the Regional Lavel

The regional development organizations will play an important
coordination and consensus achievement role during both the planning and
implementation of IRD projects. They will be critical for ensuring IRD
replicability. As indicated earlier, some regional development authori-
ties already exist; one of these—CRM in Manabf--will be the subject of
assistance in this Project as it is the regional authority for the area
encompassed by the subproject to receive planning assistance under the
Project. Some other areas of the country (e.g., the central Sierra) do
not have regional development authorities, but their creation is being
proposed. Until then, provincial councils are typically serving that
role. The area within which the two IRD subprojects to be funded under
the AID Project fall, i.e., the central Sierra, is an area which current-
ly has no regional development authority. The GOE is proposing that the
area--composed of four central Sierra provinces (Bolfvar, Chimborazo,
Cotopaxi, and Tungurahua) and currently deuignated Region 4—~develop
such an authority.

Under the Project, AID assistance will be provided to CRM and ...
to the new Region 4 development authority once it is created. The assist-
ance will ve in administration, operations, project management systems,
project identification, and project plamning. This will total about 0.6
person~years of TA. The Project will also finance survey costs, certain
local expenses, and some limited equipment and vehicles to these organiza-
tions. This assistance will be approximately $128,000. Until the Region 4
development authority is created, or if it appears that it will not be
created, some or all of the assistance planned for it may be channeled
instead to provincial councils or to other organizations assuming the re-
gional role. :

The Jipijapa IRD project, to be planned by CRM under the
guidance of the RDS, will require primarily survey and study costs. Also, .
a small amount of test intervemtions will be undertaken. The total amount
of Project funds allocated for the entire planning activity is $240,000,
divided between loan and grant financing. The Project will also :ake a-
vailable $180,000 to the regional institutions for undertaking other IRD
project planning.

c. TA at the Project Level

The TA needs have been carefully assessed for the two IRD pro-
jects to be financed under the Project. All such TA will be supplied to
an individual IRD project through the RDS, though the technical advisors
will interact on a daily basis with the respective project director or
project planning director.
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Each of the two projects to be financed will have a technical
advisor for 2.5 person-years in project management, plus an irrigation
specialist for about one year. The costs under the Project for these TA
advisors will be approximately $560,000. Each IRD projact will also re-
ceive three person-years of TA services in training and community develop—-
ment u der the centrally-funded AlD rural education project. In additiom,
eich Ii. project will receive TA in specific sectoral areas as nutritiom,
health, potable water, rural enterprises, forestry, soil conservation, and
rural education from other AID projects which wili form part of the IRD
program. Also, since soms of the activities under the Rural Technology
Transfer System (Title XII) Project are expected to be located in IRD
areas, soms TA will be obtained from this source. Vehicles, equipment,
and materials for implementing the individual IRD projects are not includ-
ed in this discussion and are described under the subproject descriptions.



TABLE IL.1.
Technical Assistance and Related Items

(From Proposed Project Only)
{US$ 000 except where specified)

ATD Financing

Technician
Item Grant Loan Years
A. TA to the RDS:
1. Administration, Project
Management Systems 160 2.0
2. IRD Information Systems,
Data Processing 160 2.0
3. Planning and Evaluation
of IRD Projects 360 2.5
4. Financial Administration 120 1.5
5. Consulting Fund, Seminars,
Short-term Training . 50 250
6. Equipment and Velicles 300
B. IRD Planning and Regional TA:
1. Administration and Institu=-
tional Support 128 0.6
2. Planning of Jipijapa IRD
Project 80 160
3. Planning of other IRD
Projects 180
C. TA for Subproject Implementation:
1. Project Management Advisors 400% 5.0%
2., Irrigation Specialists 160% 2.0%
3. Local Travel.and” ’
‘Logdstic Suppor: 40%
Totals 1,838 710 16.6
Totals excluding * Items 1,238 710 9.6

GOE
Counterpart

208
208

380
350

190
212

128
240
180

2,096
2,096

NOTE: The asterisked items (*) are also counted in the budgets for the individual
subprojects, Section II. B. To avoid double counting, for those adding the

tables together, use the total excluding asterisked items.
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TABLE IXI.

10(A)

ESTTATED PROJECT COMMITMENT/DISBURSEMENT PLAN

(U.s8. $000)

Piscal Yeaxs RDS Assistance IRD Planning Salcedo ggililcreuin
AID AID AID AID

Loan Grant GOE Loan Grant GOE Loan Grant GOE loan Grant GOk
1980 - 50 100 - _— — - 25 — - 25 —
1981 200 350 200 60 100 100 400 70 500 300 70 600
1982 250 350 400 100 j88 200 700 70 900 1200 70 1200
1983 100 100 400 —-— 100 248 1100 70 1300 1500 70 1900
1984 - - 448 -— - - 788 65 1023 1151 65 2284
Total 550 850 1548 160 388 548 2988 300 3723 4151 300 5984
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B. The IRD Field Level Activities

1. Introduction

An integral part of assisting the GOE build its new IRD
sechanism will be the provision of financial and tachnical assistance for
implementing two IRD projects located in the . .ntral Sierra (Regiom 4)
and for planning one IRD project in Manabi (a coastal province). The
projects and regions are shown on the map op the following page. The new
IRD mechanism cannot be built as an abstract planning concept or copied
from other countries--it must be learned and developed through implemen-
tation and plaoning under different Ecuadorean conditions. Thus, field
level IRD implementation and planning activities should be seen as a
fundamental part of the institution building process being supported by
AID.

The field level IRD projects being proposed for implementation
under AID financing are high priority GOE efforts included in its National
Jevelopment Plan. They were selected as a result of an intensive joint
review with the GOE of some 17 IRD project sites in various stages of
planning. The two sites selected-~Salcedo in Cotopaxi Province and
Juimiag-Penipe in Chimborazo Province--were chosen for several reasons.
The most compelling reason was that they are unquestionably in one of the
areas of Ecuador with concentrations of severe rural poverty. Another
reason for selection was that both projects had been previously selected
by MAG for its PIDA program and that the planning and data-gathering for
the projects had already reached the advanced stage. gtreover, Ministry
md IICA techniciang familiar with the area could be mopilized quickly
to form a team with USAID to complete the detailed planning necessary for
the preparation of this Project Paper. A third reason for selection was
the fact that the project areas were in different provinces in the same
region, thus facilitating working towards the regional development model
envisioned in the IRD model.

A fourth -eason for selection was that while both sites were
in the central Sierra, there were enough differences between them to
expect distinct learning experiences for the purposes of RDS institution-
building. The Salcedo area is more predominantly Indian than the Quimiag-
Penipe area. The farmer and community organization methods and practices
¥ill have to be tailored carefully to these diverse cultural traditiomns.
Another difference is that the population of Quimiag-Penipe is more occ-
cupied in farming for basic income generation than the people of Salcedo.
Finally, the nature of the irrigation activities planned for each area
iiffers. The Quimiag-Penipe project involves the more traditional INERHI
emphasis on bringing more water into the area. The Salcedo project focuse:
to a greater extent on the management of the water within the system and
the exploitation of small-scale systems using ground water.
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The similarities and differences are further detailed in the
description of the two IRD projects that follow below. As indicated in
the CDSS and elsevhere in this Paper, the AID inputs provided under the
Project are largely directed at increesing thc agricultural production
capacity of the target group through coordinated activities in irrigatiom,
credit, extension and adaptivée . research, marketing, land titling, and
road improvements. Assgistance directed at farmer and community organization
is also inrluded. However, major inputs directed at provision of social
services such as health and nutrition, protection of natural resources and
reforestation ,. and prcmotion of rural enterprises must wait for future
AID projects tentatively programmed for ihese purposes.

2. The Salcedo Integrated Rural Development Project

a. The Project Settiug

The proposed Salcedo IRD project is located in the Cantdn
Salcedo of Cotopaxi Province. Located 110 Km. south of Quito on the Pan-
american Highway, the cantdn incorporates the town of Salcedo and the
parishes of Cusubamba, Mulalille, Holgufn, Mulliquindil, and rural Salcedo.
The total land area of the Salcedo cantbn is estimated at 40,000 hectares.
Within this area, the project's target population is over 982 of the total
farm families working 9,036 hectares. '

The cantdn has a population of 35,400. Approximately 82
live iu the town of Salcedo and can effectively be considered urban. The
remaining population, living in small villages and on dispersed farms,
are considered rural. Almest all of the rural families are involved in
farming. Measured in terms of the economic and social welfare of the
families residing in the project area, the arca is socially and economically
depressed. According to a recent USAID study on rural poverty in Ecuador,
the .project is located in one of the two poorest provinces of the country
(the other being Chimborazo). Using such variables as income, degree of
minifundio, infant mortaliity, availability of water, and availability of
electricity, the Cantdn Salcedo ranked among the lowest in Ecuador (90th
out of 94 cantones studied).

As can be appreciated in Table II.2, the area is charac-
terized by extreme minifundio. Although the average farm unit is about
2 Ha., a majority of the farms of under 5 Ha. actually have less than one
hectare. ZLand tenure is relatively insecure for these smallest of farms.
Thirty-one percent of the farms of less than one hectare are being worked
under some form of rental or share cropping arrangement, and much of the
owned land does not have clear title.
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TABLE II.2.

Salcedo's Land Teuure Patterns

Fara Total % Land Z Land Z Land in

Size N* Farms Owned Rented Other Tenure.
01 2,768 69 17 14

1- 5 2,162 89 5 6

5-10 409 97 1 2
10-20 36 87 6 7
20-50 22 96 3 1
50-100 14 93 1 6

Total 5,411

Total 0-10 Ha. = 5,339

SOURCE: Salcedo Diagndstico

The climate of the region is variable, depending on the
altitude. In the lower areas of the Salcedo Cantén (2,600-2,800 meters),
the climate is temperate and rainfall limited. The higher elevations are
cooler and wetter, but with more natural limitations (frost, hail) for
agricultural production. Soils are generally of volcanic origin. How=-
ever, because of topography and land use patteyus, soil conservation
measures must be taken and soil fertility improved in order to fully
exploit the area's agricultural potential. At present, improved pastures
cover more than 4,000 Ha. of the Cantdn, and nstural pastures an even
larger area. Barley, corn, and potatoes are the most important uses of
cultivable land, with smaller areas being devoted to wheat, beans, and
some vegetables and fruit trees. Peaches and apples are the most important
fruits found in the project area.

Markets and market channels are simple, except for potatoes,
which are graded before sale. Storage of other products iz on the farm,
and sales are made on an individual basis in nearby towns, where buyers
gather on market days. Some pre-harvest sales are made to local buyers;
otherwise, sales are made at harvest time for cash. In the absence of
price information, small farmers are often forced to accept whatever
prices are offered. Fruits produced in small quantities are sold mainly
to outside buyers. Prices received for fruit are low because of poor
packing, handling, grading, and varieties. Most barley is sold to local
users for animal feed. Eighty percent of the area's milk production is
sold to INDULAC (a large dairy products processor) and is picked up from
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sadium and larger farms by the corporation's trucks. Animals sold for
maat are taken mainly to Quito, regional cities, or to the Coast.

Irrigation water is limited within a larg> part of the
project area. Although INERHI has just completed with IDR financing the
Latacunga-Salcedo-Ambato irrigation canal, which will serve & small part
of the project area, most of the target group families do not have access
to a secure source of water. Even the scarce water supplies which do
exist in the ares are not fully utilized because of unlined canals and
ditches, inefficient diversion works, and an almost total absence of on-
farm water infrastructure (e.g., leveling, interior drainage).

The physical and social services infrastructure is limited
and in some areas nonexistent. Access roads are often closed because of
landslides and mud during the rainy season and because of generally poor
maintenance. In the area of health, no integrated programs of health
delivery, including preventive health, exist in the Salcedo project area.
The only services are 12 traditional subcenters and posts located in
several comuna and parroquia centers. The number of doctors, nurses, and
other medical personnel available is low compared with the size of the
population. In the entive cantBn there are only eight doctors and one
nurse. Various parasite diseases, tuberculosis, dysentery, and typhoid
are common. Potable water and sewer disposal facilities are lac«ing even
in the more urbanized centers of the project area. Electricity is also
limited, Salcedo is the only town within the cantdn with & constant
source of electrical power.

Within che project area there are 50 elementary schools
and 4 secondary schools, serving approximately 6,260 elementary and 923
secondary level students. The high drop-out rate from primary schools
in the area is typical of rural areas of Ecuador. Some adult education
programs exist at the community level and reach 450 to 550 individuals.
However, tlie percentage of illiteracy among the adult population is high.
Communication services include a radio station. A community center (casa
campesina) is operated in Salcedo by the ecclesiastical authorities and
is aimed at assisting development in a social religious context.

b. Target Group Profile

There are a number of common features of the typical
target group household in the Salcedo project area. As shown in Figure II.3,
the profile is one of sub-subsistence farming. Over 90Z of the total
agricultural production is consumed on the farm. The area cultivated
averages around 2 Has., with cultivation done by hand or animal power.
Off-farm employment actually is the primary real source of family incoms.
Men migrate on a weekly basis to Quito, Guayaquil, and to the neighboring
small cities of Latacunga, Ambato, and Riobamba in the hopes of securing
off-farm employment. The women and children are left behind to carry on
the major on-farm tasks.



Figure I1.3: Typical Target Group Profile in Salcedo Project Area
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Within the cropping system found in Salcedo are such
crops as barley, corn, beans, peas, wheat, and potatoes. Corn is the
primary crop, but because of the time needed to reach maturity (nine
months or wore depending on variety and altitude), it is often inter-
cropped with beans or peas. It is important to note that although such
crop production does not take place in a commercial sense, it provides
animal feed, food, and income and is critical to overall family survival.

Livestock on a typical farm might consist of a pig, two
or three sheep, a cow, and a variety of small animals (e.g., chickens,
rabbits, guinea pigs). The animal production aspect provides food, income,
savings, wool, and transportation to the family household. Feed for the
aninals is obtained from cut forage (corn leaves), communal grazing lands,
and food scraps.

Because of their high cost and/or lack of accessibility,
modern inputs are not utilized. Animal and crop residues are the only
source of improving soil fertility of the land. Topography is a limiting
factor; nonethelegss, terracing and other methods of soil comservation are
not practiced. Indeed, soil erosion is a serious problem for the small
farm family in Salcedo., And with increasing population pressures on the
land, firewood for fuel is also a serious problem affecting the livelihood
of the Salcedo small farm unit.

Women and children are involved in both livestock and
cropping enterprises. As indicated in Table II.3, the share of total
household labor actually utilized in farming is low. Those farm units
with less than one hectare occupy only 2.7Z of total family labor in
farming. The rest is dedicated to other activities (both on farm and off).
Although the labor utilization rate increases with farm size, the typical
target group family (up to 10 hectares of land) utilizes only frem 2.7%
to 29.22 of household labor in maintaining its subsistance farm. In
essence, farming for the target group is only a part-time occupatiom.

TABLE II.3.

Salcedo: Estimated Availability of Family Labor

and its On=-farm Utilization

Share of Annual Total Utilized 2

Annual 0-1 1-5 5-10 10-20
Totalk Ha. Ha, Ha. Ha,

Labor Available

480 Person Days 2,7% 152 29,22 73.52

* Asgumes 200 available work days per person
Father 1; Mother .7; 2 Children x .35 = 2.4 x 200
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An analysis of sources of income contirms this last
assertion. In Table II.4, the levels and sources of income are given
according to farm size. As can be asppreciated, the family household
with less than one hectare derives 882 of the total incoms from off-
farm sources. In fact, off-farm income is significant for all farm
units up to 10 hectares*.

TABLE II.4.

Estimated Sources of Per Capita Incomes for Target Group - Salcedo IRD
Project
(US$ per capita)

Farm Income )
Farm Value of own Livestock Cash Crop Off-Farm
Size Total Consumption Income Sales Employment
$ $ $ § $
0-1 132 16.0 - - 116.0
1- 5 170 34.2 27.1 43.0 67.7
5-10 190 60.0 40.0 54.0 36.0

10-20 50 25.0 170.0 140.0 15.0

SOURCE: Salcedo PIDA Documents.

The subsistence household in the Salcedo project area will
continue to live in a state of perpetual poverty unless a rural develop-
ment strategy is implemented taking into account the complexities described
above. To make the Salcedo small farm viable, technological and institu-
tional changes are necessary, with such changes, the small farm unit, has
the potential for improving the nutritional standard of the household and
at the same time for creating a marketable surplus. The crop and animal
combination can be improved to increase production, income, and nutri-
tional value. In the subsection that follows, those institutional, economic,
and social constraints that will have to be overcome will be discusased.

c. Constraints to Production

In Part I of this PP z general overview of the on-farm,
market, institutiomal, and social constraints affecting the rural poor in
Ecuador was presented. The target group families of the Salcedo IRD
project are among the poorest of the rural poor; the effect of farm size,

* Uging the Congressional standard of US$150 (1969 prices) converted to
1980 prices (US$320), those farm families in the project area with up
to 10 hectares fall well within the definition of . powerty, including
off-farm sources of income. Many families in the 10 to 20 hectars
category also fall within the definitionm.
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limited access to land, lack of credit, lack of irrigation water, inef-
ficient marketing systems, inadequate access roads, institutional wesk-
nesses, cultural insensitivities, and lack of social services are falt
as much or more in Salcedo as in other areas of rural Ecuador. The
following analysis will concentrate on the most critical factors af-
fecting small farm development specifically in Salcedo.

Water is perhaps the most critical factor limiting small
farm development in Salcedo. Rainfall is irregular, irrigation ditches _ _ _
do not satisfy total water needs, irrigation works.above 3,600 meters
elevation do not exist, ditches are unlined, reflow systems are seldom
employed, and during the past few years the area has experienced unusual
drought conditions. These factors not only affect the existing product-
ivity of the small farmers but also limit their potential to intensify
agricultural production. INERHI has irrigation plans for a part of the
project area, concentrated in the valley portions on either side of the
Panamerican Highway. Four INERHI projects overlap into this section of
the target area. The first, Latacunga-Salcedo-Ambato, is an IDB financed
project which is nearing completion. The Chaupi-Palama canal is in the
early planning stages and will eventually cover a portion of the eastern
valley. The third, Nagsiche, lies to the west and will cover approximately
1,500 Has. The Davalos-Chiriboga canal is completed, but the distribution
system is lacking. However, even with these projects, most target group
farms lie outside the reach of secure water supplies, though some could
be served from the above systems, :

An equally important constraint is the uitlization and
distribution of the land base. The land tenure system in the project
area influences the utilization of land, water, labor, and capital and
has undoubtedly retarded the adoption of new, more productive inputs.
The minifundia families which constitute the project's target group have
had almost no access to additional land resources. This, coupled with
lack of technical =ssistance, product markets, credit, and irrigation
water, has resulted in the small farm problem described earlier. It has
resulted in underemployment and ocut-migration among the labor force
available in Salcedo.

The rural poverty problems in Salcedo must also be at=-
tributed to _:e institutions which are responsible for the provision of
public services. 1In the area of agriculture, those institutions respon=-
sible for research and extension, for example, have not beec™ effective
in dealing with the small farm problem. Lack of institutional focus,
lack of financial and human resources, and at times cultural indifference
have all contributed to their inability to effectively deal with the multi-
faceted production problems of the small farmers.

Still another constraint affecting agricultural product-
ivity in the Salcedo project is the managerial capacity of the small




farmer. For centuries tha small farmer worked the land under the
huasipungo system vhere he simply provided his labor for the right to
till a piece of marginal land. Important production decisions were left
to the patrfn, and he simply obeyed. Since the abolishment of this
system, the small farmer has been put in a position of having to make
resource allocation decisions on his own without the necessary experienct
or information. Obviously, improvements or chainges in agricultural
production and productivity cannot be accomplished without the managerial
skills to make appropriate decisions concerning the allocation of re-
sources in agricultural production.

The above represent the most important constraints af-
fecting small farmers in the Salcedo area. Addressing the constraints
of lack of water, lack of access to land, lack of modern imputs, insti-
tutional weaknesses, and lack of technical information and managerial
skills is the focus that the Salcedo IRD project must take.

d. Proposed Proiject Eienents

There are two focuses of IRD project activities. First
is on those interventions which will have an almost immediate impact on
the preductivity and incomes of the target group. The Project will
emphasize this area, particularly as related to agricultural production.
A proposed FY 1082 project will address the nonagricultural aspects of
productivity and income while a proposed FY 1981 project will address
forestry and soil conservation. The other focus is on those intervention
which are considered "sociai, which have a short-run impact on the well-
being of the target group but only a long-run, indirect impact on
productivity and incomes. Only a small amount of these social inter-
ventions will be covered under this Project. Most will be covered under
a FY 1981 Health, Potable Water, and Nutrition Project and under other
future AID projects.

(1) Interventions Having a Productivity/Income Impact

The project will integrate interventions in irriga-
tion, credit, technical assistance, marketing, land titling, and com-
munity organization. The objective is to get small farmers, male and
female, to produce a mix of crops to bring them higher incomes and in-
creased production.

Irrigation

The proposed irrigation works will address problems
related to lack of water, poor utilization of water, and ineffective
ingtitutional arrangements for water distribution and management. To
increase the water available to small farms, four major activities will
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be undertaken. First, the project will finance the secondary distribu-
tion systems of the DEvalos-Chiriboga irrigation project of INERHI, to
provide new irrigation water to some 495 Has. in the proj-ct area. It
is estimated that 602 of this water will be used for irrigation of target
group farms, the balance being used on larger farms. AID's financing of
this project ($168,000) will cover 602, or the same proportion as is
estimated to correspond to target group users. (An unattached annex,
available in USAID and LAC/DR files, provides detailed plans of the
distribution systems to be built by INERHI)., In addition to the distri-
bution systems of the Divalos-Chiriboga Canal, project funding will be
provided to INERHI to conduct the design and feasibility studies of a
proposed irrigation canal which will tap water from the Nagsiche River.
Once completed, this canal will provide 1,500 hectares of additional
irrigation water to the project area.

Second, additional water supplies will be provided to
the target group from small wells, tapping the available ground water sup-
plies in the area. As indicated in the unattached Irrigation Annex,
studies conducted in the project area indicate the existence of ground
water beginning at 40-100 meters. This activity will, therefore, finance
a series of pumps and on-farm irrigation distribution systems. Each
system will have the capacity to_irrigate 128 hectares and will cost|
approximately 72 thousand dollars.  Depending on location and water
flows, a simple system could cover the water needs of 50-75 small farms.*

Third, the water entering existing camals will be increased
by improvements in the diversion and conveyance works. Diversion works
will be improved, allowing for the capture of more water during low stream
flow periods. Conveyance canals will be lined to reduce seepage losses.
The net result of these improvemenis will be to increase the quantity of
water available to the farms inside existing rudimentary water systems.

Finally, in some of the more outlying areas, efforts will
be made to identify small stream sources where water has not yet been ef-
fectively diverted. While almost all water is currently claimed, efforts
will be made to identify a few sources not fully owned and bring them
into use. A total of 7,000 hectares of land is expected to benefit from
small well systems, improvement of existing canals, and diversion of
streams. The cost to AID will be about $150 an hectare ($1,050,000), to
be. supported by an almost equal amount of counterpart ($995,200), which
will be primarily INERHI supporting services.

As important as increasing the volume of water to the farm
is the improvement of water use practices inside the farm. Farm level
infrastructure (land leveling, ditches, portable plastic dams, drainage,
and overland return conveyances), properly installed, can improve the
efficiency of water use and increase the effective quantity of water on
the farm. Irrigation practices (e.g., the frequency and depth of watering)

* See unattached annex mentioned above.
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and related cultivation practices (e.g., water conserving orchard ground
covers, vater saving cultivation methods) will comstitute an integral part
of the technical assistance provided to project group members. In some
areas where topography is particularly broken, pressurized systems uti-
lizing low cost sprinkling equipment may be a practical solution, and
will be tested and demonstrated. Credit will be made available for such
on-farm irrigation works ($442,800, or about $63 per hectare for 7,000
hectares).

The institutional problems in irrigation will also be
addressed. The project proposes assisting INERHI jin establishing an
institutional capability to identify, design, and implement nontraditional
low cost irrigation systems. A small amount of funds has been budgeted
for training and technical assistance to assist INERHI in building such
an institutional capacity. Technicians from the Salcedo project area will
be encouraged to be part of the training effort.

Technical Assistance and Credit

Technical assistance, combined with modest amounts of
‘credit, will be focussed on improving the agricultural technology used
on subsistence crops and animal systems; and technical assistance combined
with more substantial credit will be focussad on expanding production to
more market oriented crops. This credit will be in addition to the on~farm
irrigation credit mentioned above. Since it is impractical to immediately
change the crop mix of all farms toward market agriculture, one major focus
of the project is to improve subsistence production in both crops and live-
stock in order to augment the food supply at the farm household level. This
process involves providing production credit and technical assistance for
basic grains, beans, and small animals. The credit will be oriented to
financing improved seed, fertilizers, and other modern inputs oriented at
improving yields. Yields in these crops currently are low. By making
modern inputs accessible and minor adjustments in cultural and sanitary
practices, crop and animal yields can be increased significantly, thus
preparing the small farmers for later, more intensive agricultural pro-
duction and crop mix changes.

For farmers with access tc Jater, the project erpects to
move at least part of their production into income producing cash crops.
Three cash crops for which the area has great potential are fruit trees,
vegetables, and potatoes. In the cases of vegetables and potatoes, credit
will play an important role in financing the relatively high cost of
fertilizers, seeds, and pesticides. Fruit trees will require mediuve~term
credit to allow farmers to wait the four to five years before the trees
begin to produce.

Technical assistance will be given both on the subsistence
and on the cash crops. Consultations between project personnel and INIAP
will define the moat appropriate technologies. Trials and demonstrations
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will be set up by the project technicians, with further dissemination
being provided through the contact agents. Vehicles, supplies, and
equipment will be financed under the project to support their efforts.

Marketing

Marketing under the Salcedo project will have two components:
getting inputs to the farmers, and making sure their cash crops bring suf-
ficient return. As to the former, there are three actions which will take
place under the project. First, a nursery will be established by MAG for
the reproduction and distribution of improved fruit stock. Secondly, a
small animal reproduction center will be established by MAG to make avail-
able improved breeds in rabbits, guinea pigs, chickens, pigs, bees, and
other small animals. Third, MAG and the BNF will jointlv establish an
input supply center, primarily for the distribution of improved seeds. An
objective of the project is to eventually have the project beneficiaries
run the center through a federation of their comunas.

As to marketing production, the project will establish
under MAG and ENAC supervision a small, well equipped marketing center in
Salcedo for potatoes and fruit. This will require an extremely close
working relationship with the comunas. At the canters, the potatoes and
fruit will be graded and weighed for bulk sales to buyers. While project
beneficiaries will be free to sell to whomever they choose, having a center
in the area with correct scales and current marketing prices posted will
serve as a check to keeping prices in the whole area fair for the sellers.
Annex D further describes these facilities.

Essential to both aspects of marketing is to have good
roads throughout the area. There are many trucks for hire in the Salcedo
area, and with acceptable roads comunas or individuals will be able to
find reasonably priced transportation for bringing inputs in and sending
production out. Since road maintenance is a major problem in the area,
the project will help improve approximately 50 Km. of roads through
cobblestoning or by giving the roads a more acceptable gravel base and
providing adequate water run-off. Road maintenance equipment (one grader,
one loader, and two dump trucks) will also be provided the Provincial
Council to maintain these and other roads. In all improvement works and
some maintenance works, the traditional minga system of community labor
will be used.

Land Tenure

Of the serious constraints in the Salcedo area, land is
perhaps the most difficult and sensitive to deal with. While one option
would appear to be expropriation of some of the large haciendas in the
area, most have been legally judged to be efficient enough soc as to exempt
them from expropriation.
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In USAID's visw, progress in dealing with the land con-
straint must be an evolutionary process that reflects local Ecuadorean
sensitivities and reslities. A solution cannot be imposed from the out-
side, although an outside agency can provide resources that serve as a
catalyst for change. Thus, the strategy for dealing with the land con-
straint will involve several different courses of actionm.

First, the main agricultural strategy in the Project area
will be to intensify agricultural production on existing small farms through
improving production of traditional crops, providing secure sources of ir-
rigation water, changing crop nixes, and introducing new technologies and
modern inputs. Small farms in the Salcedo area with a secure water supply,
access to modern inputs and technical information, and producing fruits
and vegetables could generate not only enough income for cost recuperation
and family maintenance, but alsoc provide the motor for future development.
Through the proposed project such viable small farms will be created through-
out the Salcedo IRD area. More intensification of agricultural production
on small farms will also provide additional employment opportunities for
the large Salcedo population that is now only part-time farmers.

Second, to promote the above strategy, assistance will be
provided to IERAC to assist individual farmers and comunas in legalizing
their land titles. Lack of clear title to land is a constraint to obtain-
ing credit and access to water, which are the key elements in the proposed
agricultural strategy. Vehicles and other technical advisory support will
be provided to IERAC for an intensive land titling program in the project
area.

Third, along with the land titling program, AID assistance
will be provided to establish a campesino legal aid system in the project
area through IERAC. The legal aid society will provide counselling to
campesinos and comunas on their legsl rights under existing land and water
access laws. Technical advisory support will be provided for this effort.

Fourth, funding will be provided to assist IERAC undertake
a continuing assessment of land tenure conditions in the project area.
IERAC personnel, through the local IRD Project Office, will carry out
continuing evaluations of the land constraints and will stand r2ady to
respond and take appropriate actions oux land tenure disputes. Technical
advisory assistance will be provided for these studies and evaluatioms.

Finally, and perhaps most significant for long-run changes
in the area, the project will promote a process of community organization
and participation, including target group analysis and evaluetion of its
local problems. Local groups will be strengthened and tied into a GOE
mechanism for supplying resources and services. The entire IRD develop-
ment process will stimulate a target group training and organization
process that will lead to a greater awareness of local problems and to
a greater group soliditary in dealing with these problims.



While USAID recognizes that the wbove strategy is not
ideal, it represants one of the most significant land access programe
being supported by sny international agency within Ecuador IRD projecta.
USAID believes experiance indicates that once GOE/AID resources begin
to flow into the Salcedo region, particularly for community organisation,

tiaining, target group analysis of local problems, and campesino legal
aid, a dynamic change process will be initiated that cannot now ba fully
planned for or anticipated.*

Erosion and Natural Resource Zonservation

Interventions in natural rasources conservation have been
planned for the Salcedo area, though they will be funded under thn» FY 1981
Forestry and Soil Conservation Project. They will include replanting ona
large scale 400 Ha. of hilly land between a good part of the project area
and the pframo, and planting 160 #a. of trees inside individual small farms.
The establishment of nurseries and TA will be part of the effor:. In the
project proposad herain, however, some natural resource consarvation TA
will be given as part of the on~farm irrigation elements and as part of
the technical crop packages.

\2) Interventions in the Social Sectors

Community Training

Though most social interactions will be financaed
under other AID projects mabing up the IRD Program, community training
is so intimately a part of the production Iimprovement process that certain
slemen.s of it will be financed "nder this Project, Training is a major
aspect of the TA elements and vias discussed in detail in Section II.A.
Much of the eupport for the training efforts will come from a centrally
funded AID Rural Training Project. What are needed to complement these
efforts ara places for the training to take place, and whers the comunas
can meet for other project purposes. Project funds will thersfore pay
for the construction of community participation centers in 28 comunas
and renovation of such centera in 28 other comunas. These are simple

* In the late 1960s and early 1970s, USAID supported in the southerm . Gua-
yas Dasin one of the most siguaficant programs in Ecuador for dealing with
land tenure problems. AID technical zssistance promoted the formation of
campesino organizaticns (rice cooperativea). This project also facilitated
greater acceas to technical and other local assistance from IERAC and sup-
ported campesino leadership training and greater access to public sector
resources and services. These csmpesino groups then pressured GOE inatitu-
tions and the private sector for »ignificant changes in land tenurs pat-
terna that are still taking place. See M.R. Redclift, Agrarian Reform and
Peasant Organization in the Ecuadorean Coast (1978) for furthar details
about this change process and the AID role in promoting it.
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facilities, costing about $10,500 each (with the communities participating
wvith labor), which will be used for training courses, community meetings,
and places for the contact agents to conduct their work.

Health, Potable Water, Sanitation, and Nutrition

Under a proposed FY 1981 project, some 28 comuna water
systems will be constructed in the project area, over 5,300 latrines financed,
aad an integrated health delivery system established. This will include
building six additional heslth posts and one additional subcenter, and
training paraprofessional community health workers to provide health and
nutrition training and services to the communities.

Other Employment Opportunities

A projected FY 1982 AID project will provide voca-
tional education opportunities, small business credits, and other inputs
to enable persons from the project area to find employment in nonagricul-
tural activities. Though the specific inputs for the project area have
not yet been well defined, an estimated amount for this activity has been
budgeted.

(3) Budget

Table Tl.> presents the budget ror the Salceao subproject.

e. Project Technical Analysis

Production technology for this project is based on exist-
ing knowledge. Modifications und trials will be carried out by INIAP in
the project area under the Rural Technology Transfer (Title XII) Project.
In general, potato cultivation at technological levels currently achieved
by farmers inside the target area will be expanded to cover additional
hectarage. Fruit trees will be expanded by replicating varieties already
commercially grown and proven but not widely distributed inside the
target area. Pruning, irrigation, and fertilization practices are common
on better farms and will require little new resedrch or experimentation.
Farmers in the area have indicated repeatedly their desire for an expand-
ed fruit area and have consistently exhausted the availability of new
fruit trees for that purpose. It is unlikely that in the expansion of
either potato or fruit production that there will be a promotion problem
to generate willingness on the part of target group farmers to make these
expansions.

In the case of the improvement of techmology and yields
in subsistence grains and associated crops (corn-beans-barley), appropriate
technical packages have existed for some years and have been proven in
small farms throughout the Sierra. The yield increases projected for
this project are modest when compared even with the current national



Table II. 5

Salcedo Project Budget

(Us$ 000)
__AID
This Other
Project Projects GOE Total
A. Productivity Interventions:
1. Irrigation
a. DEvalos~Chiriboga Distr. System 168.0 112.0 280.0
b. Nagsiche Study, INFRHI Training 90.0 60.0 150.0
c. Small Well Systems, Improvement
of Existing Canals, Diversion of
Small Streams 1,050.0 995.2 2,045.2
-2. Credit
a. On-farm Irrigation 442.8 442.8
b. Mediun-term Investment Credit 280.0 280.0
c. Short-term Production Credit 1,458.0 1,458.0
3. Technical Assistance 1/ 3/
a. To Project 280.0~ 240.0= 520.0
b. Personnel (including contact agents),
Per Diem, Materials 2/ 652.8 652.8
c. Vehicles, Equipment . 90.0~ 90.0
4, Marketing
a. Fruit Tree Nursery 177.0 177.0
b. Small Animal Reproduction Center 18.0 18.0
c. Input Supply Center and
Marketing Center 157.0 15.0 176.0
d. Road Improvement and Maintenance 226.0 174.0 400.0
5. Land Tenure (Land Titling, Legal Aid,
and Studies) 71.0 4/ 140.2 211.2
6. Forestry and Resource Conservation 191.5~ 89.5 281.0
B. Social Interventions:
1, Community Participation Centers 238.0 5/ 112.0 350.0
2. Health, Nutrition, Potable Water 554.037 230.8 784.8
3. Other Employment Opportunities 450.0~ 350.0 800.0
Totals 3,287.8 1,435.5 4,393.5 9,116.8

/ This is for TA to the project, grant funded, as described in Section II.A.

/ $20,000 of this is for grant funded vehicle and equipment support for the TA
advisors to the project, as described in Sectiom II.A.

3/ From AID centrally funded (DS Bureau) Rural Training Project.

4/ From proposed FY 1981 AID Forestry and Soil Conservation Project.

2/ From proposed FY 1981 AID Health, Potable Water, and Nutritiom Project.

6/ From proposed FY 1982 AID Rural Employment Project.

fro]
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average. For corn, the current yield of 8qq per hectare is only half the
national average. During the life of the project this yield is expected
to increase to 15qq, still less than the national average. In the case of
beans and barley, the same is expected.

The technical feasibility of the proiact is alz» demonstrated
by the expected manner in which potential input supply bottlenecks will be
bandled. For example, the supply of high quality fruit trees is likely to
be the largest single technical bottleneck in the expansion of fruit trees
in the area. The Salcedo PIDA already has had some experience with fruit
tree nursery reproduction, and the project will finance a major expansion
of this activity in order that the supply of trees will not result in a
bottleneck. A similar case exists with animal improvement. The availability
of improved genetic stock in beth small animals and in cattle is a serious
limitation. The feasibility of improving this situation only through
technical assistance would be questionable. However, the project will make
direct investments in a reproduction center for the small animals and
through the on-going MAG artificial insemination program will intervene
directly in the genetic quality of the cattle stock.

Modern input supplies, as to both physical availability and the
ability of small farmers to afford them, have bpeen limited in the project
area, Without improvement in both of these aspects, it is unlikely that
either the crop mix changes or the yield improvements will be technically
feasible. Project interventions in credit will facilitate the purchase of
fertilizers, improved seeds, and other costs of improved technology, and
the project-financed input storage facility will assure the physical avail-
ability of these inputs at the times that they are needed in the field.

An unattached Technical Annex contains detailed descriptions of the crop

by crop technological packages which have been utilized widely in the
Sierra and will be utilized directly in the project area. Annex D contains
technical information on the input storage facility and the fruit tree
nursery.

Irrigation is not new to the project area. It is estimated
that at least 4,000 Ha., of land in the cantdmn are irrigated at varying
levels of water security. The technical processes for small farm irriga-
tion are well known; practices of contour irrigation to avoid erosion,
lining ditches and canzls to reduce seepage loss, and many other practices
are to be adapted rather than researched. Engineering supervision of the
on-going program will be provided by this project to assure that appro-
priate technical considerations are integrated in all water activities.
On-farm water management practices may involve some pilot trials and demon-
strations before widespread application to the balance of the entire project
area. These technologies may include low cost sprinkler irrigatiom, drip
irrigation of fruit trees to conserve the scarce water availabilities in
the target area, and pilot implementation of group water jrrigation supplies.
None of these involves experimentation in the research sense and consequently
does not raise serious questions of technical feagibility. In regard to
the distribution system for the Davalos-Chiriboga irrigation canal, INERHI
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has built such systems elsewvhere in Ecuador. The only question requiring
further details in the financing of this system is the land ownership pat-
terns in the affected area, which will be required as a condition precedent
to disbursement of funds for this activity.

The soils of Salcedo are subject to serious erosion in one area
of the project; while this does not constitute an overall threat to the
future of the project area, it is of enough concern to warrant including
technical assistance in soil conservation as part of the production tech-
nologies to be expanded. Reforestation is technically feagible in this
areg. There has already been some reforestation in the Cantdn, and the
target population has exhibited interest in reforesting small areas inside
their farms.

The technical feasibility of the sanitation infrastructure
(28 village water systems and 5,350 latrines) appears to be of no problem
as IEOS (the Ecuadorean Sanitation Works Institute) will be extending
known engineering and construction techniques rather than experimenting
with new ones. Likewise, the construction of health posts and subcenters
will be accomplished in accordance with well established plamns which have
been carried out in many locations by the Ministry of Health., Those health
posts which already exist in the project area will be incorporated into the
project's health delivery system. Further analysis of this component of
the project will be included in the Project Paper for the FY 1981 project.

The resurfacing and maintenance of existing roads in the project
area involves well known, and in the case of cobblestone, traditional tech-
niques., There is little doubt that these efforts are technically feasible,
the only possible limitation being the availability of machinery to trans-
port the necessary material and to grads the gravel on site. The project
will be providing such machinery. The technical competence of the Provin-
cial Council, in coordination with the Ministry of Public Works, to super=-
vise this process iy clear from its widespread experience in this regard.

The community participation centers, which are to be the focal
point of project activities, are based on existing designs. Informatiom is
included in Annex D. Several comunas have already constructed facilities
similar to those contemplated in the project, materials are available
locally, and the technical capacity of the Ministry of Agriculture to super-
vise the process has been demonstrated widely throughout the Sierra. The
compunities indicate that they are willing to provide the required labor.

f. Project Economic Feasibility Analysis

To evaluate the economic feasibility of the project, a
traditional benefit/cost analysis was used. Representative farm models
vere drawn up by project personnel, based on Salcado field data gathered
over the last two years. Based on these representative farms, a projection
was made year by year of the changes that could be expected as a result of
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project activities and investments. It was agsumed that it would take two
years before measurable incremental income would occur. This assumption
was nade to allow for the reproduction of fruit stock, the improvement of
suall-scale irrigation systems, and other improvements which require lead
timas for implementation.

The time horizon of 15 years was chosen to allow for the
maturazion of fruit trees planted in years 2 and 3, though there is avail-
able sufficient irrigated area in Salcedo to get started on fruit plantings
as soon as stock is available. The availability of this rudimentary irriga~
tion at the start of the project allows farmers to be incorporated from the
first in the improvement of their crop mix and on-farm water practices.

Teble II.6 outlines the estimated impact of the project
on farm incomes of the target group. These estimates are in real terms and
are projected at the end of the tenth year of project activity. The project
will result in a 2507 increase in farm incomes for the smallest farms and
4202 increase for those families in the 5 to 10 hectare category.

Table II.6

Estimated Income* Impact at the Farm Level: Salcedo

- Average Net Estimated Net
% of Target Income "Without" Income in
Farm Size Group Project US$ Per 10th Year "With" Incremental
Capita Project Factor

US$ Per Capita
0- 1 Ha. 52% § 92 $§ 234 2.5
1- 5 Ha. 412 119 352 2.9
5-10 Ha. 7% 152 638 4.%
All Target Farms 100% $ 108 $ 310 © 2.8

* The definition of net income for the purposes of this table and for the
cost/benefit computations is: The value of farm production minus cash
costs and minus family labor valued at the market wage.

Table II.7 evaluates the economic feasibility of the project
as a whole, comparing project benefits with project costs. Income benefits
for each farm type were projected over a 15 year time horizon. The total
income with the project was substracted from the income without the project
to estimate the net incremental income resulting from the project. Benefits
accruing to the project beneficiaries were discounted at an estimated op~
portunity cost of capital (discount rate) of 15%. Costs were taken to



Table 11.7.

SALCEDO IRD PROJECT
B/C_ANALYSIS SIRCLARY

YEARS PROJECT COSTS NET PROJECT m;ns
Ret
4 Incree.

1 2: Produc- Inveat- Total Subsist- Exist- Income Ket

Irrigat. Irrigat, Agrarian tive ment Techn, Project ance Veget-~ ing New with Cash

Infrast. Qrcdit Reform Infrast Credit Assist Costs Crops Potatoes ables Fruits Barley Forage Fruitr Project Flow

Before

Project - - - - - - - 420.7 407.8 5.6 8.8 142.8 51.1 - - -
1] 433.2 105.7 105.6 637.6 0 250.7 - 1,532.8 - - - - - - - 0 -1,532.%
1 433.2 105.7 105.6 - 154 250.7 1,049.2 - - - - - - - 0 -1,043.2
2 433.2 105.7 - - 21 250.7 810.6 478.1 502.6 19.8 10 9 138.7 €3.1 - 190.2 - 620.4
3 433.2 105.7 - - 35 250.7 623.6 578.4% 604.7 54.0 S$2.4 133.2 82.4 - £77.2 = 346.4
& - - - - s 95.0 130.0 781.9 865.9 117.8 92.7 119.0 149.6 1,098.9 968.9
5 - - - 15 95.0 1306.0 781.9 865.9 117.8 92.17 119.0 171.0 - 1,120.3 990.3
6 - - - a5 95.0 130.0 781.9 865.9 117.8 82.7 119.0 192.4 202.0 1,343.8 1,213.8
7 - - - - - 95.0 5.0 781.9 865.9 117.8 42 17 119.0 192.4 244.6 1,386.3 1,291.3
8 - - - - - 95.0 95.0 781.9 865.9 117.8 92.7 119.0 192.4 401.3 1,543.0 1,448.0
9 - - - - - 95.0 95.0 781.9 865.9 117.8 92.7 119.0 192.4 566.5 1,728.2 1,633.2
10 - - - - - 95.0 $5.0 781.9 865.9 117.8 92.7 119.0 192.4 727.9 1,869.6 1,7754.6
11 - - - - - 95.0 '95.0 781.9 865.9 117.8 92.7 119.0 192.4 743.9 1,8B85.6 1,790.6
12 - - - - - 95.0 95.0 781.8 865.9 117.8 92.7 119.0 192.4 743.9 1,885.6 1,750.6
13 - - - = - 95.0 95.0 7€£1.9 865.9 117.8 92.7 119.0 192.4 743.9 1,885.6 1,750.6
14 - - - - 95.0 95.0 781.9 865.9 117.8 92.7 119.0 192.4 743.9 1,8B5.6 1,790.6
15 - - - - - 95.0 95.0 781.9 865.9 117.8 92.7 119.0 192.4 743.9 1,885.6 1,790.6

NTC = § 3.285.; B/C = 1.75

NVPB = § 3,765,

1. Irrigation infrastructure includes investments in distribution system, canal lining, conveyance
development, etc.

2. Credit for on-famm water improvement projects.
3. Studies and land titling..

4. Includes such things as fruit tree nurseries, input storage facilities, production centers, etc.
5. Total value of production minus operating costs.

structures, groundwater
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include irrigation, roads, productive infrastructure (e.g., nurseries),
fruit investment, and technical assistance (AID, RDS, and the IRD project
team). Labor in the project was shadow priced at 82 of thc market wage
to take account of the fact that family labor (particularly women and
children) is curreantly unutilized at least 402 of the time. Table II.?
indicates that using these assumptions the benefit/cost ratio for the
project is 1.75. The internal Rate of Return (IRR) is 23.06Z.

The benefit/cost results were submitted to a senmsitivity
analysis to estimate the sensitivity of the ratios to an increase in the
real cost of project inputs, and to a decrease in the size of expected
benefits. Table II.8 outlines the results of the sensitivity analysis.

It would appear from the Table that the project is more sensitive to de-.
creased benefits than to increased costs. ' Yet under both assumptlons,
‘the B/C ratio is still significantly above 1.0, assuming a 15% discount
rate, and the IRR is significantly above the dlscount rate, This implies
that the project is satisfactorily robust with reference to significaat
negative changes in either cost or benefit projections.

Sensitivity Analysis Results

Benefit/Cost Ratio Internal Rate of
Return
Basic Computation 1.75 23,06%
Increase costs by 20% 1,46 19,242

Decrease Benefit by 20% 1,40 18.45%




3. The Quimiag-Penipe Integrated Rural Development Project
a. The Project Setting

The Quimiag-Penipe project is located in the northern part
of Chimborazo Province. The area includes over 2,200 small farms and land-
less families representing over 90%of the area's total population of
13,000. The area is characterized by small farms interspersed among a
scattering of haciendas on the steep slopes of che Cordillera Oriemtal,
some 10 to 50 Km. east of the city of Riobamba. The area is semi-arid,
with the slopes devoid of natural cover and subjezt in certain places
to erosion.

The project area encompasses some 31,954 hectares, of which
over half is péramo, not suited for agriculture. Some 5,040 Has. are
farmed by the target group, and 10,000 Has. by larger farmers. The project
area covers parts of the cantones (counties) of Riobamba and Guano and is
divided into six parishes and 33 comunas. A recent study prepared by
USAID used eight different indicators to rank 94 of Ecuador's cantones.
The cantones of Riobamba and Guano ranked well towards the poorest end of
the list at the 84th and 66th positions respectively.

Small farms are planted mostly in subsistence crops such
as corn and beans (grown as multiple crops), potatoes, barley, and
broad «beans.t Yields are significantly below national averages. --Generally,
potatoes and some dairy products are the only marketable surpluses despite
acceptable access by road to commercial centers. An exception is in and
around Bayushig parish in Penipe, where a favorable microclimate has made
apple production possible. Table II.9. shows the predominant crop and
animal products for the area.

Health facilities in Quimiag-Penipe are inadequate, typical
of poor rural areas in Ecuador. There is omne doctor for each 3,300 inhabitants.
There are two health subcenters, three dispensaries belonging to the Campe-
sino Social Security Service, and five small health posts. There are no
sewer systems, and only 172 of the families have latrines. Few communities
have potable water.

There are 31 primary schools, of which ten have only one room.
Two secondary schools provide education up to the eighth grade. Although
first grade enrollment is high, the drop out rate is close to 502 by the
sixth grade. The student/teacher ratio ranges from 28:1 for those primary
schools located in the parish centers to 47:1 for the schools in the comunas.

The road network has a total of 152 kilometers of packed
dirt access roadse. Some of the roads have been poorly comstructed and
become impassable during the rainy season of the year, which corresponds to

the principal agricultural seasons.



Table N? II.9

Quimiag - Penipe Project

Predominant Crops and Animal Species

QUIMIAG ‘PENJPE lToTaAL
PRODUCT Ne | area | propucr. N° | AReA | PRoDUCT. N | area | pmopucr.
Farms | (Has.) |(Hund. 1bs)| Farms| (Has.) |(Hund. 1bs)| Farms| (Has.) |(Hund. 1bs)
I. AGRICULTURE
Potatoes 1010 170 30215 918 204 35579 1928 374 65794
Barley 398 89 1563 -~ - - 398 89 1563
Broad bean 275 42 496 - - - 274 42 496
Corn 1/ 1010 564 8018 1017 1261 12846 2027 1825 20864
Bean 2/ 723 279 493 1166 644 . 2169 1889 923 2662
Apple 3/ - - - 556 149 16125 4/| 556 149 16125
Pasture 901 742 - 1017 857 - 1918 1599 -
Other Land - 80 - - 118 - - 198 -
N? N? PRODUCT. N? NS PRODUCT . NS NS PRODUCT .
Farms |Animals |{Thous.Units] Farms |Animals {(Thous. Units] Farms j{Animals | (Thous Units)
II. ANIMALS
Bovines-Milk (liters) 901 2078 2051.9 1166 1835 1679.7 2067 3913 3731.6
Pigs-meat (1lbs) 287 702 74.8 1017 1910 262.9 1304 2612 337.7
Sheep-wool (1bs) 3607 10.6 1166 357 14.1 2163 6964 24,7
Sheep-meat (1lbs) 997 33.3 3 12.4 45.7
Chickenr-eggs (N?) 1010 3664 565.4 1017 5860 667.1 2027 | 9524 1232.5
Guinea pigs_neat (lbs) 2/ 2/ _5_/ 118 2240 2.8 118 2240 2.2
;/ Includes the area planted with corn associated with beans and corn intercropp=d with apples.
2/ Refers to the production of beans associatad with com.
2] Refers to the production of apples intercropped with corn.
4/ 50 Pound boxes.

Insufficient data.

-.t‘-
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b. Target Group Profile

The intended beneficiaries of the project are campesino
families whose per capita income is less than US$ 320 a year.* This includes
all families holding or working farms of up to 10 hectares. About 70
families working farms larger than 10 hectares also meet the incoma criteria
and are included in the target group. The categories of farmers in the
area are stated in Table II.10, while income and source of incoms for families
holding up to 10 Has. are presented in Table II.1l.

Table II.10.

Land Holdiogs in Project Area

Size of Holdings Number of Area Held

Category (Has.) Families (Has.)
Landless 0- 0.5 646 1,142
Near landless 0.5 - 2.0 807 1,817
Minifundia 2,0 - 5.0 605 1,168
Small Scale 5.0 - 10.0 171 1,168
Madium (in target group) 10.0 - 20.0 67 913
Large (outside target group) 10.0 + 82 9,986
2,378 15,046

All farmland is individually owned, except for small com-
mmal holdings in two- comunas. Land titles, however, are not clearly held
in many if not most cases; and sharecropping and other similar arrangements
for working the land are common.

The population of the Penipe area is over 952 westizo. In
Quimiag there is an important Indian minority of about a third of the popula-
tion. Six of Quimiag's 13 comunas are entirely or heavily Indian. In
general, the Indian groups suffer more from illiteracy, poor health, nutri-
tional problems, land exploitation, and the other ills of poverty than the
megtizo majority. With most Indian women monolingual in Quechua, and with
many Indian men working off the farm, it has been difficult for public
institutions to provide services to this group.

* Poverty standard of $150 per capita in 1969 prices adjusted to 1980 prices.



Table II. 11

1/

Net Income =

And Sources of Income (U5 Dollars)

SIZE OF FARM NUMBER OF ‘TOTAL NET INCOME TOTAL'NET INCOME SOURCES
(HAS.) FARMS PER FAMILY INCOME PER
CAPITA Agriculture Livestock Employment Other 2/
0-2.0 1453 499.8 94.3 34.92 27.82 15.4% 21.92
2.0 - 5.0 605 997.2 188.2 46,12 35.72 3.2 -15.0%
5.0 -10.0 171 1249.6 235.8 42.92 50.82 0.2 6.4%
verage 43.1 33.3 23.6
'
W
(V]
'

1/ Net income means value of production minus cash costs.

gj Other incomes are principally derived from renting work animals, renting land or pasture, and
sale of charcoal, firewood, and handicrafts.
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Though not as widespread as in Salcedo, there is significant
off-farm employment, particularly for the smallest units. In many cases
this results in the campesino wife assuming responsibilities as the head
of housahold and exercising decision making authority over farm production,
at least during part of the year while the husband is away working.

Iesses deriving from nutritional deficiencies (e.g., anemia,
malnutrition)are prevalent among the target group population, 2specially
among children. The nutritional deficiencies ara the outcome of an unbalanc~
ed diet, consisting mainly of carbohydrates, the main agricultural products
of the subsistence farmer. Endemic goiter is one of the most critical
problems, particularly in the Penipe area. Among 411 women examined in 1970,
59% were affected by the disease, as were 44X of 511 men.

¢. Constraints to Development

The constraints which limit target group welfare in Quimiag-
Penipe arw similar to those for Salcedo and those described in Part I of
this PP for Ecuador's rural poor in general. There are three principal
constraints to increased productivity and incomes in the area: water, land
and limited off-~farm employment opportunities. These impact differently on
different sized groups. Table III1.12 attempts to rank these and other con~
straints for tha: project area to illustrate their relative degrees of
importance for different groups. The very idea of integrated rural develop=-
ment is that constraints are interdependent, and therefore all are important
to the solution of the overall problem. The ranking is simply to give a
sense of the relative urgency of different limiting factors.

TABLE III.12

Relative Constraint Priorities in Quimiag-Penipe IRD Area

Landless  Near Landless Minifundia Small Scale
Constraint Types 0-0.5 Ha. 0.5 = 2 Ha. 2=-5 Ha. 5~10 Ha.

Economic Constraints

Land Constraint 1l 2 4
Water Constraint 2 1 1
Subsistence Tech. (Yields) 3 3 3
Subsistence Crop Mix 3 2 2
Lack of Off-Farm Employment 1 2 3 5
Erosion 5 5 5
Roads 5 5 5

Social Services Constraints

Nutrition-Food Availability
Sanitation Constraint
Education Constraint

Health & Nutrition Services

(IR N )
W N
NS =W
LS o
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Unavailability of off-farm employment is a constraint on
farms of up to five hectares. As shown in Table III.13, less than 302
of available family labor is used for on-farm activities. And less than
152 of the potential labor of this group is employed off the farm. This
is due to a scarcity of jobs in the area; most larger farms use their
land for livestock or for extemsive crops, and unskilled jobs in Riobamba
are scarce. The scarcity of marketable surpluses has discouraged the
estublishment of agro-indr=tries that might provide off-farm jobs, and the
limited and sporadic efforts of Government and private agencies have been
inadequate in terms of developing any significant artisan or cottage
industries that could provide employment. Hence there is a great gap
between the supply and demand of the labor force, resulting in high under-
employment, seasonal migrations to the Coast, and permanent migration to
urban aveas.

TABLE ITI.13.

Employment Patterns in Quimiag-Penipe

Number of X of Labor 2 of Labor Total X of X of Labor Under

Farm Size Farms Utilized in Worked Off- Labor Util- Utilization
Farm Farm ized
0- 2 1,453 25.4 16.0 41.42 58.62
2- 5 605 29.0 13.0 42,02 58.0%
5-10 171 100.0 0 100.02 1174
Total/
Average 2,229 _ 32.1 14.0 46.12 53.9%

The land distribution was described earlier. Approximately
82 large farms in the area, with per capita incomes beyond the IRD target
group, occupy two thirds of the total farmland. These holdings are mainly
in livestock and dairy, with some grains (principally barley) being grown.
Averaging about 125 hectares, these farms are not large by Ecuadorean hacienda
standards, and most are in the lands just below the pdramo, rather than in
the valley bottom. Furthermore, all are being farmed at least efficiently
enough to have obtained a IERAC ruling that they are exempt from expropria-
tion under the Agrarian Reform Law. To date, opportunities for small farmers
to increase the gsizes of their farms hame been limited.

There is also a serious land titling problem. It is estimat-
ed that the majority of the farms of up to 10 hectares do not have clear titles.
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This is dus in part to the failure of owrers to register acquisitions,
which now may have occurred decades ago. Also, division of land among
heirs oftem has gone unregistered. Counsequently, the owners lack valid
titles. Also, several hundred small farms are being held and worked under
sharecropping arrangemeats, some of which are illegal under the Agrarian
Reform Law. Many of the holders have potentially valid claims to the land.
All of these lend tenure problems cause the holders to be reluctant to make
investments on the land, plus they create difficulties in obtaining
agricultural. credit, which as a result hardly exists among small farms

in the area.

Another major comstraint on the area's production potential
is lack of irrigation. There are 53.5 miles of rudimentary irrigution
canals and ditches in the area, covering 464 Has. of the target area as
well as another 360 Has. of large land holdiings. The irrigateéd area accounts
for only 9.2 of the land the target population holds, and the level of
security of the water for even that area is low. The rudimentary unlined
canals and ditches, inadequate diversion works, and almost nonexistent farm
level irrigation infrzstructure contribute to the inefficient use of evem
the small quantities of water now available.

Target group farms face difficult economic futures without
assured supplies of irrigation water. Little change in crow mix and omnly
limited yield improvements in subsistence crops can be sccomplisuzed without
improved and increased irrigation. Small farmers in the area have evolved
a great veriety of production systems and associated technologies. The
predominant characteristics of this technology are its low risk, subsistence
nature (little cf the production is marketed), and extremely low yields.

Of the basic crop mix of corn and beans, yields in both are less than half
the national average. The subsistence technology constraint is also the
result of the interaction of other constraints such as the lack of credit,
the lack of effective extension services, and the lack of knowledge of
improved technical practices.

Forestry resocurces have been almost completely depleted
in the area as a result of fuelwood gathering and the making of charcoal
for market. Witk the hillsides denuded of trees, erosion in certain zounes
has become a problem.

The constraint of food availability and the debilitary
effects of inadequate diet on nutrition and health are readily appareat in
the project area, particularly among rural chil- en. Health services are
the most frequently asked for social service by target group members when
approached about their needs. Increased production of foodstuffs alone
will not necessarily overcome the malnutrition or health problems.

d. Proposed Project Elements

As with Salcedo, the primcipal AID inputs provided under this
project address the need to stimulate agricultural production in the project
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area and through such :2fforts raise the income of the small scale farmers
(male ar i female) and increase the demand for agricultural labor. The
activit.es funded hereunder will be coordinated with a Rural Training Project
financed under AID central funding. Future USAID projects will finance
complementary activities in healta and anutrition, forestry and natural
resources conservation, and nonagricultural employment generation.

The overall strategy for Quimiag-Penipe is to intensify
small scale agriculture by making it possible to grow fruits and vegetables
through coordinated efforts in irrigation, vredit, extension marketing,
and community organization. Such a change ia rrop mix for the area wiil
increase the incomes of those participating as well as increase the demand
for agricultural labor. Ar the same time, tihe construction of irrigatiom
works and the improvement of farm to market 1roads will provide increased
off~farm employment opportunities during project implemcntation. The
reforestation activities under the future AID yproject will also furnish
jobs, as will the projected Rural Employment Generation Project. The
simultanecus improvement in health care, sanitation facilities, and nutrition
levels resulting from follow-on AID interventiocuns should further increase
target group welfare and encourage them not t¢ leave the project area.

(1). 1Interventions Having a Productivity/Income Impact
-Irrigation

Approxzimately 50% of the AID funds allocated to the
Quimiag-Penipe subproject will be used to expand and improve irrigation
facilities. There are two separate projects. The major ome is the construc-
tion of a 19 km. long canal from the Rio Blanco to the Quimiag area. The
water will be taken from the river at an altitude of 3,405 meters, and a
tunnel of 2.3 km. must be excavated. INERHI has already started the work.
The budget estimate for the remaining work, including secondary canals, is
$3,430,800; and the proposed :onstruction period is two and cne half years.*
When completed, the project will irrigate 1,900 hectares. Approximately
50% of the land to be irrigated belongs to the target group. AID financing
of this component will be limited to 50%.

The Penipe project area will benefit from the comple-
tion of a principal camal of 6.5 km. and two secondary canals, one of 4 kms.
and the other of 6 kms. INERHI has completed some 65X of the intake
structure work and much of the canal work. The remaining work on the system
is ustimated to cost US$ 396,400, of which AID will also finance 50, Ap-

- proximately 18 montks are necessary to complete construction. Whemn finished,
the system will irrigate 450 aectares, all of which are in AID's target
group. The Project will also finance distribution, (terciary) canals for
both the Quimiag and the Penipe irrigation systems.

Maps indicating the location of the principal canals
and the approximate areas to be irrigated for both irrigation projects are

*The cost estimates were sulmitted by INERHI in its letter of May 21, 1980,
update the original estimates and reflect recent actual experience. This
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included in Annex D. Also i..cluded are cross sections of the canals and
typical structures from which cost estimates were calculated. The Project
Agreement will require as a condition precedent to disbursement for this
activity the final plans and specifications for all canale to be constructed,
including secondary and distribution canals, and idemtification of the
farms to be irrigated, including the size of each parcel. The Project
Agreement will also require AID approval of the construction arrangements.

~Credit

Credit will be channelled for investment in on-farm
irrigation facilities and for agricultural production. A tntal of $ 1,148,600
of AID funds, 26X of the AID amount allocated for Quimiag-Penipe, is ear-
marked for credit, which will be used for medium-term investment and on-farm
irrigation credits. The AID funds for credit will be supplemented by
$ 2,259,300 of local contributions, which is almost entirely BNF funds for
short-term production credit, plus a small contribution from participating
farmers in additional labor. The on-farm irrigation credit will be
for both the 464 hectares now irrigated and the target group land
to be brought under irrigation. The remaining credit will vary by al-
location. At first, medium-term credits will be limited to fruit tree
rehabilitation and new plantings in areas currently irrigated. Short-term
production credit w.:1ll go for vegetables in those same areas plus for improv-
ed traditional crops in nonirrigated areas. As new irrigation comes on
stream, more medium~term credit will be offered for new fruit plantings,
and more of the short-term credit will be directed toward vegetable rather
than traditional crop production.

The general credit delivery mechanism will be as in
other IRD projects. The RDS will prepare and negotiate an interinstitu-
tional agreement with the BNF to create a credit fund jointly financed by
AID and BNF. The agreement will stipulate the requirements for granting,
supervising, and repaying loams, including interest charges. Likewise, the
IRD Project Director for Quimiag-Penipe will develop written agreements
and operating procedures with each comuna participating in the credit program.
These procedures will include that the comuna &8 a whole will guarantee the
credit allocated to the community, that the comunz through a campesino
committee will administer the credit, a\d that individual credit proposals
will be approved or rejected by the cou.ma's governing body (the cabildo).

A fee will be included in the cost of the credit to reimburse the comuna

for expenses incurred in fulfilling its functions. As principal and

interest are repaid to the BNF, BNF will maintain the funds for the exclusive
use of the project until such time as AID and the IRD Project Director agree
otherwise. AID approval of the agreements wicth the BNF and the operating
regulations detailing the responsibilities of the comunas will be a condition
precedent to disbursement for credit.

-Technical Assistance

MAG currently has a PIDA staff of about a dozen technic-
al and support personnel assigned to the Quimiag-Penipe area. Under the IRD

* same information included a water availability plan. The loan agreement will
provide that the GOE will cover any cost overruns through increasing its
contribution to the project.
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program the number will increase to about 30, including technicians detailed
from implementing agencies and contact agents. All will be under the

direct supervision of the IRD Project Director. Crucial to the TA effort
will be coordination with INIAP. Agricultural specialists will be assigned
to carry out trials and demonstrations in the project area based on and in
some cases financed out of the Rural Technology Transfer (Title XII) Project.
Also crucial will be coordination with the efforts of the Rural Training
Project.

The TA efforts will be directed first at two types
of technological change: (a) increasing the productivity of traditional
crops, recognizing existing water conetraints, and (b) for the areas where
target group members currently receive adequate irrigation, the intraductionm,
tehabilitation, or improvement of fruit trees and of intemsive vegetable
cultivation. A number of practices can be adopted by farmers to improve
their incomes even before irrigation becomes available. These include intro-
duction of varieties of corn of a shorter growing cycle, and. introduction of
appropriate varieties of beans. and of. other.complementary crops to ve grown
in association with corn; seed innoculation for beans; utilization of
certified potato zeed, and of adequate seed selection and storage
practices: fertilization of. a.variety of croos;. pest control; intro-
duction of improved administration and management techniques; and intro-
duction of improved breeds and management, feeding, and sanitary practices
for the various species of animals being raised. These and other improved
practices will be tested and demonstrated on individual farms. The farms
will be selected based on the owners' progressiveness, willingness to change,
and standing in the community. The IRD project will emter into agreements
outlining the responsibilities of the farmers, the comunas, and the project
for this activity, and will spell out what protection will be provided to
the farmers, if any, against loss.

In areas where irrigation exists, several types of
activities will take place. Where fruit trees are now grown, actions will
inc lude renovating and rehabilitating orchards, introduction of new
var .eties, ana introductio. of improved pruning, fertilization, and water
use techniques. Where vegetables are now grown, similar improvement
arcivities will be undertaken, in close collaboration with INIAP. Where
.vrigation exists hut traditional crops are sill grown, efforts will be
made to move farmers into higher income crops appropriate for their zones.
As new irrigation comes on stream in the later years of the project, these
efforts will be expanded to those areas.

The project will use a variety of training and com-
mmications techniques to try to effect the intended changes. These will
include individual and group contacts with contact agents and techniciams,
comuna meetings, field days, use of simple brochures, posters and pamphlets,
use of radio broadcasts in both Spanish and Quechua, and use of other
training aids.
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-Marketing

As in t'e Salcedo project, marketing interventione
will daal both with getting inputs tc¢ farmers and with helping them sell
their production at fair prices. As to inputs, three activities will be
undertaken. First, fruit tree nurseries will be set up, first in Penipe
and later in Quimiag, to provide good stock. Farmers having water available
will be able to purchase the trees at a price covering operating costs.
Secondly, MAG will construct and operate breeding facilities for sheep,
pigs, guinea pigs, rabbits, poultry, and bees in both Quimiag and Penipe.
Tne fa:xilities will sell the improved stock to the campesinos at cost and
will also provide locations for training them in improved animal care
practices, Third, input supply stores will be established, to provide a
distribution point for improved seeds as well as to provide fertilizers
and other inputs at reasonable pricus, unadulterated, and correctly weighed.
Since a strong comuna system exists in the area, an effort will be made to
establis!. these stores at the comuna level, to be owned and managed by
the comunas themselves. The BNF will give credit for stock, and the project
will provide TA. Where comma sStores are not possible, MAG and the BNF
will juintly establish stores, with the expectation that these can eventually
be turned over to groupings of comunas.

As to marketing of producticn, several activities will
be undertaken. First, TA will be given to an existing small apple producers’
cooperative, having 27 members (in Bayushig, near Penipe). Assistance
will be given for improving sorting, packing, and storage operations, for
locating the best markets, and for obtaining transportation at reasonable
prices. As new areas enter into fruit production, this experiemce will be built
upon and similar cooperative marketing activities emcouraged. Second,

8 similar sroup marketing effort will be tested for vegetables in a community
(Llucud, near Quimiag) where small farmers are already producing a substantial
quantity and variety of vegetables. Te.nnical assistance will be obtained
from the Vegetable Growers' Associatiun of Chimborazo or other similar sources
to help in appropriate sorting and packing procedures and in placing the
produce in the Riobamba and other markets. Again, as new areas enter into
vegetable production, this experience will be built on and expanded.

Third, commma level marketing efforts will be
established for potatoes. Following successful experiences elsewhere in
the Sierra, campesinos will bring their production to a common site where
they are cleaned, sorted, and packed into standard sized sacks. Arrangements
are made for transportation, and proceeds are divideu esqually. The project
will provide scales, sacks, other similar equipment, and TA. But for the
effort to work, a close relationship between the commna and the project team,
and a complete understanding of the process by the comuna are necessary.
The ideal will be for the comunas to completely run this operatiom, with
TA from MAG, ENAC, and other participating agencies. At first, however, it
may be necessary for the project to set-up and run these operations, with
the close collaboration of the comuna.
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Two other marketing activities will take place under the project. One will
be the reporting of market prices throughout the area. Several reporting
systems will be tested, such as postiag prices at strategic locations or
broadcasting over radio. Second wiil be a study on marketing, with an
attempt to learn from the above experiences and design optimal marketing
strategies for this and similar areas. Social as well as market and technical
factors will be taken into account.

As in Salcedo, good roads are a prerequisite to get-
ting inputs {n and bringing production out. Almost all of the project area
is covered by roads. The system will be completed by the construction of
10 k. of new dirt roads and four small bridges. In addition, 50 km. of
dirt roads in poor condition will be improved. All work will be carried
out by the Provincial Council in coordination with the Ministry of Public
Works, with local community donation of labor through the minga system.
Once the roads are in good condition, the Provincial Council appears capable
of maintaining them; other roads in the project area are well maintained.
Details on the new roads to be built, the bridges, and the roads to be
improved am in Annex D.

~Land Tenure

As in Salcedo, water and land are two of the most
important constraints limiting small farm development in Quimiag-Penipe.
The strategy for desling with the land comstraint will be gimilar to the
one being followed in Salcedo. Since many of the large landholdings in
the area have been judged to be efficient enough to be exempt from
expropriation under the Agrarian Reform Law, expropriation actions by
IERAC appear limited at this time. However, the projezt will support several
activities.

First, the proposed agricultural strategy will
intensify agricultural production on existing small farms to increase
incomes and expard employment opportunities. Second, IERAC will undertake
a major land titling program to obtain clear and legal titles for all
small land holdings in the area. This will include surveying properties,
helping in the registration process and prepering legal procedures to
enable sharecroppers to obtain the rights to land they have beea working.
ATID resources will be used to support this effect. Third, along with the
land titling program, AID assistance will provide for the establishment
of a campesino legal aid system through IERAC. The legal aid society
will provide counselling to campesinos and comunas on their legal rights
under existing land and water access laws. Technical advisory support
will be provided for this effort.

As a fourth land tenure activity under the project,
IERAC will undertake an extensive study on the land tenure situation in
the area, with tbe viewpoint of seeing what alternatives exist for helping



small landholders increase their holdings. The study will lock at optimal
sizes for land holding,at whather there are possibilities for readjusting
larger holdings, at the relationship between water rights and land,at the
advantages of certain changes in the Agrarian Reform Law, and at the
possibility of establishing a credit fund for the purchase of plots from
the larger holdings.

Finally, as in Salcedo, the project will promote
8 process of community organization and participation,target group analysis
and evaluation of its local problems, and campesino training. The entire
IRD development process will stimulate a target group training and organiza-
tion process that will lead to a greater awareness of local problems and
a greater group solidarity in dealing with these problems.

-Erosion and Natural Resource Conservation

Ar identified need in the area is reforesting 2,000
hectares of land and protecting three watersheds. Under the proposed
FY 1981 Forestry and Soil Conservation Project, nurseries will be established
and this work will be begun. An estimated $ 631,600 in AID funds from
that project will be required, plus an equivalent or somewhat larger
counterpaxt contribution.

(2). Interventions in the, Social Sectors
~Comnunity Training

As in the Salcedo project, commumity participation
centers will be financed under this project so as to provide placers for
training to take place and for commas to meet for various project purposess.
Thirteen new centers will be built. In the 20 commmities where similar
centers now exist, they will be improved to bring them to the standards
of the new centers. The designs will be standard MAG designs (see Annex D),
total cost per newly constructed unit is approximately $ 10,500, and
community participation with free labor during construction will be a
requirement.

~Health. Potable Water, Sanitation, and Nutrition

Tentative interventions, to begin under the propoced
FY 1981 AID project, are constructinn of seven potable water systems, expan-
sion of one exigting system, construction of 1,000 latrines, and construc-
tion of sewers in three towns. In addition, there will be actions to
incorporate existing as well as new health facilities into an integrated
health delivery system for the area, utilizing paraprofessional commmity
health workers to provide health and nutrition training and services to the
communities as a complement to the more formal services offered.
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Other Employment Opportunities

The projected FY 1982 AID prcject will provide
vocational education opportunities, small rural enterprise credits, TA
for establishing such enterprises,and other inputs to enable persons from
the proizct area to find employment in nonagricultural activities. The
specific inputs for the project area have not been as well defined as
for other project components, but an estimated amount for this activity
has been budgeted.

(3) Budget

Table IX.14. presents the budget for the Quimiag-
Penipe subproject.



- 66 =
Table II. 14

Quimiag-Penipe Project Budget.
(us$ 009)

AID GOE Total

This Other
Project Projects

A. Productivity Interventions:
1. Irrigation

a. Quimiag System 1,715.4% 1,715.4 3,430.8
b. Penipe System 198.2 198.2 396.4
c. Distribution (Terciary Canals),
INERHI Training 328.6 328.6 657.2
Z. Credit
a. On-farm Irrigation 122.8 122.8
b. Investment Credit 1,035.8 1,035.8
c. Short=term Production Credit 2,259.3 2,259.3
3. Technical Assistance
a. To Project 280.0Y  240.0%/ 520.0
b. Personnel (Incl. Contact Agents),
Yer Diem, Materials 2/ 652.8 652.8
¢. Vehicles, Equipseat 67.0= 67.0
4. Marketing
a. Nurseries, Marketing Centers 276.0 260.0 536.0
b. Road Improvement 240.0 400.0 640.0
5. Land Tenure (Land Titling, Legal
Aid, and Studies) 74.0 82.6 156.6
6. Forestry and Resource Conservation 631.65/ 672.4 1,304.0

B. Social Interventions:

1. Community Participation Centers 113.0 87.0 200.0
2. Health, Nutrition, Potable Water 187.42/ 430.0 617.4
3. Other Employment Opportunities 356.0§/ 741.2 1,097.2
Totals 4,450.8  1,415.0 7,82.5 13,693.3

1/ This is for TA to theproject, grant funded, as described in Section II. A.

2/ $ 20,000 of this is for grant funded vehicle and equipment support for the TA advisors
to the project, as described in Section II. A.

3/ From AID centrally funded (DS Bureau) Rural Training Project.

4/ From proposed FY 1981 AID Forestry and Soil Conservation Project.

5/ From proposed FY 1981 AID Health, Potable Water, and Nutrition Project.

6/ From proposed FY 1982 AID Rural Emmloyment Project.
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e. Project Technical Analysis

The technical analysis for this project is virtually
identical to that of the Salcedo project, and for that reason will not be
repeated here. The technical speacifications for all structures to be
built (e.g., irrigation, roads, bridges, community centers) can be found
in Annex D.

f. Proiect Economic Feasibility Analvsis

In order to examine the economic feasibility of the project,
a traditional benefit/cost framework was used. Based on data obtained in
the project area by MAG personnel, the actual status of farms before the
project was estimated, based on representative farm models. The internal
changes due to the project were then projected for each of the different
farm sizes and crop types. An example of the detailed farm projectionms is
given in an unattached annex available in USAID and LAC/DR files. A table
in the annex jljustrates farms without the project interventions, and a second
table indicates the changes that are expected in these average representative
farme with the project after five years.

Given the fact that fruit trees are to be planted throughout
the project's life, a 20 year time horizom was chosen to evaluate benefits,
to allow for the production of the orchards. Each year for twenty years an
estimate was made of the number of farms included in the project activities.
Since even the first of the irrigation projects undertaken will not provide
water for the first two years, with the largest irrigation project effectively
not providing water for four years, the project will only slowly incorporate
farmers into more intensive crops. Thus the projections show a conservative
rate for farms entering the program. During the first year only 10Z of
target group farms enter the production improvement program, and it is not
until the major jrrigation project begins to provide water (year 4) that 90%
of the forms are included. The 20 years of projections at the farm and
project levels are shown in Table II.16, and are discussed below. The dif-
ference between what the farms earn with project support snd what they earn
without is counted as the project benefit.

Table II.15 presents the estimated incomes of representative
farms in the project area, after 20 years of project activity. The project-
ions are made in real terms, with inflation taken out. As Table II.15
indicates, the net incomes of target group farms is estimated to rise by
more than five times in real terms over the 20 year life of the project
investments. Actually, the definition of income in Table II.l15 underestimates
actual family welfare, because it substracts family labor at the average
wage rate and therefore does not include the value of family labor as income.
When family labor is added into the computation, this projection would move
even the smallest of the beneficiaries out of AID's target category of less
than § 350 income. When this increase i3 compared with the modest increases
in real terms that campesinos in Ecuador have made in the last 20 years,
the project impact appears truly significant.



Table II.15

Estimated Income Impact at the Farm Level in Quimiag-Penipe

2 of Average Per Capita Estimated Per Capita
Target Net Income* Without Net Incomeé* in 21st Year Incremental

Farm Size Group Project With Project Factor

0.1- 2 Ha.  65% § 45 $ 257 5.72
2- 5 Ba. 272 120 686 5.70
5-10 Ha. 82 185 976 5.28

All Farms 100X $ 76 $ 428 5.62

* Net income is defined for this table as value of farm production minus
cash costs and minus family labor valued at $2.00 per day, which is a
reasonable estimate of actual market values. This definition is not
the same as that used for estimating total per capita incomes for defining
target group limits in Table II,1l.

The benefit/cost analysis conducted on the project was
conservative in that it included only direct benefits to the target popu—
lation and did not count indirect benefi._s. The opportunity cost of capital
was assumed to be 15%, the rate used to discount cost and bamefit flows
over the 21 year perjod. To maintain the benefit/cost analysis' conservative
nature, labor was shadow priced at 75X of market value instead of approximatealy
50Z2, which would be indicated by the current underutilization rate of labor
(an estimated 532 rate of underutilization). In part this higher shadow
price was chosen brcause of the long time horizon of the project and the
agsumption that as the project proceeds the outside employment opportunities
for target group Z‘amilies might increase.

Costs of the project were taken to include all AID and GOE
investments in production activities (e.g., long term credit for trees,
roads, irrigation). In additiomn, the technical assistance provided to the
target group through the project was counted as a cost. This includes all
AID funded techinical assistance, the total costs of the GOE project tasm,
and technical assistance provided from the central RDS IRD mechanisas.
These projectied flows can be seen in Table II.16. The benefit/cost ratio
for the project is estimated at 1,40 and the internmal rate cf return (IRR)
at 19.52.
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BENEFIT/COST COMPUTATION QUIMIAG-PENIPE IRD PROJECT

1 .
PROJECT COSTS NET PROJECT BENEFITS2
Labor
l.nbo? Adjusted

Adjusted Shadow Net Ret

Production Intermediate Agrarian Tzachnical Total lacrement- Int. on Interest Pactor Increment- Incremental Cash

Year Irrigation Infrastruc. Credit Reform Assistance Costa al Income Prod.Credit Income al Income Benefite Flow
[} 672.6 344.8 173.8 78.3 250.7 1,559.8 0 0 0.0 -1,5%9.8
z 672.6 86.6 23.7 78.3 250.7 1,319.9 61.8 54.0 7.8 12.7 20,5 20.5 -1,299.%
2 448.5 206.2 289.6 - 250.7 1,195.0 196.6 188.4 8.2 38.1 46.3 45.3 -1,148.)
3 448.5 40.9 463.6 - 250.7 1,201.7 402.7 270.0 132.7 75.3 208.N 200.0 8.3
4 - - - - 75.0 75.0 8l1c.7 3I51.5 268.2 112.9 381.1 3811 310.1
5 - - - - 75.0 75.0  1,442.9 35¢.5 1,091.4  153.7 1,245.1 1.251.1 1,166.1
6 - - - - 15.0 75.0 },512.0 351.5 1,160.5 154.2 1,314.7 1,314.7 1,239.7
7 - - - - 75.0 5.0 1,593.1 351.9 1,241,6 155.6 1,391.2 1,397.2 1,322.2
] - - - - 75.0 5.0  1,135.8 351.8 1,384.3  158.1 1,542.4 1,542.4 1,407.4
] - - - - 5.0 75.0 1,935.7 351.5 1,584.2 161.3 1,745.5 1,745.% 1.670.9%
10 - - - - 75.0 75.0 2,168.9 351.5 1,817.4 164.3 1,918.7 1,98).7 1,906.7
1 - - - - 15.0 75.0 2,3335.0 351.5 1,983.5  166.1 2,149.6 2,149 2,074.6
12 - - - - 5.0 75.0 2,504.4 351.5 2,152.9 168.2 2,321 1 2,321 2,248.1
13 - - - - 75.0 5.0 2,668.4 351.3 2,316.9 170.4 2,487.4 2,487.4 2,412.4
13 - - - - 73.0 75.0 2,819.3 151.5 2,467.8 172.9 2,640.7 2,640.7 2,565.7
13 - - - - 75.0 5.0 3,016.8 351.8 2,665.3  174.5% 2,839.8 2,619.8 2,784.8
16 - - - - 5.0 75.0 3,153.4 351.5 2,801.9 175.5 2,977.4 2,9717.4 2,902.4
1? - - - - 15.0 75.0  3,283.3 35L.5 2,931.8 176.2 3,108.0 3,108.0 3.033.0
14 - - - - 75.0 75.0 13,3615 351.3 3,012.0 172.3 3,188.3 3,189.) 3,114.3
19 - - - - 5.0 75.0  3,450.4 351.9% 3,098.9 178.1 3,277.0 3,277.0 3,202.0
20 - - - - 15.0 75.0 3,353.1 351.5 3,301.6 178.9 3,480.5 3,480.9% 3,405.5

NPVE = 6,033.4 B/C = 1.40

KPVC = 4,303.9

1. Defined as on page 50.

2. Net project benefits equale total value production minus operating costs.

3. In the original cost calculations, family labor was valued at market wage rates. A more appropriate
valuation for family labor is a shadow wage rate equivalent to 758 of the market rate. Since total
costs are thus overestimated, this column reduces the original cost figures by 25%. It is reported
in this manner to faciliate comparisons with material in the Annexes.



-7 -

The benefit/cost computations vere submitted to a sensi-
tivity snalysis to estimate the sensitivity of the ratios to increases
in expected real costs and decrsases in expected real benefits. Since
inflation has already been accounted for, the increases in costs would
have to be the result of increases in input pric:g above inflation rates,
or increrzues in the physical quantities of inputs required., Decreases in
expectead benefits could be the result of failure to reach technical targets
in crop mix change yields or in the number of beneficiaries included in
the prnject, Decreases could also indicate the sensitivity of the ratios
to possible decreases in market prices for agricultural outputs.

Table II.17 outlines the results of the sensitivity analy-
sis. From this analysis it would appear that the project is more sensitive
to decreases in the expected benefits than it is to increased costs. In
the case of increased costs, the B/C ratio continues above the break even
point of 1.0 (when discounted at 15Z). The conservative nature of the
projections, whic¢h estimate that it will take five years to begin working
with 902 of the target group, should make these levels acceptable. Though
decreased benefits bring the ratio closer to 1.0, the level of 1.12 should
be acceptable since benefits are the most conservative part of the projec-
tions and so should pose less of a risk than increased costs. In summary,
the project appears to have a satisfactory B/C ratio, even if decreases in
benefits or increases in costs were to occur.

Table IX.17

Sensitivity Analysis for Benefit/Cost Ratin for Quimiag-Penipe Project

Benefit/Cost Ratio Internal Rate of Return
Basic Computation 1.40 19.52
Increased Costs 202 1.17 16.32
Decreased Benefits 202 1.12 15.6%

C. IRD Project Planning

1. The Regional Development Context

In order to institutionalize the IRD model presented earlier,
both USAID and the GOE believe it important not only to finance under the
Project IRD projects which were already designed, but to finance the design
of at least one IRD project now only in the earliest design stages. In
this way, the RDS and other institutions will gain early experience in all
phases of the IRD model planning as well as execution.
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In additiom, to date most IRD projects developed by the GOE
and other donors have besen prepared by consulting firms or by GOE offi-
cials located in Government offices in Quito. They have often been pre—
parad as theoretical-paper planning exercises with little direct involve=
ment in the socio-economic reality of the country. There has beean little
consultation with target groups and even less target group participation
in the planning process itself. IRD plenning has been characterized by
the top~down approach so often found in previous GOE programs. As dis~
cussed in Section I above, the new GOE policy is to maximize the parti-
cipation of the rural poor in both IRD implementation and planning. This
component o¢f the Project will assist the GOE develop a methodological ap-
proach that facilitates target group participation in the plauning process.
While the end product will be one IRD project prepared, it is hoped that-a
participatory planning process will be institutionalized in the RDS that
can then be replicated in other similar projects.

Both USAID and the GOE also believe it important that AID con-
centrate its efforts in a limited number of areas of the country. There
are several reasons for that: in-depth familiarity with the problems of
small areas leads to greater project effectiveness, administrative and lo~
gistical problems are lessened, and c¢" “se working relationships can be
developed with a small number of regiucal organizations. Also, this con~-
centration will fit in with the GOE strategy of using IRD to support
regional development.

In order to decentralize the planning and coordination of ac-
tivities, the GOE's strategy is to have strong regional authorities co-
ordinating with technically strong national sectoral or subsectoral imple-
menting agencies. The GOE intends to divide the country up into eight such
regions, four of which currently have regional development authorities.
Table II.18 presents the eight proposed regions.

The four existing regional development authorities® have all
evolved in different manners and at differemt times, and therefore their
scopes of activities and manners of aperation vary considerably. To ef-
fect some standardizationu, the GOE National Development Plan states:

"It is considered necessary to organizz a system of regional
development planning which will coordinate the development
activities developed at the national, regional, and local
levels. To accomplish this, CONADE will undertake to standard-
ize the scopes of work for those regional developmen® agencies
already in existence (CEDEGE, CRM, CREA, and PREDESUR)."

* INCKAE, the Institute for the Development of the Amazonic Region of
Ecusdor, has in many ways served as a regional development authority
for the Oriente. In the GOE Plan, however, the Oriente wiil be divided
among four other regional authorities, and INCRAE will serve as a
service agency.



Tably 1I.18
ECUADOR PLANNING AND DEVELOPMENT REGIONS
2 of

Regional Yrban Rural Total National

Regions Development Populat:on Population Population Popula-
tion
REGION 1 To be Created 200,918 422,236 643,154 8.23
Carchi (Sierra) 44,226 94,486 138,712 1.78
Esmeraldas (Costas) 93,950 161,172 255,122 3.26
Imbabura (Sierra) : 82,742 166,578 249,320 3.19
REGION 2 To be Created 826,041 479,483 1,305,524 16.71
Napo (Oriente) 5,695 75,645 81,340 1.04
Pichincha (Quito-Siarra) 820,346 403,838 1,224,184 15.67
REGION 3 CRM 270, 388 693,895 964,283 12,34
Manat{ (Costa) 270,388 693,895 964,283 12.34
REGION 4 To be Created 267,326 847,509 1,114.835 14.27
Bolivar (Sierra) 21,134 141,413 162,547 2.08
Chimborazo (Sierra) 88,982 253,429 342,411 4,38
Cotopaxi (Sierrs) 38,440 228,972 267,412 3.42
Pastaza (Oriecrte) 7,167 18,905 26,072 0.3
Tungurahus (Sierra) 111,603 204,790 316,393 4,05
REGION 5 CEDEGE 1,319,705 1,037,216 2,356,921 30.16
Guayas (Costa-Guayaquil) 1,192,931 687,165 1,880,096 24.06
Los Rios (Costa) 126,774 350,051 476,825 6.10
REGION 6 CREA 178,539 476,741 635,280 8.38
Azuay (Sierra) 143,320 277,124 420,444 5.38
Calar (Sierra) 22,493 147,389 169,882 2.17
Morona Santiago (Oriente) 12,726 52,228 64,956 0.83
REGION 7 PREDESUR 259,776 509,126 768,902 9.84
El Oro (Costa) 165,690 162,303 327,993 4.20
Loja (Sierra) 88,956 304,819 393,775 5.04
Zamora Chinchipe (Oriente) 5,130 42,004 47,134 0.60
REGION 8 To be Created - 5,101 5,101 0.07
Galapagos - 5,101 5,101 0.07
TOTAL 3,342,693 4,471,307 7,814,000 100.00

SOURCE: Instituto Nacional de Estadfstica - Population:estimates of Ecuador in
urban and rural areas.
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Ag for those areas where regional authorities do not exist,
the Plan syeaks of their creation. But it realizes that such creation
is a long process, with both technical and political difficulties. So,
for the interim, it states that:

". . . CONADE will undertake to coordinate programming in thone
regions where regional development agencies do not yet exist,
until it is decided to create them. Both national and regiomal
govermment agencies will participate in this programming."

In ¢h2 design of this Project, USAID wished to limit its acti-
vities to no more than twoeregions of the country, but it also wanted a
Sierra-Coast mix, concentration in areas of high rural poverty, and to
work both where a regional development authority already existed and where
one did not exist but would likely be created. The selection process
worked out well on all criteria. Two IRD projects in the latest stages
of design (Quimiag-Penipe and Salcedo) were in the same region (Region &),
were in the Sierra, were in what is probably the area of Ecuador with the
highest concentration of rural poverty, and were in a region which as yet
does not have an established regional development authority. On the other
hand, the Coastal region with the highest concentration of rural poverty is
Manali, it has an existing regional development authority, and it also has
two of the 17 priority IRD projects in its area, both in the earliest
stages of design. USAID, therefore, with the guidance of the GOE, has
decided to finance the execution of the two IRD projects in Region 4, to
assgist in the creation of the Region 4 regional development authority,
to finance the design of one of the two Manabi IRD projects, and to
strengthen the ability of the regional authority in Manabi (CRM) to do
IRD project planning and coordination with the participeatory process
described previously.

Section A above mentioned that approximately 1.6 person/years
of TA plus a small amount of funds for other inputs will be provided CRM
and the emerging Region 4 development authority to directly assist them in
developing their IRD planning and coordination roles. In additiom,
funds for studies and other activities will be provided for the plammning
of one IRD project in the Manabf region - the Jipijapa IRD Project. That
project is described in the following subsection.

2. The Jipijopa IRD Project

The Jipijapa project area includes all the area within the
cantdn (county) of the same name. The population and area of this IRD
Project are large, over 150,000 people and more than 50,000 Ha. of pro-
ductive land. The target group in the area is among the poorest in the
country, ranked in the lowest income group by the World Hunger Program.
In relative terms of socio-economic poverty status, Cantbén Jipijapa
ranks 66th poorest out of 94 cantones ranked. in the same position as
Guano.
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The direct beneficiaries of the project would be about 8,000
families having current per capita incomes under $200. Nearly 6,000 of
these families work less than 2 Ha. each. Production is typically sub-
sistence, combined with a small amount of coffee for export. The Ministry
of Agriculture's coffee program provides limited technical and economic
asgistance to coffee producers. In addition to MAG, other agencies work-
ing in the area are IEBAC and CRM. IERAC's personnel have the responsibi-
lity to continue the process of legalizing land holdings and designing
other agrarian reform activities for the project area. The agencies work-
ing in the area have - identified unpredictable rainfall patterns as a major
factor in the low yields characteristic in the area. Other constraints
on incomes are said to be related to coffee handling, storage, and other
marketing problems that are a function of small volumes originating on
small farms.

The over-all project is in its initial planning stages, and
AID financing is proposed to conduct necessary surveys, to investigate
pre-project organizational arrangements, facilitate target group parti-
cipation in the planning process, and to help prepare program documentation
suitable for futuve decisions on internal and external financing. The main
line of possible development activity for the IRD project involves improved
farm practices, supplemental irrigation, improved coffee buying, storing,
and marketing methods, increased rural electrification, and improved potable
water supplies. -

The population of Jipijapa consists primarily of native coastal
farmers of mestizo origin. Most of the population has by tradition been
principally involved in small subsistence farming activities and fishing,
and there is little information available concerning the social structure
and characteristics of these people. Approximately 19 rural based organi-
zations have been created to date within the project area, the majority of
which are rural community (comunidad) organizations. The general standard
of living in the area is extremely low.

Table I1I.19 shows land tenure and estimated income in the project
area., Though the data are less than complete, they suggest families hold-
ing up to 10 Ha. (possibly 20 Ha.) of productive land have average per
capita incomes of under $200. Therefore, the number of target families in-
cludes all those holding 10 Ha. or less (7,251) and most of those holding
up to 20 Ha., for a total of 8,100 families. The many landless plantation
workers and the poor in the several towns may also benefit from some of the
project activities.



- 75 =

Table I1.19

Income and Land Tenure in the Jipijapa Project Area

Income in
Digtribution of Crop and Pasture Land Project Area
Fam No. of Area in Net per Per Capita
Size Families )4 Production Y4 Ha. Income
0-1 1,540 17.4 914 1.8
1-2 1,580 17.9 2,048 3.9
2-5 2,669 30.2 7,452 14.3 ‘
5-10 1,462 16.6 8,241 15.8- $ 139 $ 134%
10-20 855 9.7 8,601 16.5
20~-50 481 5.4 8,316 16.0
50-1,000 234 2.7 13,959 26.8
+ 1,000 5 0.1 2,509 4,9
‘8,826 52,040

* Excludes off-farm income

Little is known concerning employment levels and structure,
income levels, social beliefs and infrastructure, and other important data
about the project region. This points out the need for survey-based in-
formation to support the planning of the IRD project.

AID will provide approximately $240,000 under the Project for
the planning effort. The planning will be coordinated by the RDS, but
CRM will play a major role in the conduct of the surveys and in the
participatory planning process. The AID funds will be used as indicated
in Table II.Z0.
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Table I1.20
Breakdown of AID TA Funds for Planning Jipijapa IRD Project

Participatory needs assessment; Target group
economic and scocial profile; Inventory of :
project area resources $ 50,000

Economic and social constraints analysis;
Identification of project interventions 25,000

Design and feasibility analysis of selected
project interventions 60,000

Preparation of final funding submission
document . 25,000

Small scale activities to encourage

community participation in the planning

process (e.g., community centers, SDA-

type activities to test interventioms) 80,000

$ 240,000

.ITTI. PROJECT ANALYSES

Annex 1-A includes additional project analyses as follows:
(A) Econamic Analysis Summary; (B) Technical Analysis Summary, (C)
Social Soundness Analysis, (D) I <titutional and Administrative

Feasibility and (E) Financial Analysis and Plan.
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IV. IMPLEMPNTATION DETAILS:E
A. Monitoring

The main monitoring instrument, on the part of both AID and tne
RDS, will be a series of reports, based on the two types of written agree-~
ments within the IRD projects. These reports will be complemented by site
vigits, frequent contacts with the TA advisors, and other less formal means
of determining how the Project and its components are going.

As discussed earlier, each community will have an agreement with
the project office, detailing the responsibilities of each. The agreement
will include or will further be elaborated into a workplan for each commu-
nity, with detailed plans and targets. During every visit of a technician
or contact agent to a community, he/she will be required to £ill out a
report, not only detailing what he/she accomplished by the visit but also
how the community is proceeding toward the objectives of its workplan. A
commmity representative will be encouraged to countersign the report,
putting his/her own comments in as well. Furthermore, the contact agent
and at least one representative from the project office will meet formally
with the assembled community every three months to together assess progress
toward the workplan's targets. A report will be filed on the meetings.

Each technician and contact agent will be required also to fill
out a monthly control form, detailing how he/she spent each day. In addi-
tion to columns detailing location and tasks, the form will have spaces
for narrative comments.

* The project office will compile the above repcrts and cross-check
them against each other. The project office will then issue a quarterly
report to the RDS. The reports will be expected to be specific and frank.
All relevant indicators will be compared with targets (e.g., meters of a
specific canal built, hectares of a certain crop planted, persons trained
using a certain technique. In addition, the reports will indicate problems
and delays, proposed actions to remedy the problems and delays, and any
changes from the plan expected during the next quarter, The reports should
give the RDS a good picture of field activities, to be corroborated by the
close contacts its IRD Project Implementation Unit is expected to have with
the field.

USAID will receive copies of the project office reports. In ad-
dition, the RDS will be required to prepare a similar quarterly ~eport for
AID, detailing its actions (e.g., progress in planning IRD projects, on-
going projects assisted) and also the delays and problems it is incurring.
The RDS reports will also have a detailed summary of the financial status
of the Project. USAID will also require quarterly reports from each con-
tractor paid from AID funds. From all these sources, plus field visits,
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informal contacts, and audite, USAID should be able to adequately monitor
all aspects of the Project. Also, joinf progress revisws with the RDS
will be held twice annually, once in time to impact upon the next year's
GOE budget allocations.

B. Evaluation

Periodic evaiuations will be an important tool for both AID and
the RDS in measuring Project progress and in determining what modifications
might ve made in the Project's components. - The evaluations wili attempt
to measure progress toward the main objective of the Project: the esta-
blishment of a workable IRD institutional mechanism,* top to bottom, through
the undertaking of replicable IRD projects which impact on the health and
well-being of small farmers.

To evaluate the impact of the IRD projects, data from the monitoring
instruments discussed above will be compiled and studied. For example, each
of the two IRD projects during its planning stage was judged to be ecomo-
mically sound through a benefit/cost analysis based on certain projections and
agsumptions about such factors as acceptance of new technologies by farmers
and number of hectares to be planted in certain crops. These projections
and assumptions will be tested, and reasons for their success and failure
will be analyzed.

This will give a macro view of whether an IRD proje2t is achieving
its macro objectives and is truly a pnsitive investment from the GOE stand-
point. However, it is also important to measure the effect of the pro-
jects on individual farmers, tc see if income and well-being objectives are
truly being met. To that end, three measurement instruments will be used.
One is measurement of income from a single crop, amother is measuremert of
income or value added from production of a single type nf livestock, aad
the third is measurement of weight-for-age for children. These will be
measured in a way that will be useful not only for IRD project personnel
but also for the participants themselves.

Por each IRD project area, a sample of farms will be selected, with
an attempt made to be as representative as possible (i.e., not just farms
adopting new technologies). The farmers will be asked to participate in
filling out a simple form to measure the activities and inputs for each
crop produced. The form has been designed so that even illiterate farmers
can make the proper notations. From the information noted on the form,
calculations can be made on production costs, yields, and net income. A
similar form will be used for each animal type on the farm, allowing calcula-
tions to be made on vegetative growth of the stoci:, costs of production,
total income apd value, and net income.

The contact agents will train farmers to use the forms and will
make the quarterly calculaftions from the farmers' notations. Also, parti-
cularly in order to assure that some farms in adjoining areas are used as

. * Indicators of EGP institutional success will be (i) operation of a well-
staffed unit, (ii) existence of an IRD fund receiving budget allocations from
the GOE, (iii) proven track racord to tie together national, regional and
local organizations for IRD projects, (iv) existance of effective participation
from local grass-roots organizations.
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controls, some school teachers will be trzined to carry out the same role.
(The teachers will be paid a small fee out of Project funds for each
properly filled out form each quarter.) The contact agents and teachers
will explain to the farmers {he meaaning of the calculations, so that the
farmers will have an understanding of their progress in a financial sense.

The third measurement is to be weight-for-age of preschool children,
the most vulnerable group to nutritional inadequacies. The measurement will
be made utilizing a simple spring pocket scale and will be noted on a simple
graph. Each child will be measured monthly in the presence of its mother,
and one copy of the graph will remain with the mother to enable her to fol-
low the child's progress. The measurements will be carried out by the
local health auxiliary, by the contact agent, or by a local teacher.

The above information will be summarized each quarter by the IRD
project office as an on-going evaluation tool. In addition, the informa-
tion will be used in measuring subproject progress for the annual evaluations
Vhen compared with the other more "macro" indicators described above, a
fairly complete picture of an IRD project's progress will emerge, which will
permit analysis of what is and is not working well at the IRD project level.

As for evaluation of the Project's overall planning and coordina-
tion mechanism, the procedure will have to be somewhat more subjetive.
While there will be indicators such as number of projects planned and amount
of assistance given to IRD projects, the true measure of the RDS's success
will be its ability to achieve interinstitutional coordination. Therefore
the evaluation methodology will involve not only looking at all indicators
but also observing RDS operations and having frank discussions with its
personnel.

Part of the TA to the RDS is to establish an effective evaluation
capability. As a condition precedent to first disbursement of funds for
other than TA, the RDS will be asked to submit an evaluation plan for the
Project. The plan, however, will be expected to be preliminary, with modi-
fications to be made based on the interaction of the TA advisor with the
RDS's Planning and Evaluation Unit.

C. Implementation Timetable and Project Implementation Plan

The projected schedule of key implementation dates for the Project
is provided below.

- Loan Authorization July 25, 1980
- Loan Agreement Signature September 5, 1980
- Initial Conditions Precedent to

Disbursement Fulfilled October 31, 1980
- First Year Operating Plan Approved Janusry 15, 1981

Resident Advisors (3) for RDS,
and IRD Projects Contracted January 31, 1981
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= Agreeneuts with BENF, INERH],

and INIAP 3igned February 15, 1981
~ Final Plans for Irrigation

Activities approved March 15, 1981
= Imitial Loan Disbursement to

IRD FPund March 31, 1981
= First Year Evaluation and Progress

Review October 31, 1981
~ Second Year Operating PLan

Approved January 15, 1982
- Serond Year Evaluation and Progress

Review October 31, 1982

Thereafter, each January 15 the yearly operating plan will be
expected to be approved, and each October 31 the annual evaluation and
progress review will be completed.

All other details of the Project were described in earlier sections
of this PP. Contracting details were discussed at length in Section III.D,
Financial details were covered in ITII.E. Iastitutional relationships were
discussed in II.A.

The project's implementation plan is presented in Table IV.I.
The time period for each activity is shown.

D. Conditions and Covenants

In addition to standard conditions and covenants, the following
are the conditions precedent which USAID believes are essential to the
proper initiation of the Project and its activities. They will be incor~
porated in the Project Agreement.

1. As a condition precedent to first disbursement of Project
funds, that the RDS be formally established, with an Executive Secretary
named and on board.

2. As a condition precedent to first disbursement of Project
funds other than for technical assistance, studies, and related items to
be provided the RDS and/or regional organizations, that (2) the operating
procedures for the RDS be established, including appropriate regulations
and operating manuals, (b) the IRD Fund be estahlished, including accounting
and operating procedures, and (c¢) the RDS have a plan for evaluating the
IRD program as a whole.

3. As a condition precedent to first disbursement of funds which
will be used to implement any of the activities in eirher the Salcedo IRD
project or the Quimiag-Penipe IRD project, except for tezhnical assistance
and studies, that for such project the RDS submit to AID an implementation
plan. The implementation plan must include signed agreements with INIAP,



Table IV.1

Projec: Implementation Plan

TA t& RDS

Aduin. and IRD Magmmt.
Info. and Data Systems
Planning and Evaluation
Financial Admin.

Salcedo IRD Project

Irrigation Constr. & Imprv.
On-Farm Irrigation Works
Road Improvement

Community Center Constr.
Agricultural Credit
Marketing

Land Titling

TA to Farmers

TA to Project

Quimiag-Penipe IRD Project

Irrigation Constr.
On-Farm Irrigation Works
Road Improvement
Community Center Comstr.
Agricultural Credit
Marketing

Land Titling

TA to Farmers

TA to Project

Regional TA and IRD Planning

TA to CRM

TA to Region 4

Jipijapa Project Developm.
Other IRD Studies.

Year 1 | Year 2 Year 3 { Year 4 Year 5
X- X
X X: X
X —~X
x.—
X X
X- X
X X
%
X X
X
X X
h X X
X X
X
X X
X X X
X X X
X X: X
X X

= intensive activity

= occasional activity




INERHI, IERAC, BNF, MAG, and all other participating institutions, each
such agreement tc include detaiied technical plans of all activities to
be undertaken. In particular, the agreement with INERHI must iuclude
detailed plans for all irrigation works to be carried out, including dis-
tribution canals and identifiration of all parcels to benefit. The im-
plementation plan must also include a complete first year cperating plan,
including activities proposed, objectives, and budget. The implements-
tion plan must also detail the evaluation plan for the project, including
baseline data or detailed 'vangements on how baseline data will be col-
lected.

4, As a conditior precedent to first disbursement of Pruject
funds for planning the Jipijapa IRD project or for planning any other
IRD project, that an agreement between the RDS and the respective re-
gional cooperating organization be presented to AID, such agreement to
include a detailed description of the proposed study.

5. A covenant will be included stipulating that INERHI, consistent
wicth GOE legislation,will establish and enforce water rate charges in the
IRD project areas adequate to recover the costs of irrigation facilities
and to operate and maintain the system.

E. Source and Origin Waiver Request for Technical Assistance Services

It is expected that up to $1.0 million in AID grant funded techmical
asgistance adyigsors will come from Latin American countries other than
Ecuador. Field level technical dssistance advisors for the Salcedo and
Quimiag Penipe projects will be Latin Americans from the Institute for
Inter-American Agricultural Sciences (IICA) for a total of at least
$500,000. It is also expected that up to $500,000 of technical assistance
for the GOEs Rural Development Secretariat (RDS) will also be Latin
Americans possibly provided through IICA or FAQ. USAID therefore requests
a source/origin waiver so that up to $1.0 million in grant funded
technical asgistance services may be procured from either the United
States, the Cooperating Country (Ecuador) or from other Latin American
countries. The reasons for this request are as follows:

~= First, the Institute for Inter-American Agricultural Sciences (IICA),
an agricultural technical assistance agency of the 0AS, has played a
major role in assisting the GOE and USAID plan the project proposed in
this Project Paper. IICA is staffed by a large number of highly
qualified Latin American agricultural technicians, In order to maintain
project continuity, USAID believes that it is important to continue IICA
involvement in project implementation at. the RDS and field levels. A
number of highly qualified IICA technicians are already in Ecuador, and
if selected, they could be contracted with no disruptions in project
implementation. Their unique knowledge of the. project and its
objectives are vital for ensuring its success. The expense for
contracting these technicians will also be less than bringing new
technicians into the country.
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-~ Second, as nov anticipated, USAID/Ecuador will have a ralatively
small USDE staff. In order to do more with no major increase in
USDH, USAID's stratsgy is to draw on technical assistance services
already in country from IICA, FAO and other agencies. However, in
order to continue this process into project implementation will
require contracting through these agencies Latin American Technical
personnel.

- And third, the field level implementation of the Salcedo and
Quimiag-Penipe projects will involve very sensitive issues at the
local level in such activities as campesino training, community
organization and land tenure problems. In many cases, technicians
from other Latin American countries with similar conditions and
experiences can better facilitate these sensitive activities rather
than U.S. advisors.

F. Procurement Plan

The Rural Development secretariat and where relevant individual COE
participating agencies under RDS supervision will be the action

agents for all procurement under the Project. The goods and services
needed, source region, contract mode and disbursement procedures are
outlined in the table that follows. The mission will work with the
RDS and participating agencies to familarize them with AID procurement
regulations. At the same time, the mission will be backstopped by

the Regional Contract officer in Panama, AID/W procurement specialists
and the Regional Legal Officer in Peru. The mission will work with the
RDS to make sure that procurement is accomplished in a timely manner.
The following table iden..fies more details of the procurement actionms.



3.

4.

5.

6.

7.

9.

Description of Goods &
Services

Vehicles & Equipment

Constructicn Services for
Irriga:ion Activities

Construction Services for
Input and marketing centers
and Nurseries

Equipment for input/
marketing Centers and
Nurseries

Road Improvement Equipment

T.A. to IRD Projects

T.A. to RDS

Studies and Evaluations

Construction Services for
Community Participation
Sexrvices

Estimated Cost

507

3,550

257

n
466

560

1,188

555

351
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MARY OF PROCUREMENT 1/

PLAN
AID FINANCING

Origin Source

000

nLe

HC

000
941
HC

000

941
HC
100
941
HC

000

941
HC

HC

Contract

Work

IFB

Force
Account/Bid

Force
Account/Bid

IFB

IFB

Force
Account/

Bid

Z Loan Loan/Grant Disbursemeat
Financed Procedure
922 GOE Financed letter of
Credit
1002 GOE Reimbursement
100X GOE Reimbursement
100X GOE Financed letter of
Credit
100% GOE Financed letter of

Credit

AID Financed letter of
Credit

AID Financed letter of
Credit

AID Financed letter cf
Credit

GOE Reimbursement



10. Loecal Currency
(Credit) 1.882
11. Contingencies and
Inflation 2,113
TOTAL 11,800
1/ Bee Annex D for detailed lisi of equipment/vehicles, and Implementation plan for timing of procurement actioms.
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PROJECT ANALYSES

A. Economic Analysis Summary

‘1. Economic Impact of the Project at the Farm Level

The Project includes two major direct IRD subprojects, Salce=-
do and Quimiag-Penipe. The combined interventions in the two subprojects
are estimated to result in the income impacts indicated in Table II.l.

TABLE 'II.1.

Projected Economic Irpacts for Quimiag-Penipe
end Salcedo IRD Projects

. No. of Est.Average Est. Average Incremental
Farn Size Families  Net 1/ Income Net l/Income Factor
Before After
(Us$/Cap.) (Us$/Cap.)
SALCEDO
0 -1 Ha. 2,768 . $ 96 $ 2342 2,5
l-5 Ha. 2,162 119 352 2,9
S =10 Ha. 409 152 638 4.2
All Farms 5,339 108 310 2.8
QUIMIAG-PENIPE
0.1-2 Ha. 1,453 $ 45 2573 5.7
2 - 5 Ha. 605 120 686 5.7
5 =10 Ha. 171 185 976 5.3
“All Farms 2,229 76 428 5.6

1/ Net income is equal to value of farm production minus cash inputs and
costs, and minus the value of family labor priced at the market wage.

2/ After 10 years with project
3/ After 20 years with project
Table III.l. indicates that the potent:ial income benefit is large from

both projects, though the magnitudes are not exactly comparable. Salcedo bent-
fits are estimated at the end of '15: years, the Quimiag-Penipe benefits at the
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end of 20 years. In total, 7,568 farm families and about another 800
landless families will bemefit from the projects.

2. Costs per Beneficiary

a. Selection of AID Financed Subprojects

Part of the strategy for IRD is to engage in multi~sectorial
interventions to increase the combined impact on the rural household.
Often this strategy can result in high costs per beneficiary due to the
proliferation of interventions focused on a small population. If IRD
projects are to be useful and replicable models, they must be low cost.
One of the USAID's objectives in the Ecuador IRD program is to engage in
low cost programs which have the potential of wide replication. Within
the portfolio of Ecuador's IRD projects USAID has attempted to select
with this low cost model in mind. This is not to say that the other projects
are of lesser value. But several are colonization projects in which the
investment in land clearing, roads, and basic infrastructure will be high
per initial beneficiary. Others are projects in areas in Ecuador where
water is the principal limiting factor and where local small scale irriga-
tion projects cammot hope to obtain sufficient water for irrigation. 1Im
these arid areas large scale and expensive irrigation infrastructure may
be the only long run answer.

b. Comparison of AID financed to Other GOE IRD Projects

USAID's preference of low cost per beneficiary projects
therefore limits selection to those areas where the population is already
in place (so that large land clearing and road investmenrts are not neces-
sary) and —there sufficient rainfall exists and/or rudimentary irrigation
or major canals are already at last partly in place so that relatively
low cost irrigation expansions and improvements are possible. To compare
the two IRD projects selected for AID financing with the balance of the
Ecuadorean IRD portfolio in investment costs per beneficiary is therefore
mainly an illustration of this choice of AID role in IRD in Ecuador. None-
theless, a review of the cost per beneficiary in the various projects helps
to put the two selected projects in their proper context as part of the
larger GOE IRD policy.

The National Plan outlines 17 IRD projects. Eleven of these are at
some stage of implementation or final feasibility sanalysis, enabling the
GOE to estimate costs with at least some level of precision. Of these 11,
no costs can be properly estimated for one (Tanicuchf) because it is being
financed not by the Government but by private sources, and considerable
changes are being made. Another of the 11 (Valdivia) is also not included
in the analysis below because it is so small as to be an exception to the
general project pattern ($§352,000).
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It is difficult to compare costs per beneficiary for the remaining
nine projects because of the differenca inherent in the way AID defines
the target group and the unavailability of detailed data on some of the
projects. After considerable effort to obtain comparable figures on
“total costs" and on "target group beneficiaries", it appeared better
to use the CONADE figures, which are at least comsistent for all projects.
Before discussing the next table, however, a few points must be made
about the CONADE methodology. The term "investment costs' means those
expenditures for project activities af an "investment" type, which exclude
the operating costs of ministries and other institutions involved. These
figures are not, therefore, comparable to the "total cost" figures used
in this PP to describe the costs (including all counterpart and technical
assistance) for the two subprojects to be financed by the Project. It is
also true that CONADE's estimate: are preliminary. The IBRD's Tungurahua
Project, for example, has a final ~stimated total cost of $30,000,00, as
compared to $17,168,000 estimated in the National Plan. Part of this dif-
ference, however, could be one of definition, as the $30 million is "total
cost" from the IBRD loan document, wheress CONADE utilizes only "investment
cost". In the case of Salcedo (estimated by CONADE as a $1.7 million invest-
ment), the final project plan has about $2.3 million of what may be consi-
dered "investment”. The figures presented in Tabla III.2. are therefore
most useful as comparisons between projects at one point in the planning
process, done with the same methodology and based on common assuptions.

TABLE III.2

Comparison of the Costs per Bemeficiary for
Ecuadorean IRD Projects

Project Area & Zonal Type Project Est.Invest— Invest— Investment
Area ment Total ment per/ Cost Index
Population (US$ 000) Capita Ave.= 100

Zamora (Oriente) 18,000 $20,036 $1,113 270
Puerto Ila-Chone (Coast) 20,000 13,424 671 162
Quinindé (Coastal Colonization) 20,000 10,036 502 121
Santa Isabel (Sierra-Coast Transi-
tion) 21,000 10,128 482 116
Morona Santiago (Oriente) 27,000 9,904 367 89
Tungurahua (Sierra) 63,000 17,168 272 66
Cafiar (Sierra) 23,000 3,844 167 40
Quimiag-Penipe (Sierra) 13,000 1,007 78 19
Salcedo (Sierra) 24,000 1,680 70 17
$414 100

SOURCE: National Plan, Table 2, CONADE.
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It should be no surprise that most of the low cost projects
are in the Sierra, vhere population densities are high, and where land
is cleared and road infrastructure is already in place. AID's selection
of the Salcedo and Quimiag-Penipe projects is an attempt to support a low
"investment" cost model of IRD. However, while the investment cost is
low in these projects, it should be remembered that the broader range
of technical and social services in the AID-financed IRD projects results
in total costs which are not accurately reflected in Table III.2.

c. Total Costs;ber AID Beneficiary

Three ways are used to estimate cost per beneficiary for
the two AID-financed IRD projects. The first is to count only the costs
included in AID's IRD "Project'". The second includes the costs in all
the AID's IRD FY 1980-82 "Program”" (including the centrally funded support
for Rural Training, the proposed FY 1981 Health, Potable Water, and Nutri-
tion Project, the proposed FY 1981 Porestry and Natural Resources Conser-
vation Project, and the proposed FY 1982 Rural Employment Project). The
third method includes all GOE counterpart under the entire AID-financed
IRD Program. Table III.3. contains these three estimates, which USAID
considers favorable compared to other IRD projects in Ecuador.

TABLE III.3

Total Costs per Target Group Beneficiary in AID's IRD Projects

Including only Including all Including all
Project AID IRD Project AID IRD Program Counterpart
Costs Costs Costs

(US$ of Cost per Bemeficiary)

Salcedo $137 $197 § 380
Quimiag-Penipe 342 451 1,053

3. Benefit/Cost Analysis Summary

The two IRD subprojects were analyzed using a traditional benefit
cost framework; Table III.4. outlines the ratios obtained in this analy-
gis. A fuller description of both of these computations is contained in
the Economic Analysis sections of the two project descriptioms. Complete
statistical outlines of the projections used are available in USAID files.
Both of the projects have B/C ratios of more than one, even with the
inclusion of technical assistance costs, and both seem acceptably resilient
with reference to either increased costs or decreased benefits.
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TARLE III.4.

Benefit Cost Estimates for Quimiag-Penipe and Salcedo
IRD Projects

Benefit/Cost Ratio Internal Rate of

Return
Quimiag-Penipe:
Basic Computations 1.40 19.52
Sensitivity Analysis:
Increase Costs 20% 1.17 16.3%
Decrease Benefits 20% 1.12 15.62
Salcedo:
Basic Computation ~1.75 ' 23.1%
Sensitivity Analysis: A
Increase Costs 20% 1.46 19.22
Decrease Benefits 202 1.40 18.5%

4, Other Economic Feasibility Factors

Economic feasibility for the IRD projects is estimated in the
benefit cost analysis, yet there are important questions of economic
feasibility not addressed which are dealt with in this section. The first
deals with financial feasibility at the farm level. It is possible that
a project may be feasible when subjected to economic benefit/cost analy-
sis, and yet the private financial rates of return to the farmer may be .
so low that the farmer may not be willing to make the changes implied in
the project plan. The second is market demand for the products resulting
from the projects.

a. Financial Feasibility at the Farm Level

For farmers who wish to engage in IRD project activities,
there must be an attractive rate of return to them after interest is paid
back to the development bank and costs for inputs and other factors de-
ducted. Tabla III.S5. outlines the percent return to the farmer from
making the expenditures and taking the risks implied by the improved techno-
logy and changed crop and livestock patterns anticipated under the projects.
From Table III.5. it is apparent that farmers would hhe earning an attracti-
ve financial return on their added expenditures., While the rates of
return appear high, it should be remembered that many of these investments
and expenditures are perceived by the average Sierra farmer as high risk;
it may take expected returns as high as those shown to induce them to



-6-

change. The security of long~term credit, however, will be an important
factor in inducing farmers to forego current income in favor of long-term
investments like fruit trees.

TABLE III.S.

Farm Level Return to Farmer

Salcedo
Farm Size
0 - 5 Ha. S - 10 Ha.

Central Zone

1. Irrig. w/o Fruit 312 X

2. 1Irrig., with Fruit 73% 57%

3. W/0 Irrigation X 19z
Eastern Zone

4, Over 3,000 Meters 542 312

5. Under 3,000 Meters 422 732
Western Zone

6. With Irrigation 492 ’ 3z

7. Without Irrigation 382 352

8. W. Irrigation over 3,000 m. 352 447

9. W/0 Irrig. under 3,000 mts. 292 392

SOURCE: Salcedo Project, Pages 177-179.

Farm Level Return to Farmer

Quimiag - Penipe
Farm Size
Quimiag
Crop Type 2 662 67% 792
Crop Type 3 58% 66% 682
Penipe
Crop Type 1 622 772 —
Crop Type 2 nz 80% 73%
Crop Type 3 682 — 77%

SOURCE: Costs of Production and Net Income from Table 18, Projecto de Desa-
rrollo Integral Quimiag-Penipe. Opportunity Cost of Capital assumed
at 20Z.
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b. Market Demand for Production Created by the Projects

Estimating *he demand for agricultural products is difficult at
best. Often market an.lyses of geographic areas which represent less
than a few percent of the total production of a product are based on the
assumption that the particular product faces unlimited demand. This
section attempts to extend beyond this assumption and examine market
demand issues for the specific products for which there is expected to
be expanded production under the two IRD ::=: projects.

In the aggregate, food demand is a function of income growth,
population growth, and the propensity to spend increased income on food.
Income in Ecuador grew during the decade of the 1970's at approximately 8%
per capita per year. Population is growing at about 3.4% per year. Simply
from income and population growth it would appear that demand for food
products in Ecuador is growing amnually at least 10%Z. This would imply
that by the time the two IRD projects reach most of their production targets,
the aggregated demand for food products in Ecuador will have approximately
doubled. To this general pattern should be addad the fact that the projects
represent a very small proportion of the total production in any of the
products (even apples) for the country as a whole.

As for cereals, the projects will result in a substantial increase
in production due mostly to increased vields. Most of this increase will be
condumed by the farm families themselves. For example, in Salcedo it is
estimated that only 10X of the total cereals produced will be available for
sale outside the project area. The small increment that does leave the
project area is not likely to have difficulty finding a market since Ecua-
dor is a sustantial importer of food grains; in 1978 253,000 metric tomns
were imported.

As for deciduous fruits (apples, pears, and peaches), Ecuador.
imports large quantities, principally from Chile. Most of these are apples.
There is also substantial domestic production, which has grown at an annual
rate of approximately 6,62 during the last decade. The two projects together
would increase the total Ecuadorean production area during a 20 year period
by about 8Z, using the current production area as a base. If the last 15
years' growth rate continued for the next 20 years, these two projects
would account for less than 2-3X of the total increase. Wholesale prices
for Ecuadorean apples in Quito have risen at an annual rate of 32Z in the
last three years, and it would appear that even a 6.6% area increase in
production would not glut the markets. Another price of evidence of the
carrying capacity of the deciduous fruit market is the fact that imports
have not dropped as domestic production has risen. In part this could be
explained by quality differences between the Chilean fruit and domestic
production, but there appears to be room in the market both for expanded
domestic production and stable imports. To add to the above factors, the
income elasticity for fresh fruit products is usually positive and above 1;
this means that when per capita incomes increase, as they are doing in
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Ecuador, the demand for fruit goes up faster than the population increase
plus the income increase.

As for vegetable crops, the market should be divided into two
groups, tubers and others. Tubers (particularly potatoes) are traditional-
ly faced with delicate markets, subject to wide price fluctuations depend-
ing on supply and demand situations which vary widely from year to year.
Because of their importance to the projects, potato markets will be discus-
sed separately below. The market picture for the other vegetable crops is
considerably less risky than potatoes. A review of price trends in major
Ecuadorean markets over the past several yerrs indicates steady price
increases for most vegetables. Area in veg:table crops for the prcjects
together will grow slowly over the first fise years, reaching a total
market share in national production of less than 5Z. The only supply and
demand study available indicates that there is an annual deficit of over
150,000 metric tons in vegetable crops. This deficit is calculated, how-
ever, on the basis of nutritional needs, and not on demand expressed at
the market place. Fresh vegetables (excluding tubers) usually have posi-
tive income elasticities, but on average would not exceed 1.0. This would
imply that the annual growth in demand is probably between 6-8%. Project
increases are not likely to affect prices in any observable way.

Potato markets are almost impossible to predict with any confiden~
ce in South American countries. Or the one hand there are many examples
where increased production has virtually destroyed prices, yet on the other,
potatoes continue to be a high income product with net income yields per
hectare so far above cereals that large numbers of farmers are continually
entering the markets and then leaving them, in a pattern which makes analy-
sis difficult. VWhat can be said about potatoes is that they are unstable;
but that is net the same as saying that they are unattractive. Part of
the instability comes from the fact that the income elasticity is low if
not negative, potatoes being the poor man's food. This implies that they
do not have the same strcag push that comes from increases in per capita
income, which is the case with fruits, other vegetables, and livestock
products. That they are consumed by the poor implies that the project
areas themselves will consume significant quantities of their own increased
production. For example, in Salcedo it is estimated that approximately half
of the increased produntion will be consumed directly inside the project
area. Though project families will be experiencing increased incomes, even
with a low average income elasticity large additional quantities are usual-
ly demanded at low family income levels.

Potato markets have the advantage that they are large; five to
eight times as much area is harvested in potatoes in Ecuador as in all
other vegetablas combined. In the project areas potatoes are expected
to increase more rapidly than other vegetable crops because the technology
for potatoes is more widely known by the target group than any other, and
the target group perceives the market risks as lower in potatoas than in
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the other more specialized vegetable crops. This parception is largely
due to the size of the potato market itself. To suggest that the tavget
group not cnter potatoes because the markets are unstable is to deny

them of the one intensive crop which they can enter quickly with the tech-
nology they have, and it is tc deny them of a significant chance to increase
their dincomes rapidly. In summary, the potato market is risky. Yet, the
small farmer, who is usually averse to risk and is aware of the dangers

in potatoes, is still likely to be ready to accept the risk if he can get
credit and water. The IRD projects should prcbably proceed in encouraging
increased production, which will be only a tiny proportion of national
production.

Finally, as to livestock and milk products, there should be no
market problems. High income elasticities and rapidly growing demand
characterize these markets. Also, the production coming from the project
areas will be only a tiny proportion of natiomal production. In summary,
except for potatoes, there are not likely to be important demsand factors
which would questisn the feasibility of production targets outlined in
the IRD projects.

5. Credit Analysis

Credit for production and investment purposes is an important
component of the IRD project efforts in Salcedo and Quimiag- Penipe. Almost
$1.9 million dollars in AID funding will be provided to small farmers
through the BNF in the form of credit to increase agricultural production
and net income. Principal types and uses of the credit will be (a) short~
term production credit to promote increased yields through the application
of improved crop and livestock technologies, (b) both short-term and
medium term credits to allow farmers to alter the mix of crops cultivated om
the farm by substituting higher value per land unit crops for lower value
subsistance crops, and (c) medium-term investment credits for on-farmm irriga-
tion improvements so that the small farmer will be able to use his scarce
water resources efficiently and effectively.

Credit availability, however, is not sufficient to fulfill the
objectives of the IRD projects. Agricultural technology must be available
and must be proven to be technically and economically viable within the
small farmer eco-system. Sources of input supply and markets for output
absorption must be reliable and efficient. And as far as credit itself
is concerned, institutions must be willing to lend to the small farmer on
attractive terms. And, perhaps most importantly, the small farmer must
be willing to borrow, iuvest, and repay the credit.

This discussion of feasibility of the credit component of the
IRD Program will consider first the presence or absence of these conditioms,
and second the reasonasbleness of the methodology employed to arrive at
aggregate demand for credit im both IRD Projects.



From the viewpoint of demand for credit by individual small
farmers, the farmer's willingness to borrow will depend on a host of socio-
economic and cultural as well as strictly economic factors. Most important
to the farmer's decision to borrow,however, are the interest rate structure,
transaction costs, perceived risks, and expected returns associated with
the investment.

With regard to the latter point, it was noted above that the
expected financial returns to the proposed production alternatives are
high. Depending on the size of the farm unit and water availability, the
estimated return in Salcedo varies from a low of 19% to a high of 73%,
and from 587 to 80 in Quimiag-Penipe. Although the proposed changes in
production practices might be cousidered risky by the small farmers
because of the subsistance nature of farming in both projects, the expected
high returns should compensate for the risk involved. Equally important
is that the agricultural technologies which will form the basis for the
farm level improvements are not new to either project areas, and most
already have been proven to be technically and economically viable for
the small farm crop-animal system. The question of market feasibility has
been discussed above, and marketing should not be a constraint to the
expected return of the agricultural innovations.

An important variable in the small farmer's decisior to borrow
is the credit terms upon which production and investment credit will be
made. Under the Project, both production and investment credit will be
provided at BNF's highest rates (12% per annum). Production credit will
be for up to one year and investment credit with repayment due in 5-7
years. These conditions should not present any disincentive to borrow,
when compared to the expected rates of return to the agricultural in-
novations.

The cost to the small farmer of obtaining credit (tramsaction
cost) can be an obstacle to an effective credit demand. The various trips
which must be made from the comunas to the regional bank office, the numerous
forms which must be filled out, and the likelihood of being refused credit
for lack of legal land title are aspects of transaction cost which could
affect the farmer's willingness to borrower. However, the group credit
arrangements described elsewhere in this PP will keep the individual's
transaction cost at a minimum, In summary, willingness to borrow by the
individual farmer should not be a bottleneck to the agricultural credit
program.

The reasonableness of the methodology for projecting aggregate
credit demand depends on the acceptability of the adoption rates assumed
and on the accuracy of the production costs and investment costs upon
vhich the credit projections are made. As indicated in the discussion
of the technical feasibility of the adoption rates (see Sectionm III.B
below), the rates assumed are at best modest and reasonable for both
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projects. With regard to the issue of accuracy of the credit projections,
the following step~by-step process was used. Surveys in the project areas
were conducted to determine profiles of small farm units. The surveys
revesled information on farm size, production technologies, crop livestock
mixes, location in terms of altitude, costs of production, and socio-
demographic cuaracteristics. These data were analyzed, and typical

fara profiles were constructed, with the primary discriminating variable
being farm size. Group I included those farm units with up to 2.0 has.

of land; Group II categorized those units with 2,1 to 5 ha. of land;

and Group ITI included those farms with 5.1 to 10 hectares. Once these
profiles were constructed, farm budgets were analyzed by considering
production objectives and the necessary inputs to meet these objectives.
These raesults were then aggregated to the project level by taking into ac-
count the total number of farms expected to be included during the project
years. The complete results are in an unattached annex titled Farm Budget
Analysis of Model Farms and Credit Demand for the Quimiag-Penipe and
Salcedo IRD Projects, available in USAID and LAC/DR files. The summary
results are reflected in the budgets for the two individual IRD projects.
As can be seen in those budgets, AID funds will be financing medium-term
investment credits, while BNF counterpart funds will be financing short-
term production credits.

6. Section 611(b) Compliance

Section 101 of the Foreign Assistance and Related Programs
Appropriations Act, 1979, requires that A.I.D. apply to certain water and
related land resource construction projects that it supports, the standards
and criteria used in determining the feasibility of similar, federally funded
projects in the United States. Section 611(b) of the FAA, as amended, requires
the application, insofar as practicable of the Principles and Standards (1973)
of the Water Resources Council.

The Mission believes that these requirements have been met
in substance. The cost-benefit analyses prepared for the two sub-projects
which involve construction show that discounted total benefits are greater
than discounted total costs. The form and result of the analyses constitute
accomplistment of the substantive economic analysis requirements of Section
611(b). Environmental considerations in project concept and general design
have been addressed in the Initial Environmental Examination and will be
fully integrated in the detailed planning and implementation of sub-project
construction activities. This constitutes fulfillment of the substance of
the environmental concerns portion of Principles and Standards.

The Mission concludes that the principles embodied in the
applicable legislation have been mec.
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B. Technical Analysis Summary

Technical snalyses of project components are included in the
descriptions of the Salcedo and Quimiag-Penipe projects. The purpose of
this summary is to deal with questions of technical feasibility common
to both projects, and to examine the technical feasibility of the Project
as a whole, including the functioning of the central RDS mechanism. Major
questions to be considered are: (1) Do technologies to be used exist or
must they be developed and tested?; (2) What is the feasibility of adoption
of project recommended practices and technologies at the rates proposed?;
(3) How feasible are the technological change targets?; (4) Are the market-
ing arrangements technically sound?; (5) Are the engineering plans for infra-
structure construction technically socund, and are institutional capacities
adequate?; and (6) Are the IRD management and technical support systems
technically sound?

1. Feasibility of Production Technology

The production technology base of this Project is relatively
modest; there are no packages to be developed nor new technologies to
be introduced to these regions which do not already exist there in at
least modest versions. Improvements in these technologies will be developed
under the Rural Technology Transfer (Title XII) System Project. The main
objectives irn a technological scnse therefore are to move more farmers to
the levels at which the better small farmers in the areas or adjoning
areas already are producing. In that sense the IRD projects are relatively
unadventurous. The technical issues center around the rates at which this
technological diffusion can take place.
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While the production technologies exist, the rates at which
they can be diffused is seriously limited by the availability of water.
The technology of water use is therefore important to all other technological
improvements. Thare are two basic technological models used in the Project
for irrigation expansion and improvement. The £first involves well known
and applied INERHI irrigation technology; this basic approach will be
followed in four irrigation areas: Quimiag-Penipe, Divalos~Chiriboga, and
the feasibility study of Nagsiche. The second approach involves the
improvement of existing rudimentary irrigation systems complemented by
farm leve. irrigation techniques for target group small farmers. This
technclogy will require some adjustment in INERHI's approach, which has
traditionally been large scale new irrigation schemes. INERHI has more than
50 agronomists trained by FAO in farm level irrigation technologies; this
cadre will require some additional training and assistance to provide
the necessary support to the small farm irrigation systems. The Project
therefore will provide - project-specific technical assistance in small
farm irrigation systems to INERHI, and also . .project-specific training
funds for INERHI personnel to lesve Ecuador for short courses and field
visits to see this type of technology in actionm.

2, Technical Feasibility of Adoption Rates

There are two separate technical issues with reference to
technological change. The first relates to how fast farms can be expected
to adopt the changes, the second to the distance they can be expecte. to
go (i.e., how much yield increase can be expected to be obtained, or the
degree to which the crop mix may alter). This subsection deals with the
feasibility of the rapidity with which target group farms are expected to
enter the respective IRD project and make the proposed yield and crop
mix changes. The following subsection deals with the distance issue.

The two IRD project development teams approached this issue
from different perspectives and developed projections based on two different
approaches. The Quimiag~Penipe team projected a gradwusl inclusion of
target group farms into the project, assuming that the conservative nature
of this inclusion rate will take into account the normal reticience of
traditional farmers to adopt new cultivation patters and practices. There-
fore, in Quimiag-Penipe it is projected to take five years to include 902
of the target group in project activities., In Salcedo the projections as-
sume that full inclusion of the target group into the project will happen
in three years, but the projections are given a conservative bias by
assuming that no changes will occur during the first two years of this
activity. In addition the Salcedo team assumed that the results of the
inclusion will be less than full adoption (58%); yield targets have been
reduced in the income tables to account for this.

Thus the two projects have approached the probiems aof inclusicn
and adoption rates differently. Quimiag-Penipe assumes a slow inclusion
rate which never reachos more than 90 of the target group, but assumes full



adoption inside these targets. CSalcedo assumes a more rapid and complete
inclusion rate, but assumes two dead years without any adoption, and then
only partial adoption and yield response for all target group farms. Table
III.6. contains the projected inclusion and adoption rates for the two

subprojects.

TABLE I1I1.6.
Inclusion and Adoption Rates for Technologies ir IRD Subprojects

(X of target group farms)

Quimiag-Penipe Salcedo
Project Year Inclusion Adoption Inclusion Adoption
1 102 1002 212 0
2 302 100% 422 0
3 60% 100% 100% 422
4 902 1007 1002 52%
5 1007 1002 1002 582

3. Feasibility of Techr.logical Change Targets

Both of the projects expect two types of changes in the target
group farms. These are changes in production practices (leading to vield
increases per Ha.) and changes in production patterns (changing the mix
of crops they produce).

Quimiag-Penipe yield targets are przsented in Table III.7,
for crops and in Table III.8. for live:tock. Table III.7. takes into account
the mixes of crops proposed under the project and different environmental
conditions. With yields beginning at levels which are in most cases less
than half the national current average, it would appear that the yield
targets are reasonable, especially when the rate at which they occur is as
slow as projecteld.
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Table III. 7.
Yield Improvement Targets

ag-Penipe IRD Project
in Ha.

Products Present Executed 2 increase
Quimi
1. Group II
Potatoes 213 350 64
Corn-Beans:’
Corn 13 23 77
Beans 2 5 150
Corn (alone) 14 24 71
Barley 22 32 45
Broad Beans : 13 17 31
2. Group III
Potatoes 162 312 92
Corn (alone) 13 23 77
Barley 12 20 67
Broad Beans 11 17 55
Penipe
1. Group I ‘
Potatoes 295 350 19
Corn-Beans:
Comn 14 24 71
Beans 7 7 0
Corn (alone) 10 20 100
2. Group II
Potatoes 160 310 94
Corn-Beans:
Corn 10 20 100
Beans 3 7 133
Corn (alone) 11 21 91
Corn-Apple:
Corn 11 20 82
Apples 108 220 104
3. Group III
Potatoes 177 327 85
Corn-Beans:
Corn 10 20 100
Beans 4 7 75
Corn (alone) 7 17 143

Group I: Farm units located between 2,500-2,800 meters above sea level.
Group II: Farm units located between 2,800-3,000 matars above ses level.
Group III: Farm units located between 3,000-3,200 meters above sea level.-
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TABLE IIT.S8.
Quimiag-Penipe Yield Target

for Livestock

Livestock Type Yields Increasing
Present Expected Percentage

Cattle Milk
(Liters/animal/year) 3.5 5.0 70.0
Hogs-meat
(pounds/animal year) 165.0 200.0 82.0
Sheep-meat
(pounds/animal /year) 52.1 70.0 74.1
Sheep-wool
(pound ./animal/year) 3.4 4.0 85.1
Guinea pigs-meat
(pounds /animal /year) 1.3 1.5 86.0
Poultry
(eggs/hen/year) 120 180 67.1

: Salcedo yield targets are more integrated with assumptions
abo it inclusion and adoption. It is assumed thac 100% of the target group
wili be included and that all will achieve some lzvel of adoption. Since
all will not adept fully, the yield targets are presented in two forms:
the targets which would be achievable if all target group farms adopted
the complete technology package, and the adjusted yield targets which are
assumed to represent the average level of adoption. Experience in the
Salcedo zone with small farmers indicates that the full adoption target
yields are feasible; yet the adjustments for partial adoption would appear
more realistic given the natural reticience of local farmers to change.
Table III.Y9. presents these two types of targets.

TABLE III.9.
Salcedo Yield Increase Targets

Yield Target at

Average adop. Yield

Traditional full Adoption Levels Used in
Crop Yield Projections

QQ/Ba. X Incr. QQ/Ha. % Incr.

Barley i3 20 542 13 02

Corn/Beans 15/8 15/10 0/25% 15/10 0/252

Potatoes 250 400 602 350 40%

Wheat 18 24 33z 18 0z
Fruit 0 480Box. 480Box. .
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4. Marketing Feasibility

The issue of demand for project outputs was discussed in
the Economic Analysis Section above. The issue for technical feasibility
is the marketing technology, including transport feasibility and technical
ability to manage the process.

Both of the IRD projects have a reasonably good distribution
of internal access roads. Just 10 kilometers of extensions are needed to
complete the systems. Maintenance and improvements are necessary to make
the existing roads dependable in bad weather, and the projects contain
the necessary funding for these improvements. Both projects are entered
by major highways (Salcedo is dissected by the paved Pan-american highway;
Quimiag-Penipe is entered by a major road from Riobamba). Within an
hour from almost any production are in either of the projects, products
can be in a major market center. From these market centers, paved high-
ways connect with the principal population centers of Ecuador. Therefore,
both projects would appear to face few difficulties with regard to internmal
transportation, proximity to intermediate urban marketing centers, and
proximity to major urban market demand.

As to marketing technologies, technologies for post harvest
handling, packing, and storage exist in Ecuador, but target group farmers
are currently far from having a working knowledge of them. Considerable
technical assistance and financial support is planned for this effort.

The establishment of small-scale packing centers for fruits and vegetables
in Quimiag-Penipe is planned, and in Salcedo a more centralized fruit and
vegetable marketing system is contemplated. Little difficulty in marketing
grains and livestock products is foreseen.

5. Engineering Plans and Engineering Capacity of Implementing
Agencies

The construction of various types of infrastructure is
contemplated in both  ":projects. The technical issues are whether there
are technically sound plans for the construction and whether the implement-
ing agencies have the necessary engineering and construction supervisory
capacity to carry out final design and constructicn.

As to irrigation, INERHI is the Ecuadorean institutions
charged with the responsibility for development and comstruction all such
infrastructure. There are four irrigation activities planned for this
Project. INERHI has designed and constructed millions of dollars worth
of these types of projects and has widely demonstrated its technical and
engineering capacity to administer the process. This is not to say that
INERHI has not had its problems, but it is the judgement of USAID (as
well as irrigation project teams of IBRD, IDB, and others) that INERHI
does not need engineering technical agsistance. There is need (as has
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been earlier explained) for technical assistance in the improvement of
rudimentary small farm irrigation systems. This assistance, however,

is not in engineering (the engineering is simple, requiring no more
sophisticated ebilities than exist in abundance in INERHI), but in
extension,in training, and in being willing to come down a notch in technical
sophistication to address the appropriate technology of low cost small scale
improvements.

The plans for thz INERHI construction activities to be
included in this Project are voluminous. Aunnex D contains excerpts
from these planning and design documents for the Quimiag-Penipe Project, and
an unattached annex available in USAID and LAC/DR files contains the complete
analysis of the irrigation systems proposed for Salcedo. In additiom to
the existing plans, a condition precedent will require presentation to and
review by AID of completed final plans, designs, and construction specific~-
ations prior to disbursement of irrigation construction funds.

As to roads, most of the activities under the projects are
to provide new surfaces and continuing maintainance on existing access
roads. The provincial councils with the assistance of the MOP and MAG
have built and maintained the existing access roads.in the projects. While
many of these roads need improvement, there are segments which are currently
both properly constructed and adequately maitained. These segments were
vigited by the project development team, and it is the team's judgement
that the responsible institutions are technically capable of undertaking
the road improvement, maintainance and minor construction activities
outlined in the Project. Details on this component of the projects
are included in Annex D.

The principal type of building construction under the Project
will be simple community centers which are to be constructed under the
direction of MAG, with the collaboration of members of the local commmities.
The Ministry has constructed many of these casas comunales in other areas
and appears to have had little difficulty. Details on these centers are
included in Annex D. Construction of input, storage, marketing and other
facilities will use the same simple comstruction methods, whichk is also
outlined in Annex D. '

6. Technical Feasibility at the RDS Level

The management of IRD requires two types of technical capacities.
The first is technical capacity in the subject matter of IRD, which covers
the full range of agronomic, engineering, health, and many other technical
specialities. A careful review of the capacities of the expected central
RDS mechanism and its multiple sources of outside technical assistance
was reviewed, and where technical gaps were identified, AID TA was included
in the Project (See Section II.A). It is USAID's judgement that with these
external sources of technical assistance, the central RDS mechanism will
have the necessary techmnical capacity to manage the IRD process.
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The second type of technical capacity required to manage the
process of IRD is in management and training techmology. It is in this
area that more assistance is needed than in the strictly rural technology
skills, Considerable technical assistance is planned in this Project to
strenghten both the central RDS and the IRD . projects themselves in voth
of these fields. This outside assistance appears to be about as much as
the system can usefully absorb at this time, and with it, it is reasonable
to assume that the chances for success are good.

C. Social Soundness Analysis

1. Social Setting

The IRD approach attempts to combine resolution of the

areas' material and social needs with support of those sociocultural e-
lements which have been identified to be positive. It also attempts to
eliminate some of the existing social barriers to receiving developmental
assistance and to participating in development decisions. To achieve the
above objectives, considerable information has been reviewed for the IRD
project areas concerning the populations' cultural and social structures
and their present involvement in the processes of problem identification
and design of solutions.

Both project areas are racially mixed. About half the
Salcedo area is Indian, while the other half is mestizo (the groups varying
by dress, language, beliefs, and cultural self-awareness). Quimiag-Penipe
is principally mestizo, with an important Indian minority in Quimiag.
There have been deep and bitter conflicts between the Indian and mestizo
groups throughout Ecuador, as well as between each of them and the dominant
"white" society. The Project hopes to have a positive influence upon the
racial and cultural conflicts a'ing the beneficiaries and between them
and outsiders.

The roots, however, of these conflicts are deep. The owner-
ship of land and the patterns of production have historically exploited
the campesinos (particularly the Indians). Huasipungo, for example, is a
form of land tenure once common to the Ecuadorian Sierra in which small
parcels are lent to campesinos in exchange for free labor on the hacienda
lands. Even though this and other similar forms of precarious land tenure
were legally abolished in 1964, variations of the practices are not uncom—
mon today, particularly in the Quimiag-Penipe area.

The reason for the campesinos not being able to overcome these
ancestral problems by themselves are also of a social and cultural nature.
Withouth access to education, factors of production, or other assets,
poverty and descrimination have always plagued the poor farmers. In fact,
processes have slowly eroded the conditions of the campesinos compared with
the rest of society. Particularly as the scarce land they own has beccre
even more fragmented, the resulting inability to earn even subsistence has
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led to more relative poverty and to migration. The Project beneficiaries
are largely those campesinos occupying the base of the social pyramid,

below the dominating elite and the groups with some economic and political
power. And the Indians are generally of lower status than the mestizo
groups within the project areas. The Project has been designed to aid both
the Indian and poor mestizo groups. Generally, both groups have members who
fall into three land holding types. Minifundistas are those small landowners
who use mostly the labor of their own families on their tiny plots. Parcela-
rios are sharecroppers who work under a system called aparceria ~ a form of
rent of the land in exchange for half the crop production., Both minjifundis-
tas and parcelarios must usually work part time on nearby haciendas or engage
in temporary migrations to coastal plantations. Finally, there are the
landless or those who are almost landless, who are typically underemployed
laborers and eventually are the first to migrate to the cities.

2. Social Agsets and Social Effects of Project

While some of the preceding elements constitute social
constraints which the Project aims at mcdifying, there are others which
are assets and instruments for action and which need to be preserved. These
are derived from certain patterns of individual and group behavior and
organization. Through there are some differences between Indians and mes-
tizos, generally the campesino beneficiaries have attributes which are
similar tc those of other Sierra small farmers: hard-working yet not truly
ambitious, humble yet not overly submissive, cooperative, gregarious, and
relatively accessible., All these quslities should become positive elements
of the Project, in addition to the contributions of women, which are analy-
zed later in this section.

The Project will, for example, support campesino organiza-
tions, Actions are intended to be implemented through direct consultation
with the various groups and their elected representatives. In both Quimiag-
Penipe and Salcedo, organizations are of two types: ones which have emerged
endogenously, primarily the traditional system of local organization known
as the comuna, and others which are not traditional but which often have
been put to good use by the campesinos, such as water users' associations.

Comunas are the leading social force in both Project areas
and almost all target group members belong to one. Comunas organize the
campesinos into a group structure, as well as provide them with administra-
tive arrangements. The comuna's General Assembly elects a President and
members of the Cabildo (an operating board), which have respousibility for
decision-making in matters concerning the collective welfare, thus creating
a democratic form of representation. However some comunas have had their
problems, with factions or outside power groups trying to dominate the
power structure. And even in united comunas, the membership often elects
its more worldly colleagues to the cabildo to represent them to the outside
world, while retaining an unelected, informal group of older persons as the
true decision makers. '
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When associated or working as a group, campesinos have proven to
be a formidable force. This collaboration can take the form either of re-
ciprocal interfamily aid (randipac, or mutual help, and jochas, rzciprocal
forms of collaboration under traditional local celebrations) or of group
undertakings called mingas. The minga is a form dating from Incan times,
which has been implemented in both project areas in the construction of
schools, latrines, minor roads, irrigation works, and other small infra-
structure, The comunas are important in the organization and implementa-
tion of the mingas. Under the two subprojects this process will be sup—
ported, and an inter-comuna system is being considered which could be used
for purposes of inducing participation in more ambitious construction en-
deavors and other activities.

The IRD projects are organized to support and work through the
comunas and mingas. Each comuna will have a signed agreement with the
project office, spelling out the responsibilities of each. The comunas will
organize the campesinos for mingas, field days, group meetings, and other
organized activities important to the project. The project office will
assign a contact agent to each comuna (through some contact agents may
deal with more than one comuna). The contact agent, who hopefully will
be from the project area if not from the comuna itself, will be the prime
point both for assuring that services reach the comunas 2nd for feedback.
In addition, feedback will be provided through the project committees, com-
posed of persons who represent the collectivity of comunas as well as re-
presentatives of the local offices of the implementing agencies.

The project will alsc work with water users' associations, both
existing ones and ones to be created. This is important since irrigation
~both increased availability of water and improved water managemert practices
is the key to the intengified agriculture envisioned under the subprojects.
Water users' associations are common in Ecuador, particularly in the Sierra.
A 1977 study entitled Irrigation Institutions and Water Users in Ecuador,
prepared under the direction of Utah State University, states:

"The vast majority of private irrigation organizations are in the
Sierra where farming and irrigation have been traditional for
centuries. This is the area of predominant Indian ancestry where
communal organization and mutual cooperation have long been customary.
These irrigation entities are common throughout the Sierra, most
generally among the small and medium class farmers."

The study investigated 35 water user associations, of which 24
were in the Sierra. They ranged in size from 19 members to over 2,000. The
large majority of the associations had a formal organization with an elected
board. Over 80X of the associations surveyed met regularly or as the need
arose. The study found that between 50% and 1002 of the members attended
general assemblies when convened, demonstrating a high degree of participa-
tion by the general membership. The study also found that over 40X of the
associations made no decisions regarding the scheduling of irrigation water
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delivery. This led to instances of discontent and to complaints of unjust
distribution of the water resource. The study observed that many users
appeared to irrigate more than was necessary or beneficial and concluded
that improved delivery scheduling coupled with efforts to increase user
avareness of consumptive use requirements would increase the overall ef-
ficiency and availability of water significantly.

The Project will build on this traditional acceptance of .
collaboration in management and operation of irrigation distribution
systems by the water-users themselves. It will address through technical
asgistance and credit the problems of efficient and equitable use of the
water to be made available. By so improving the campesino situationm, it
is expected that at least some of the reasons for discrimination will fade,
while giving the campesinos the means to count:ract the actions of the domi-
nating and exploiting elites and to be able to subsist on their own plots
of land.

The IRD projects thus are designed in a socially appropriate way,
using institutions which are familiar to the campesinos and are considered
socially positive, and engendering participation to the maximum possible.
Likewise, throughout the IRD projects, an effort will be made to make them
as culturally appropriate.as possible. . Contact agents and_technicians,. ..
for example, will be taught the basics of sociology and of how to interact
positively with campesinos, and they will be encouraged to respect the cus-
toms, language, and beliefs of the people they are dealing with. As the
IRD mechanism expands, and planning is begun on the Jipijapa Project in Ma-
nabi Province, some changes will have to be made to reflect the realities
of that area. The coastal peasant, for example, has a number of cultural
characteristics different from his Sierra counterpart, and cooperatives
are much stronger on the Coast than are comunas. Nonetheless, the basic
social concepts of the Project remain the same, and each IRD project will
attempt to use local organizations, engender participation and feedback, and
be a socially and culturally positive force in the local area.

The benefits of the IRD projects are primarily economic and are
describen in earlier sections. By giving small farmers the opportunity
to become self-sufficient and produce a cash surplus on their own holdings,
the need for temporary migration should lessen considerably, thus creating
more community and family cohesiveness and a greater sense of control over
their environment. The Project has thus been judged by USAID to be cultural-
ly and socially positive, with no negative factors foreseen.

3. Impact on Women

Because women in rural Ecuador, especially in traditional Sierra
areas, suffer particularly from lack of economic opportunities and from
lack of participation in decision making, a special effort will be made
within the IRD projects to deal with their needs. This subsection discusses
the specific problems of women and how they will be addressed.
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In both the Salcedo and Quimiag-Penipe areas, more than half
the local population is female. It is the married campesino woman who
takes care of from 60 to 802 of the subsistence level agricultural and
livestock activities, particularly if the husband is away at another job.
Her work day generally ranges from 14 to 16 hours; and the installation of
electricity in the home can tend to make her day even longer, as she is
then able to engage in such activities as mending in the evening hours.
The campesino woman's hands are never idle. She may be going to collect
firewood or alfalfa but is spinning wool or sisal or is crocheting on the
way. Child care is an intimate and almost continuous part of her life.

In matters of decision-making, the woman has a real, if quietly
executed role. Her opinion is expressed within the confines of her home,
at times not even directly to her husband but simply in his presence.
Though in public a man would never admit to consulting with his wife, he
is generally aware of her opinions and takes them into account. In those
instances of male migration, a phenomenon common to both the Quimiag-Penipe
and Salcedo project areas, the woman assumes the head-of-household role,
at least temporarily. In those instances she generally assumes direct
decision-making authority, though she may not necessarily express those
decisiens in public. A brother or older son typically may act as her
"voice".

There are three other cultural factors which must be taken into
account when designing IRD interventions which impact on women. First,
cultural norms dictate that women should not frequently or freely associate
with men outside their own families. Second, when there is a status dif-
ferential (as in the case between campesinas and ministry technicians),
the resulting barriers to communication are further intensified. Both these
attitudes are the reflection of cultural values, and though their modifica-
tion is beyond the scope of integrated rural development activities, there
certainly are manners to design interventions in ways that will not be
impeded by them. Third is a language/literacy factor. In those parts of
the IRD project areas which are Indian (about a third of the total) most
women have had little exposure to Spanish and are effectively monolingual
Quechua speakers. Even in mestizo areas, illiteracy rates are much higher
for women than for men, and most women have had little experience in com-
municating with cutsiders.

In light of the above considerations, and in order to incorporate
the woman as an active participant in the development process, the following
actions have been contemplated within the IRD projects.

a. A representative proportion of the technical staff (hoth
social promotors and other technicians) will be women. This will serve as
a primary means of opening the lines of communication between the IRD
projects' personnel and campesino women. This is critical since much of
the subsistence level agricultural and livestock activities are primarily
the domain of women. Awareness of women's need and reactions, as well as
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sppropriate responses to them, will be importaant in making or breaking
certain aspects of the proposed project programs.

b. For similar reasons, if at all possible at least one female
Quechua speaker will be included as a staff member. Monolingual Quechua
speakers represent a sizeable minority among women in the project areas,
and their needs and special problems must be taken into account if project
interventions are to work. In addition, and particularly if it is not
possible to have a female Quechua speaker as a member of the technical
staff, as mary local female bilingual community members as possible should
be recruited and trained as contact agents or their assistants.

c. An on-going process of research/action on campesino women
will be incorporated into the projects. To date, little is known of rural
women's cultural subpatizrus, agricultural and livestock activities, and
social communication patterns, and of their opinions on these topics. For
this type of research it is essential that the investigators be female.

d. Since programs. actively incorporating women are relatively
new, two additional lines of action to facilitate their implementation will
be executed in each IRD project. One is a process of orientation and sen~
sitization with the entire project staff on the incorporation of women
as active participants in the IRD programs. This will include discussions
of the reasons for their inclusion, methods of working with women's groups
and with groups including both sexes, problems that might result, specific
needs of women, and other such topics. The second includes similar types
of sensitizing activities at the local community levels with women and
particularly with the men.

e. Finally, the following specific types of activities will be
undertaken within the entire IRD program directly oriented toward women:
(1) training in agricultural techniques, especially those requiring more
intensive labor inputs proposed for introduction in the project areas;
(2) training in better methods of breeding and raising such animals as
chickens, pigs, rabbits, guinea pigs, and sheep, as these animals are
usually totally under women's management; (3) facilitating the sale of
surplus production (agriculturzl and livestock) in ways which can be managed
by women; (4) creating opportunities to exercise leadership roles, preferably
initially among other females; (5) eacouraging the organizing and managing
by women of cooperatives for the various cottage industries existing in the
area, such as the making of rope, hammocks, candy boxes, and jam; (6) train-
ing in the making of handicrafts using locally available raw materials (e.g.,
sisal, cornstalks, wool) to provide nonagricultural sources of income; (7)
training in literacy, making use of written materials available in rural
areas, such as directions on containers for agricultural, livestock, and
available packaged food products; and (8) training in health, improved diet,
care of children, sanitation, and other similar topics relevant to women
in their daily lives.
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D. Institutional and Administrative Feasibility

There are three principal questions regarding institutional and
adainistrative feasibility: (1) Is the institutional structure the most
appropriate?; (2) Do the institutions involved have sufficient capacity
to carry through the Project effectively?; and (3) Are the administrative
arrangements sound? These will be addressed in the following subsections

1. 1Institutional Structure

The Project is putting considerable funds and TA efforts into
creating an IRD mechanism under the RDS, an institution which is yet to
be created. Yet there are at least two alternative institutional struc-
tures, already well known in Ecuador, which could be used to effectively
carry out IRD projects. The question becomes why create at considerable
cost a new structure when seemingly acceptable alternatives already exist

The answer revolves around the fact that while individual
IRD projects could be carriad out successfully under the alternative
systems, the latter have deficiencies which preclude them from exercising
effective coordination of implementing agencies and prevent them from
attracting the necessary funding and support to replicate IRD projects.
The model presented herein, on the other hand, is a system designed to
engender support and coordination at all levels, and which can be used
repeatedly to carry out a number of IRD projects throughout the country.

As discussed in Section 1I.A., the two alternative IRD
systems most widely used and practiced in Ecuador are: (a) MAG's PIDA
model and (b) utilizing regional development authorities. The former
has successfully carried out a number of activities. Its biggest weak~
ness, however, has been its inability to effect coordination among the
various institutions of the sector, fozcing MAG to carry out almost all
PIDA activities on its own. The regional development model is being used
by IDB. While there is often an advantage in working strictly with a
regional institution, such projects generally lack nacional support,
have difficulties in effectively coordinating with the implementing
institutions, and are difficult to replicate. Also, regional author-
ities now exist only in about half of Ecuador.

The system to be institutionalized under this Project is
designed to address these deficiencies. With the RDS a supra-cabinet
level institution, it will be able to garner the necessary top-level
political and ecoromic support for IRD projects, it will be able to
effect the uecessary coordination among institutions, and it will be
able to effect the necessary coordination among institutions, and it
will be able to attract high quality professionals to design and help
implement the projects. By having decentralized project offices, to
which implementing institutions will detail personnel, the system will
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have effective means to implement, administer, and monitor the projects.
By utilizing regional development authorities or their equivalents for
support, coordination, and planning assistance, the projects will increase
their chances for effective operation within the local political and socia
contexts. And by having mechanisms built in for the use of direct contact
agents, for the use of local small farmer organizations, and for feedback,
the system should maximize local participation, local support, and local
delivery effectiveness. In short, an integrated system has been designed
which can be readily replicated as the GOE decides to plan and implement
each of its IRD projects.

The major issue is the creation of the DS, a discussion of
which is included elsewhere. Though its creation appears almost tertain,
there is always the chance that it could fall through. In this case,
the Project could proceed using a modified version of the PIDA model
(with CONADE's UNDER doing the planning, and with institutional coor-~
dination achieved through written agreements between HAG and other
institutions), but this would not be as ideal as the proposed RDS model
(see Issue N 2). Finally, there is the issue of where the RDS will be
placed in the GOE structure. Although CONADE and the Vice-~Presidency
were being considered; "it has now been decided that RDS will ‘be created
in the Presidency. The important thing is that the RDS be created at a
supracabinet level where it can generate coordination and top-level sup-
port.

2. Institutional Capdcity

Annex E analyzes each of the GOE agencies that will play a
part in the execution of the subproject activities.

It is clzar that these implementing institutions have the
technical capacity to carry out their roles in the IRD projects. However
the capacity among the institutions to plan, coordinate, manage, admin-
ister, and evaluate the projects is weak. The RDS, of course, has not
yet been created; the regional development authorities vary widely in
their abilities, and only four of the projected eight currently exist;
and MAG and other institutions have not been truly effective in setting
up good field level organizations to manage field activities and to
bring about widespread campesino participationm.

The fact that inadequate institutional capacity exists does
Aot mean that the Project should not be undertaken. On the contrary,
the main objective of the Project is institution-building. Considerable
TA will be given to build institutional capacity at all three levels.
The main purpose of this discussion is therefore to demonstrate that
USAID recognizes the inadequacies, has studied their characteristics,
and has designed appropriate TA to address them.



- 26 -

As discussed in Section II.A., an analysis was undertaken of
wvhat assistance will be provided the RDS by FAO and the IBRD. AID's
strategy is to fill the essential gaps. Therefore TA will be provided
in such areas as IRD administration and operations, IKD information
systems and data processing, IRD e.aluation and monitoring systems, and
IRD treining approaches. Likewise, analysis was carried nut on the
capabilities of CRM to help design aid coordinate projects, plus on
what would be required for a new reg.onal development suthority to be
created and develop those capabilities. TA was also designed to fit
these objectives,

As to the local level, analyses were carried ¢at on th2 various
methods currently utilized in Ecuador to organize at the local lev-=1l to
get services to small farmers and to receive their feedback. These
included PIDAs, ASAs (MAG's local ageucy offices), the IBRD's Tungu-
rahua IRD model, and the means by which the regional development au
thorities urganize their local level interventions. Again, project
management was found to be the weak link throughout, and the TA has
been geared to build this capability in the project offices to be
established in IRD areas.

In summary, TA has been fesigned to address the weaknesses
existing at the various levels of the proposed IRD system. This TA,
and related expenditures, will :mount to $1,838,000 fium the Project,
plus additional inputs from other AID projects which are part of the
IRD program. The objective is to build strong and lasting institutional
capabilities at all levels of the system.

3. Administrative Arrangements

Administrative arrangements are described throughout Section
II. In brief, the basic arrangement will be the written agreement,
between the RDS and the implementing institutions, between the RDS and
the respective regional development authority or its equivalent, and
petween the IRD project office and the local communities. These ar-
rangements will be the basis for and will spell out all action respon=-
sibilities, reporting requirements, and other details of mutual interest.

At the project level, the IRD project office will have the
basic responsibility for administering the local level activities. All
technicians, though detailed to the project by the various implementing
agencies, will report to the project director and will be identified as
members  of the project team. The project office will thus have control
over and responsibility for all personnel assigned to it. Likewise,
though large expenditures will be made by the RDS, the project director
will be allowed to approve the vast majority c¢” project expenditures.
The project office will have an administrative staff, and all reports
will flow from the field to it. Thus the local project office will
have effective control over all local level activities. Only a limited
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number of summary reports will be required to be sent from the project
cZ{ice to the ROS.

As to financial arrangements for the Project, further oper-
ating details will pe outlined in an RDS Manual of Operatioms, but the
central mechanism will be the IRD Fund. As discussed in Section II.A.,
the Fund will be a mechanism to channel funds from disparate national
and international sources to discrete IRD project activities. The Fund
will be administered by the Central Bank but controlled by the RDS.
Only the RDS will be allowed to draw from it.

Finally, the contracting arrangements for the Project merit
discussion. Ideally, those elements of TA gning directly to the RDS
and to the regional development authorities should be handled under
host country contracts. Unfortunately, as discussed in detail in the
PP for the Rural Technology Transfer System (Title XII) Project, the
GOE contracting capacity is extremely weak, and the process is hindered
by complex regulations requiring compliance bonds and other requirements
which work as disincentives for firms to enter into asuch contracts.
Also, individuals under contract to the GOE have suffered from long
delays in receiving payient: and from other contractual-preblems.- Under
the RTTS Project, an effort will be made to establish a capacity within
the RDS to effectively carry out its own contracting. Since the RTTS
Project is expected to be underway by the time some of the TA inputs
for this Project are ready to be contracted for, and since the contracts
under this Project will be realtively simple (unlike the RTTS Project),
theve is a possibility that host country contracts can be entered into
for this aspect of the TA. This will be carefully assessed when the
time comes for entering into the contracts.

Whether that aspect of the TA is contracted through a host
country or an AID contract, the contracts should ideally be made with
one or two organizations which can handle the logistics of having a
number of both short and long-term consultants in-country. As well as
a2 number of consulting firms and U.S, universities which could provide
the required services, USAID is consideiing contracts with international
organizations such as IICA or the Rockefeller Foundation's IADS. The
advantages would be that they would more likely be able to supply
qualified Latin Americans (the preference of the GOE) and that they
would be more willing to enter into contracts with the GOE. So when
the time comes to enter into contracts, USAID and the RDS together
will divide the TA requirements into logical packages (probably one or
two) and will decide on firms, universities, and international organiza-
tions which prequalify. Requests for technical proposals will be sent,
and selection will be made using standard selection procedures. Source
waivers for the use of grant funus will be processed by USAID on a
case-by-case basis as the need arises.
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As to the TA going directly to the IRD projects (though
channeled through the BDS), AID contracting will probably be the most
appropriate. Almost all of this TA consists of two long-term (2 1/2
yeavs each) advisors in IRD project management, one for each of the two
IRD projects. Though these consultants are expected to be of consider-
sble assistance ian getting the IRD projects to run smoothly, they will
also be playing a monitoring role for AID and thus will be looked upon
in large part as AID's people in the field. For this rezcson, AID
contracting seems called for. The consultants will have to live in
the field, either in the project sites or in the nearby provincial
capitals, requiring a special type of person. Since it may be easier
for USAID to directly identify such individuals than to obtain them
institutionally, USAID is considering direct individual contracts.

As to the two years of TA in irrigation, this will either be contracted
through a firm specialized in this area or as part of the broader con-
tract described in the preceding paragraph.

E. Financial Analysis and Plan

1. Financial Plan - AID Contribution

The Project financial plan is presented in Table III.10.
The first three columns indicate the proposed AID financing for the
Project, totalling $11.8 million. Of this, $9.8 million is designated
for loan funding, $2.0 million for grant funding., Obligations are ex-~
pected to be made as follows ($000):

Grant  Loan
FY 1980 200 5,000
FY 1981 500 4,800
FY 1982 500
FY 1983 400
FY 1984 400
Total 2,000 9,800

The grant financing is exclusively for the costs of TA advi-
sors and some of the planning and other studies. Also, a small amount
is to support the resident advisors for the two IRD projects. All other
equipment, logistic support, and planning studies for the Project will
be loan financed. Because of the large amounts of TA needed to insti-
tutionalize the IRD system, and because of the impcrtance to the ins-
titutionalization effort of all the TA elements programmed, USAID be-
lieves that it is essential to the success of the Project that these
items be grant financed.

USAID believes that if such TA were loan funded, the GOE's
tendencies would be to minimize use of outside advisors - particularly



A. Assistance to RDS:

1.
2.
3.
4.

Technical Advisors, Project Mgent.
Planning, Surveya, Studies
Vehicles and Equipment

Fraining

B. Rezional IRD Planning and TA:

1.
2.
3.

TA to Regional Authorities
Planning of Jipijapa IRD Project
Planning of Other IRD Projects

C. Salcedo IRD Project:

1.
2,
3.
&
5.
6.
7.
8.
9.
10.
11.
12.

Irrigation

Credit

TA to Project

TA to Farmers

Vehicles and Equipment
Nurscries, Marketing Facilities
Road Improvement

Land Titling, Tenure Studies
Forestry, Soil Conservation
Community Participation Centers
Realth, Water, Natrition

Other Employment Opportunities

D. Quimiax-Penipe IRD Project:

1.

12.

Irrigation

Credit

TA to Project

TA to Farmers

Vehicless Equip. & Logistic Support
turserics, Marketing Facilities
Poad Isprovement

tond Tieling, Tenurce Studies
Forestry, Suil Conservation
Community Participacion Centers
Health, Water, Mutrition

Other Employment Opportunities

Subtotals
Contingencies
Inflation

TOTALS

Table I11. 10

Project and Program Financial Plan

(Us$ oo00)
AlD COE TOTAL,
Other This Other This Other All
Loan Grant Total Projects Procject Projects Project Proiecta Projects
640 640 1,520 1,006 800 1,646 2,320 3,966
250 210 A60 210 670 670
300 . 300 212 512 512
1,050 120 786 120 1,836 1,956
128 128 280 128 250 256 530 786
160 80 240 200 240 150 &80 350 830
180 180 180 360 L]
1,308 1,308 1,167 2,475 2,478
723 723 1,458 2,181 2,181
280 280 240 280 240 520
653 653 653
70 20 90 90 o0
352 352 19 m mn
226 226 174 400 410
71 n 140 211 21t
191 90 281 281
238 238 112 350 350
554 231 785 785
450 350 800 800
2,242 2,242 2,242 4,484 4,485
1,159 1,159 2,259 3,418 3,418
280 280 240 280 240 520
653 653 653
47 20 67 67 67
276 276 260 536 536
240 240 400 640 640
74 > 83 157 137
632 672 1,304 1,304
113 113 87 200 20n
187 430 617 617
356 741 1,097 1,097
7,849 1,838 9,687 5,900 11,803 4,500 21,490 10,400 31,890
976 976 697 1,673 1,673
975 162 1,137 1.137 1,137
9,800 2,000 11.800 5,900 12,500 4,500 24,300 10,400 34,700
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highly skilled, well paid ones. USAID would be placed in the position
of frequently arguing the case for bringing in help. Untenable friction
could be the consequence, because USAID's position would be misinterpret-
ed as lack of confidence in the RDS staff or, more simply, because the
relatively higher salary rates and allowances would cause resentment.
These are less likely to come up if TA is grant funded.

In addition, in a number of key studies (e.g., evaluations)
USAID may have a greater appreciation for and interest in rigorous analy-
8is than the GOE. For some GOE officials, field visits and observations
rather than scientifically collected and analyzed impact data is suffi-
cient for judging the progress of particular program. If the GOE is
required to finance such studies with loan resources. there .ight be a
tendency to overlook the quality of analysis and the use of what are
considered by the Ecuadoreans as high cost foreign advisors. Again,
grant funding would assure evaluations of the highest quality possible.

There are other advantages to USAID of grant funding the ma=-
jority of the TA. One is that under grant funding USAID may well be
able to encourage the selection of advisors with more relevant expertise
for the Project than would be the case under loan funding. For example,
USAID intends to emphasize irrigation specialists whose experience and
training are related to practical farm-level water management. INEREI's
tendency would be to bring in experts with experience in designing or
managing large scale irrigation works. USAID would have more iniluence
over selection under grant funding. Secondly, the advisors, particularly
those in the field, will be looked upon by all parties as AID's people
and will have some role, whether formal or informal, in helping AID mo-
nitor the Project. USAID believes that it is positive having such per-
sonnel in the field. Having these advisors grant rather than loan funded
lesses the chances of conflict in this regard.

The Project is only one element of USAID's IRD Program. The
fourth column of Table III.10 presents the contributions from four other
AID projects expected to make up part of this Program. They are a cen~
trally funded (DS Bureau) Rural Training Project, the proposed FY 1981
Health, Potable Water, and Nutrition Project, the proposed FY 1981 Forestry
and Soil Conservation Project, and the proposed FY 1982 Rurzl Employment
Project. The amounts listed are only those which will go toward activi-
ties within the total IRD program. For example, the Forestry and Soil
Conservation Project (columm 5) will devote an estimated $823,000 to
activities in Salcedo and Quimiag-Penipe. Budget figures for rural
health, forestry and soil conservation and off-farm employment are of
course tentative and they will require further analysis as part of PP
preparation. Each of these projects will also require -nstitutional
assistance at the implementing agency level that is not reflected in
the budget figures in column 4d Table III.1O.

2. GOE Counterpart

The GOE counterpart contribution is presented ia the fifth
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column of Table III.10. This is the counterpart for this proposed Pro-
ject and amounts to 51.4% of total Project costs. It includes both the
central funds which will be contributed to the IRD Fund and the imple-
menting agencies' contributions as spelled out in the agreements between
those agencies and the RDS. It also includes a small level of community
contributions, which will typically be the value of donated labor for
construction activities, as spelled out in the agreements between the
comnunities and the project office. AID is not concerned about these
exact splits, as they must be negotiated in each case between the RDS

and the respective agency or between the project office and the respective
community. What is important is that the RDS will be responsible for ob=-
taining counterpart contributions at the levels spelled out in colummn §S.
The following column lists tentative GOE counterpart levels for the IRD
activities to be funded from the four other projects making up the IRD
Program.

The National Development Plan lists 13 priority public invest-
ment programs for the coming five years, of which IRD is one. The amount
programmed for IRD is $124 million, to be made up of both internal and
external funds. GOE officials have said that they expect at least half
to come from internal funds. Given declining petroleum exports and. other.. .
seeming financial difficulties, USAID questioned whether the GOE could
readily come up with over $60 million for just one of its 13 priority
programs, some $12.5 million of which would have to be directed as counter-
part for this Project. Using the services of an AID economist, USAID
carried out an intensive analysis of likely counterpart availabilities.

The study is summarized in Annex A. The conclusion is that GOE counter-
part availabilities should be no problem. The GOE should be able to both
borrow the external funds it is projecting to borrow and to have the
needed internal funds available for its 13 investment programs. This
conclusion is underscored by the fact that the GOE rascently established

a counterpart fund, so that there would be no question about the availa-
bility of internal funds to back extermal credits in its priority invest-
ment areas. Therefore the only potential counterpart problems would ap-
pear to be administrative, another reason for having Project responsibil-
ity in a high-level organization with political support.

3. Financial Mechanism

As discussed earlier, the main aspect of the financial mecha-
nism will be the IRD Fund, located in the Central Bank but under the con-
trol of the RDS. It is important that the actual financial aspects of
the Fund be combined with a carefully conceived and administered account-
ing system which also takes into account Project transactions which do not
physically pass through the Fund. As a hypothetical but not unrealistic
example, consider an irrigation activity under one of the .projects, to
be carried out at a projected cost of $100,000. The Project budget has
AID paying 50, and the other 502 coming from counterpart funds. It is
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estimated that $80,000 of the cost is for civil works to be carried out
by INERHI, and the other $20,000 for on~farm works to be handled by the
project office. Ten thousand dollars of the INERHI cost will be for im-
ported materials, payment for which AID agrees to disburse directly to
the supplier. Furthermore, in the written agreement between the RDS and
INERHI, the latter agrees to finance 25% of the costs of civil works out
of its own funds, to be counted against the counterpart. Likewise, the
community will contribute with $5,000 in donated labor to comstruct the
civil works. The accounting system mus* then be able to account for all
of the following: (a) AID's direct disbursement fzr materials of $10,000,
(b) the INERHI contribution of $20,000, (c) the community contribution of
$5,000, (d) a transfer of funds of $45,000 from the IRD Fund to INERHI,
of which $30,000 is counted against AID's contribution to the Fund and
the other 15,000 against the GOE's contribution, and (e) the making avail-
able of $20,000 to the project office, which it can draw on from the IRD
Fund, $§10,000 of which is counted against the AID contribution to the
Fund and the other $10,000 against the GOE's contribution. Obviously,
the establishment of the Fund and the accounting system will be of crucial
importance to the effective administration of the Project and thus will
be a condition precedent to disbursement of funds for any activities
other than TA to. the RDS.

There is little else to be said about the financial mechanism.
Crucial, of course, is that budget allocations be made on a timely basis
to the Fun” and to the implementing agencies from the Ministry of Finance.
It is expected that the high level position of the RDS will help assure
such allocations. As to the implementing agencies, it is expected that
they will continue to utilize their current financial procedures, includ-
ing the payment of salaries to personnel detailed to the IRD projects,
utilizing mutually acceptable reporting procedures, as spelled out in
their agreements with the RDS. Likewise, the agreements will detail ap-
propriate disbux3sement procedures for transfers between the Fund and the
agencies. For exauple, INERHI might well be paid for civil works based
on their percentage of completion, while BNF would receive funds through
normal Central Bank rediscount procedures.

4., Cost Recovery

Though the twc IRDprojects have been judged economically
feasible usi:g a benefit/cost analysis, as a public investment the GOE
must be able to directly recover at least some of its major investment
costs if IRD is to be a truly replicable concept on a large scale. By
far the two biggest investments in the two . projects are irrigation
and credit, and both have significant recovery components. Between them,
an estimated $11,593,000 can be directly recovered by the GOE. Indirect
cost recoveries, such as increased taxes, less need to import foodstuffs,
and decreased urban migration costs, have not been calculated.
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As to irrigation, Ecuador's 1972 Water Law says that bene-
ficiaries of GOE financed irrigation projects must pay for the operation
and maintenance of the irrigation systems plus for the initial investment
costs of construction. INERHI is charged with the responsibility of im-
plementing this cost recovery system through the fixing of water user
charges based on quantities of water delivered. During the intensive
review discussions and negotiations with INERHI, assurances were obtain-
ed that the tariff structure would be sufficiently high to recover all
investment and operating costs. These tariffs will be periodically re~
adJust ed to account for inflation, so as to assure that the cost recovery
is in real terms.

As to credit, the BNF will be the implementing agency for
all credit channeled to the target farms. Its policies involve fuil re-
covery of credit extended, and its performance with the small farms it
has served has been considerably better than most credit operations of
a similar type in other countries. Its methodology is to use "joint
and several liability" arrangements at the comuna level, where everyone
is responsible for everyone else's credit. The comuna helps decide
which individuzls will receive the credit. This system has led to high
recovery rates, low.delinquency, and.virtually.no.default....The.raceg.. ..
charged are 122 which are as high as could be negotlated and as high as
the BNF charges anyone. Though slightly under Ecuador's inflation rate,
it is higher than the rates often charged in other Latin American coun-
tries for small farmer credit.

5. Other Financial Considerations

From the financial standpoint, this will not be a difficult
project for AID to implement. Approximately 93% of the loan is for local
currency costs and will be disbursed in increments to the IRD Fund. The
foreign exchange costs will be disbursed in increments to the IRD Fund.
The foreign exchange costs will be disbursed to suppliers under normal
AID procedures. As for the grant, approximately 80X will be for TA and
will be disbursed directly to contractors, probably all in dollars.

Some 2% of the grant will be for equipment and vehicles, all or almost
all of which will be disbursed directly to suppliers in dollars. The
remainder of the grant is for studies, probably moust of which will also
be disbursed to contractors in dollars.
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MACROECONOMIC OVERVIEW AND ASSESSMENT OF GOE's
FISCAL CAPACITY

I. INTRODUCTION

The GOE has announced an ambitious five year National Development Plan.
It includes over $120 million dollars of public sector expenditures for a
national fund to finance Integrated Rural Development Projects. This fund
is to be made up of both local and external resources. In order to assess
the GOE's fiscal capacity to make avajlable the local counterpart, USAID
has prepared this study.

Part IL the study analyzes the evolution of the Ecuadorean economy in
the 19708, its booms and downturne, and some of the trends and patterns
cmerging from that experience. This, in turn leads into a brief overview
of the present situation in Part III, which becomes the setting for Part
I1V's detailed appraised of the fiscal gituation, the public sector's
capacity to deal with the investment patterns suggested in the new Develop-
ment Plan, and the need to generate funds with which to cover the fiscal
deficit. The outcome of this analysis is one of a positive and realistic-
ally optimistic outlook on the Ecuadorean economy and its capacity to
allocate the counterpart funds necessary to assure an efficient implemen-
tation of projects, including those partially financed through AID's
assistance.

In this regard, the conclusions emerging from this analysis indicate
that, at a global level, the financing available for the 1980-84 public
sector investment program will probably be about 20% less than the mag-
nitude projected in the official development plan even with a continuing
and consistent effort by the GOE to increase public sector current reve-
nues via improved tax administration, discretionary tax measures, and
other measures to maintain the profitability of state enterprises. A
shortfall of this amount is unlikely to create (or worsen) the real-world
counterpart problem. The key to the timely provision of domestic on
counterpart financing resides in the administrative innovation presently
being implement by the GOE which, in effect, will prevent the usual side-
tracking and dispersion in the provision of central government counter-
part resources. This innovation is administratively tied to external
debt management and undersccres the GOE's desire to improve the term
structure of external debt through increased resource to IFI financing.

In addition, the magnitude of external borrowing planned by the GOE exceeds
what can be accomplished on a pioject-specific basis, and debt refinancing
credits will undoubtedly also provide a substantial portion of GOE counter-
part funding.
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II. AN OVERVIEW OF THE ECUADOREAN ECONOMY IN THE 1970s

A. Background

At the outset of the 19708 Ecuador was one of the smallest and
least developed economics in South America, agriculture provided 28.6X%
of Total Gross Domestic Product mining, marufacturing energy and cons-
truction provided 21.3Z. By 1979 these ratios were 20.u%x and 2%4.9%
respectively. During the 1970s the pace of Ecuador's economic growth
accelerated; Gross Domestic Product (GDP) in constant prices grew at a
rate of 7.5% (1971-1979), a rate well above the 5.5% growth rate prevail-
ing in the second half of the 1960s. The principal force accounting
for the higher rate of economic growth was exploitation of petroleum
resources and the post-1973 price increases for petroleum, generally
fovorable price movements for other exports, notably coffee, cacao, and
timber, domestic high saving aund investment levels associated also with
development of capital-intensive-but small-scale import substituting
industries, and increased real public sector expenditures. The petroleum
bonanza of the early 1970s posed difficult challenges to Ecuadorean
economic managers, and can be considered also as a mixed blessing when
viewed from the perspectives of promoting a dualistic .economic .structure, ..
of giving rise to excessive expectation of continuing rapid increments in
real income, and maintenance of a strong non-petroleum export base.

B. Economic Growth

During the 1970s the economy passed through successive phases of
recession, bonanza, and deceleration. Apart from a 16.3% growth of real
GDP in 1973, annual growth rates have been less than 10X, and during tche
past four years GDP growth have successively declined (9.3%, 1976; 7.7%, -
1977; 5.3%, 1978 and 5.0%, 1979). Due to strongly favorable terms-of-
trade effects, Gross National Income (real income) grew by 58.7% in the
period 1972-1975 as compared with a 45.0% growth of GDP (real output),

Due fundamentally to rapidly rising real incomes and the expansion
of effective demand, Ecuador achieved very respectable growth rates in
nearly all economic sectors, The notable deviation from average  GDP
growth were crop agriculture (a very low growth rate) and manufacturing
industry (a high growth rate).
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TABLE II.1l

SECTORAL GROWTH 1970-71/1976-77 a/
(percentage annual rates)

1970-71 1972~-73
to to

1972-73 1976-77 1978-79
Agriculture 4,1 5.9 1.9
Mining 141.4 7.5 7.5
Manufacturing 8.2 11.1 11.1
Public Utilitles 7.0 14,2 13.1
Construction - 15.8 2.0
Transport and

Communications 9.6 7.8 6.1

Other Services 8.1 9.5 6.2
GDP, Market Prices 9.2 9.1 5.1

a/ Biannual Averages.

SOURCE: IBRD, Ecuador: Development Problems and Proapects (July 1979),
Table 7 and Central Bank for 1978-79.

Within the agricultural sector, the value of crop production was
virtually stagnant during this period, growing at a real annual rate of
just 0.1%, and its share of total sector output fell irom 582 in 1979 to
427 in 1978. Livestock, forestry, and fisheries, meanwhile, grew quite
rapidly, as the following figures domonstrate:

Annual Growth Rate,

Sub-sector 1970-1978 (percent)
Crop pruduction 0.1
Livestock 7.4
Forestry 7.6
Fishing 16.6

Total sector output 4.1
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D. Balance of Payments

Ecuador's annual commodity export earning grew from about $195 mil-~
lion 1971-72 to $1,354 million in 1976~77, and $1,838 million in 1978-79,
Non-petroleum export earnings also grew substantially, from $194 million in
1970-71 to $660 million in 1976-77 to $817 million in 1978-79. Gains in
export earnings appear to have been due almost exclusively to favorable
price movements. In constant prices, earnings of principal agriculturalll
exports as a whole grew at a rate of only 22 p.a. in the peried 1973-77.=
Exports of processed cacao, fish, and coffee as well as raw fish grew at
annual rates ranging from 15 to 58% but unprocessed cocoa, sugar, and tim-
ber export decreased at annual rates of 23 to 262Z.

Import expenditures also grew substantially during the 19708, ¢m an
annual basis from $276 million in 1970-71 to $1,189 million in 1976-77 to
$1,630 million in 1978-79. Taking international inflation as a proxy for
annual changes in Ecuador's import prices, real imports appear to have
grown by 11.62 p.a. in the period 1970-~1977. There has been substantial
change in the composition of Ecuador's imports. Capital goods grew as a
proportion of total imports (from 32.02 in 1970-~71 to 46.5Z in 1976-77)
and intermediate goods and raw materials declined as a proportion (from 55%
in 1970-71 to 47.6% in 1976-77) even while growing at a real rate of about
102 p.a., and the proportion in consumer goods remained at 11 to 12Z. The
main impulse to imports came from increased investment which required im-
portation of foreign machinery and equipment. and to a lesser extent from inter-
mediate goods for industry.

Ecuador's trade balance has registered surplus every year since 1972,
(See Table II.2). As one would expect, the lag between the onset of the
petroleum bonanza and the ensuing increase in real investment crea%ted a
substantial trade surplus in 1973 and 1974 ($540 million), but in cthe en-
suing years the trade surplus was of lesser magnitude--an annual average or
only $158 million in 1977~1979. After registering minor surpluses in 1973
and 1974, the current account balance slipped to its customary deficit posi-
tion due to larger outflows for services (e.g., freight, interest, and
profit remittances) and the cumulative deficit in the past four years
(1976-1979) amounts to $1,095 million.

Ecuador's net international reserve position grew rapidly from the
end of 1972.($128.0 million) to the end of 1974 ($339.5 million), de-
¢lined in 1975 (to $245 million) and resumed a steady increase through
1976-1979, amounting to $631 million at year-end 1979. Capital accoumnt
performance can be divided into two distinct periods. During the six-year
period 1970~1975, net private direct investment plus net external borrow-
ing amounted to $617.4 million while net public borrowing amounted to $225.2
million. During the four-year periocd 1976-1979, net private investment
and borrowing amounted to $678.3 million but net public borrowing amounted
to $1,290.4 million,

*  TIBRD, op.cit., pp. 114~129



TABLE I1. 2

SIMMARY BALANCE-OF-PATMENTS DATA, 1970-1979

1970 1971 1972 1973 1974 1973 1976 1 1978 179

Merchandise : - -

Exports 234.9 238.0 323.2 583.3 1,225.4 1,012.9 1,37.2 1,400.8 1,332.80 3,14.0

laports -246.7 -305.5% -280.8 -396.8 -872.0 -1,008.9 ~1,033.7 -1,341.3 ~1,313.0 -1,943.0
Servicee

Exports 24.0 27.6 43.8 49.7 107.9 111.9 124.6 227.4 237.9 266.0

Imports -142.1 -132.0 -170.9 -256.3 -454.6 -373.2 -433.4 ~664.3 -661.0 -1.090.0
Transfers (net) 16.9 15.7 15.3 26.8 3.0 32.4 30.7 3.2 43.9 40.0
Current Account Bslance -113.0 ~156,2 =77.4 6.5 7.9 -219.9% -6.6 -341.4 -162.2 -585.0
Long-Ters Capital

Direct investment 8.6 162.1 80.8 52.3 16.3 95.3 19.9 n.3 40.0 30.0

Private borrowing (net) -6.4 0.6 6.5 -0.6 19.9 41.3 7.2 6.3 126.4 3%.0

Public borrowing (met) 0.2 18.6 6.8 28.7 $.3 63.6 172.% 497.8 147.3 473.0
Short-Terw Capital (net)b 14.5¢ -39.2 ~16.1 -1.9 -4.8 -24.8 26.7 ~86.2 -86.9 -~200.0
Special Draving Rights 4.2 3.3 2.8 - -— - -— - - -
Errvors and Omissfons c c c 4.7 -20.9 -47.4 -13.1 -49.9 -57.7 -34.0

Chance in Reserves
(-indicates increase) -16.1 10.6 ~74.4 -89.7 ~310.0 63.0 -203.3 -112.1 ~5.3 -20.0

Source: Banco Central del Ecusdor, Boletin-Anuario Mo. 2 (1979) and unpublished dats
a. Items 14.1, 14.2, 15.1, and 15.2.
b. Items 33, 15.3, 15.4, 16, and 11,
€. lrr::: and omissions sre included ia private short-term cepital flows for 1970-72.
d. BEatimate.

(92 30 ¢ *8wd)
) /
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D. Money and Prices

The rate of advance of major monetary variables and prices during
the 10-year peviod 1970-79 has bLeen as follows: a 10.8% p.a. growth of
domestic credit, a 25.3% p.a. growth of the stock of money (Mj) and an
11.9% p.a. growth of prices. These calculations are based on IMF data
(appearing in International Financial Statistics). Performance of prices
during this long period is about as predicted by crude monetary analysis,
i.e., as p.a. index numbers, 1.2532 for money divided by 1.1187 for prices
would yield as 122 p.a. increase in real transactions (implying that tbe
velocity of circulation of money slowed somewhat during the period). How=
ever, year-to-year changes have been substantial as is shown in Table II.3

TABLE II.3

ANNUAL PERCENT CHANGE IN DOMESTIC CREDIT,
MONEY, AND PRICES

Domestic Credi:a/ Moneya/ Pricesb/
1970 22.35 25.80 5.14
1971 12.97 12.21 8.46
1972 6.84 24.68 7.80
1973 7.75 34.89 13.02
1974 43.06 50.76 23.33
1975 22.89 10.83 15.34
1976 26.02 31.12 10.70
1977 17.00 23.07 13.01
1978 13.00, , 11.60 11.67
1979 35.03% 28.26° 10.24

a. Based on December 31 of each year

b. Annual average Quito, based on low and middle income earmers in Quito,
compiled on 1965 base.

c. December 1978 to November 1979 (preliminary data).

SOURCE: IMF, International Financial Statistics

Prior to the petroleum boom, the principal problem confronting
Ecuadorean monetary managers was reconciling large public sector deficits
with the supplying credit needs of the private sector and protecting foreign
exchange reserves. With the petroleum boom the inflationary impact which
derives from the monetization of growing foreign exchange reserves was
daupened via import liberaliza%ion, so the rate of growth of the domestic
money stock declined after the initial upthrust in 1972-74. Based on
data presented in Table II.3, and the upward trend in foreign exchange
reserves, it is obvious that monetary management has generally succeeded in
expanding domestic credit in line with Ecuador's productive potential withe
out severe inflation. The World Bank review of monetary fiscal policy for the
period 1972-1977 :juggests the fiscal policy has been to expansionary while



Aanex A
(page 7 of 26)

monetary policy has been to contractionary. Even though it is beyond
the scope of this paper to examine this criticism, if it is valid, it
also suggests that monetary menszement has been in a reactive, but in-
dependent position vii-a~vis gouvernment.

E. Wages, Income Distribution and Employment

The following data reveal that real wages increased at a rate of
5.8% p.a. in the period 1970-77 ~-a figure somewhat lower than the increase
in productivity.

TABLE II.4
REAL AVERAGE SALARY AND PRODUCTIVITY GROWTH RATES
(percent)
Year Average Real Salarv Productivity
1971 5.6 2.5
1972 3.5
1973 13.2 14.1
1974 10.7 14.7
1975 5.0 0.9
1976 8.1 3.1
1977 - 1.3 5.3
1970-77 5.8 6.1
1978 8.2 2.0

SOURCE: Central Bank and INEC

The share of wages in GDP appears also to have declines from
about 30% to 277 from 1970 to 1977. Many workers, particularly rural
workers do not receive as much as legal minimum wages. Data collected in
Household Surveys indicate that about 24% of workers received less than
the minimum wage. Total employment is estimated to have increased at
about 3.3% p.a., o rate slightly below demographic growth. Sectors prin-
cipally responsible for the increase in employment are services (47%),
commerce (15%), both sectors where labor productivity increases slowly,
construction (10%) and manufacturing industry (10%). Underemployment is
a serious problem. The ILO has estimated 33-40Z of available labor time
in agriculture is unutilized. Income distribution data, like employment
data, are poor. There is some cvidence that the shace of income of the
middle income (urban) groups has been increasing while that of the rich
and poor has been declining.



Acnex A
(page 8 of 26)

F. Public Finance

Public sector revenues grew rapidly from 1972 onward due to taxes
on pet-oleun earnings and the increase in these earnings brought about by
the international patroleum price increase. After a one to two years lag,
public sector expenditures adjusted to revenues and we's ultimatly to
grow by more than revenues. Total public sector axpenultures drifted up
from 20.4% of GDP in 1972 to 23-24% in 1974-76 and declined to 22.9% in
1977. As petroleum - generated revenues increased, the fiscal effort to
obtain non-petroleum tax revenuss deteriorated. For example, the ratie
of nop~petroleum revenues to GDP declined from 18.6% of GDP in 1972 to
13,8% in 1977 to an estimated 12.8% in 1979, see Table 1I1.5. In regard
to the consolidated public sector deficit, net foreign credit increased
from less than 1% of GDP in 1973-75 to 2.4% of GDP in 1976, te 4.1% in
1977. Thus foreign borrowing has been the fill-up to a greatly eroded
tax effort.

G. External Debt

By the end of 1979, Ecuador's external debt of over one year term
amountad to $3,566.6 million according to data presented in the National
Development Plan. Additional information available to us indicates that
public sector debt amounted to about $z.8 billion and private sector debt
to about $0.7 billion. Unfortunately, it is not possible to construct a
wholly consistent historical series on public sector extarnal debt due to
unreported military debt and some supplies credits. On a disbursed basis
total public sector debt was probably on the order or $1,0 billion at the
end of 1976 and grew to $2.6 billion by the end of 1979. Expected debt
service in 1980 amounts to %580 million (which would approximate 39X of
1979 commodities export earnings). FEven though Ecuador's external debt
has grown rapidly in recent years, and the debt service ratio is high, in
the context of past performance of export earnings, tha existing debt
sarvice ratio is not generally judged to mean that Ecuador is an uvnaccep-
table credit risk. One of the factors that contributed to rapid growth of
public sector external debt in 1977-1979 was the abolition of the govern-
ment's External Debt Committee in early 1977. This action led to a very
rapid growth of external debt, and the respective regulatory committee has
been reestablished.
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SELECTED .ACCOUNTS OF THE CONSOLIDATED PUBLIC SECTOR
AS SHARES OF GDP, 1972-73
(in percentajes)

1972 1973 1974 1975 1976 1977 1978

TOTAL REVENUES 20.9 20.9  22.6 22.4 21,7 18,7  21.7
Current 20,6 20,7  21.9 19.4 19.3 17.7  20.7
Non-petroleum 18.6 16.4 14.4 13.8 14,1 13,7 | 14.2
Petroleum 2.0 4.3 7.5 9.6 5.2 4.0 6.5
Capital 0.3 0.2 1.2 3.0 2.4 1.0 1.0
Non-petro}eun 0.3 0.2 0.3 0.5 0.5 0.3 0.3
Petroleuf - - 0.9 2.5 1.9 0.7 0.7
TOTAL EXPENDITURES 20.4 21,3 23.9  23.2 24,0 22.6  25.5
Current 14.4 13.5 13.9 11.5 11.4 11.6  15.5
Capital 6.0 7.8 10.3 11.7 12,6 11.0 10,0

Saving on Capital AccounE/f6'2
(4.2) (2.9) (0.5)

Deficit (-) or Surplus (+)+0.5 ~0,4 -0.8 -0.9 -2.3 -3.9 -3.8

Source: JUNAPLA for »nublic sector accounts; Bancn Central del Ecuador for
GDP estimates

a/ Transfers from FONADE.
E/ Ratios in parentheses exclude petroleum revenues.

TABLE II. 6

FINANCING OF THE CONSOLIDATED PUBLLC SECTOR DEFICIT,
BY PRINCIPAL SOURCES, 1973-77
(as percentaje of GDP)

Net
; Domestic b/ Foreign
Year Net Credit™ Other— Credit Total
1973 .13 .05 .22 .39
1974 .71 -.19 .26 .78
1975 .61 .25 -.13 73
1976 .58 .32 1.50 2,40
1977 1.50 .10 2.50 4,10

a/ Includes sale of bonds.
b/ Ihcludes net variations in cash balance and net utilization of revenues
from other budgetary periods.

Source: JUNAPLA
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-II. ECONOMIC PROCESSES AND MANAGEMENT

A. Income Transmission

Inasmuch as the state is the major recipient of revenues gener-
ated by petroluem, it is appropriate to describe the income transmission
mechanism which tranforms the substantial increase in foreign resources
owned mainly by the state into increased real output generated within Ecua-
dor. Foreign exchange resources associated with petroleum taxes are sold
to the banking system and become available to the private sector to fi-
nance investment as well imports utilized directly and with processing for
consumption. In regard to public finance, the increased effective demand
takes the form of increased real public sector spending and also a reduced
real tax burden for the private sector.

The substantial growth in private sector real income was utilized
both for consumption as well as investment. Tbe private sector income
existing at the onset of the increase in real income wag evidently distrib-
uted in sufficient breadth to stimulate demand for goods susceptible to
relatively capital-intensive domestic industrial firms producing import
substitutes. Within the same time' framwwork as the sharp-increase in-
governmer.t revenues due to petroleum, a private sector investment boom
occured as private sector fixed investment tended to rise as a ratio of
GDP and ranged from 10 to 15Z of GDP. Public sector fixed investment also
rose from about 5% of GDP in 1972 to a ratio of 8-9% in 1974-1977.

B. Economic Management

In reviewing the 1970s it is obvious that foreign exchange and
fiscal resource constraints ceased to exist for a period of about three
years, c.a. 1973-74 to c.a. 1975~76. Real incomes, investment and output
increased rapidly. During this period Ecuadorean economic managers were
relatively successful in curbing inflationary pressures., With the reemer-
gence of foreign exchange and fiscal constraints, c.a. 1977 the nroblem of
closure of the fiscal gap become apparent and pressing.

The options for financing the gap were (1) to restore the real
non-petroleum tax burden, (2) recourse to Central Bank financing, (3) ex-
ternal borrowing. The first option has the immediate impact of reducing
private sector real income. The second option entails well-known and
nearly immadiat inflationary consequences. The third option has an eventual
limit in external creditworthiness, and if sustained at sizeable magnitudes
for 2 few years, will reduce net foreign exchange availability, but it is
imped:ately the least puinful option. The effective decision in the period
1977-1979 was to made to buttress public sector resources through an
additional inflow of external resources rather than make severe cuts in
public seztor spending or substantial increases in the non-petrcleum tax
burden. Thus, having adjusted to prosperity it has been politically dif-
ficult for government to take measures that would reduce real income, and
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therefore, the petrcleum revenue windfall can be considered as having
induced a fiscal program that otherwise would not have emerged. Inasmuch
as net external borrowing also buttresses the balance of payments, the
1977-1980 Ecuadorean economy resembles the typical case of a country
"livingbeyond means". This judgement seems appropriate due to the preced-
ing rise in real incomes and would be entirely appropriate except for
good prospects for future petroleum export earnings. Indeed, one focus
of expert advise aims at increasing the exportable surplus of petroleum
via increasing the price of domestically-consumed putroleum products to
curb domestic consumption and thereby finance the exploration and develop-
ment of petroleum resources. 1/ '

C. Economic Dualism

A large portion production units in agricultural sector and some
in the manufacturing, comstruction, and commerce sectors subsist without
modern production and organization., These units belong to the traditional
sector and due to low labor productivity they pay wages new subsistence
level and their profits are also small. The enterprises of the tradition-
al sector coexist with' those: of-the modern-sector) hut have-few 1linkages to
the modern sectors either in the form of input supply or demand for out=-
put due to low income. The modern sector, both in terms of productive
enterprises and to a lesser extent in terms of demand, relies predominantly
on imported intermediate goods. The traditional sector produces for sub-
sistence and for the domestic market but not for export and canmot compete
effective with imports even where this would be useful (e.g., foodstuffs)
from the national economic viewpoint.

The dual economic structure gives rise to a bimodal distributiom
of income in which average wages in the modern sector are about 100%
higher than in the traditional sector. Due to the increasing productivity
of the modern sector but the low employment expansion due to utilization of
capital~intensive production processes, demand for labor increases in the
informal sector (urban services and commerce) and rural-urban migration
takes place and incomes in the traditional sector cend to rise but slowly
due to continued underemployment and low productivity. In general, the
undereuployed of the urban sector have a higher income than they would
have had in traditional agriculture,

D. Distortions and Waste

As noted by World Bank study, the degree of distortion and
waste that accouwpanied the sharp acceleration of foreign exchange and tax
revenues from petroleum has been modest in Ecuador, to wit: "While the
major traps for suddenly rich countries have been avoided, the development
process in Ecuador was less than optimal. The structure of growth has not

1,/1BRD, Ecuador: Development Problems and Prospects (July, 1979), pp.xv-xvii.
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been of the sort which would have contributed to creating an export base
in manufactured goods of low~-to-medium complexity, or in transformation
of agro-products, both of which would have beea able to take over from
petroleum as important foreign exchange earners. Finally, the financing
.0f development has beer excessively dependent on revenue from oil. Other
tax revenues have lagged behind ag a source for financing public expendi-
tures, and the private sector relied strongly on tax exemptions.'l/

The rapid growth of foreign exchange earnings from petroleum
tended to move the exchange rate above levels conforming to historic
purchasing-power and thereby reduced the profitability of traditional agro~
industrial export. At the same time, import-substituting industrializa-
tion increased the dapendency of the economy on imports. During the 1970s,
growth of export earnings was roughly comparable to what would have trang~
pired in two and half to three decades without petroleum. A significant
quantum of investment was undoubtedly absorbed in import-substitution
industrialization rather than in the export divisification which would
have taken place otherwise. Therefore, from the longer-term perspective,
the boom of the 1970s contains an element of waste.

At present, the Ecuadorean economy appears to be slowing down;
the private nector speaks of recession and Central Barkers ponder the near-
term prospects for international reserves and the exchange rate. However,
for a small nnd relative, open economy, even the best of monetary and
fiscal management cannct prevent a recession of exogenous origin and sub-
stitute prosperity in its place. Furthermore, the probable short-term out-
comes of such an attempt would be a socially disruptive exhaustion of
external reserves. Viewed in longer term perspective, the increasing
scarcity of foreign exchange could serve as an appropriate challenge for
the creation of credit and tax incentives to expand non-petroleum export
earning and thereby overcome distortions which exist in the agricultural
and industrial sectors, e.g., undue growth in food imports and excessive
import dependency of industrial expansion.

1. /IBRD, op.cit., p.vi.
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IV. THE 1980-34 INVESTMENT PROGRAM

A. The Global Financing of Investment

The Ecuadorean government's development program as presented in
the Plan Nacional de Desarrollo del Gobierno Democricico  1980-1984
(transmitted by the Vice President, Oswaldo Hurtado, President of the
National Development to the President of the Republic on 25 February, 1980
and published on 8 March, 1980) contains a financial plan (in chapter 6)
for Gross Domestic Investment and its two comronents, private and public
sector investment. For the five-year period 1980-1984 Gross Domestic
Investment is projected at S/. 376.2 billion in 1979 prices (US$15.0 bil-
lion). Of this total, S/. 145.4 billion ($5.8 billion) is public sector
invegtment and S/. 230.8 billion ($9.2 billion) is private sector invest-
ment. The ratio of projected Gross Domestic Investment to Gross Domestic
Product for 1980~84 is 27.27 and the respective ratios of public sector
investment and private sector iuvestment are 10.5% and 16.7%.

The firancing of Gross Domestic Investmen:t has two principal
sources; positive Net Foreign Investment (the net inflow of externmal real
economic -resources) -and..Gross..Domestic..Saving. (the.gross..domestic.economice cin
output not consumed). These concepts, which are drawn from national ac-
counting methodology, usually give rise to confusion and further clarifica-
tion is indicated. Net Foreign Investment in a country can be positive or
negative, In national accounting methodology it is the deficit (or surplus)
on current account of the balance of payments because this number iudicated
the value of real resources used by the country and supplied by the rest
of world (if there is a deficit) or made available to the rest of the world
(if there is a surplus). Based on the widely-accepted thesis that a real
resource inflow is fungible between consumption and investment purpcses,
the official Ecuadorean Plan attributes the $2,250.Q million projected
current account B/P deficit for 1980-84 (i.e., the Net Foreign Investment
inflow) to the financing of Gross Domestic Investment.

This net external ecomomic resource inflow for 1980-84 ig distri-
buted to three sectors according to B/P capital-account items: $1,189.3
million to public sector investment, $793.0 million to private sector in-
vestment, and $268.0 million to the Ecuadorean financial sector. f the
private sector's Gross Investmecnt of $9,232 milliom, $7,202 million is
financed by domestic private :ector savings, $1,237 million by the Ecuado-
rean financial sector and $793 million from Net Foreign Investment. The
latter amount takes the form of $758 million in net direct investment and
$38 million in net utilization of long-term external credits. In regard
to public sector Gross Investment of $5,3817.2 million for 1980-84, $1,189.3
million is from Net Foreign Investment and takes the form of a net inflow
of long-term credits, $406.5 million from the Ecuadorean financial sector,
and $4,221.4 million from public sector saving.

The methodology employed (which is also a conventional one utilized at
an aggregative level) glosses over some considerations which may also be
relevant to fulfillment of the project level of Gross Investment. The pro-
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jected magnitude of Net Foreign Investment (i.e., the B/P current account
deficit) which approximatee $450 million annually in 1980~84, could arise
as easily from low or stagnant growth of export earnings and import
expenditures as from moderate to high growth of those variables. For ex-
ample, if export earning were stangnant, import expenditures would also
adjust for several reasons: e.g., reduced demand for private sector out-
put-hence~profits-hence-investment, reduced public sector revenues-hence:
investment expenditures, and also various discretionary monetary measures
aimed at restraining imports. I1f exports and imports behave about as pro-
jected in the Plan's B/P statement in nominal US dollars, in our judgment
the level of projected real investment can be realized. 1/

A second area of concern surrounds the financing of public sector
Gross Investment. The magnitudes cited above indicated that 20.4% of total
financing is to come from net foreign credits and 72.6% is to be financed
domestically, from public sector saving. Thus, superficially, the impres-
sion given is that domestic financial resources supply about four sucres
of each five sucres invested. However, the Pla. proposes a program for
utilization of extermal credit which suggests much greater significance for
external financing of public sector Gross Investment. As shown in Table
IV.1, the planned gross-utilization of-external credit-is~$4,800.6 million,
which leaves a net inflow of $1,932.9 million. Of this lattrer amount,
$490.6 is programmed to build up Ecuador's net international reserve posi-
tion, $35 million is used by the private sector, and $268.0 million is used
by the Ecuadorean financial sector, resulting in a net inflow of $1,189.3
million to the public non-financial sector.

In summary form, the financing of the public sector investment
program for 1980-84 requires utilization of $4,007.1 million of extermal
credit ($4,800.6 million in gross external credit utilization less $35.0
million in net credit utilization by the private sector less $267.9 million
build-up in Ecuador's net international reserve position) as well as the
equivalent of $4,221.4 million in public sector current saving. Fulfill-
ment of the §5.8 billion public sector investment program depends upon the
following process: (i) generation of $4,221 million in public sector
current saving,.and this depends mainly upon the growth trends for current
revenues and expenditures; (ii) to remain externally creditworthy the
Ecuadorean public sector has to pay $2,818 million in external debt amorti-
zation, leaving $1,474 million in domestic resources; (iii) after amortizing
external debt, $4,007 million are utilized from existing and new external

L./ The ratio of Gross Domestic Investment to Imports rises from .99 in
1980 to 1.12 in 1984. By way of comparison, in the period 1970-1979
this ratio fluctuated from .82 (in 1974) to 1.15 (1970-1979) and
averaged 1.01 for the ten-year period as whole. Therefore, much depends
upon imports being able to grow as projected in the Plan by at least
3.8% p.a. in constant values for 1980-84.



TABLE 1V.1

THE FINANCIAL PLAN FOR PUBLIC SECTOR INVESTMENT GOE 1980 - 1984
{In m1iIJ1ions of U.5. Dollars 1in 1979 prices)

Domestic
Public Sector + Net Utilization of External Credit by + Banking = Public Sector
Current Saving Public Sector - Sector Investment
—~ —Financing
Gross - Gross _ . — Use by «~Build
Utilization Amortization  panking Up of
of Fxternal of External Séctor Int. .
Reserves
Credit Credit
al
1980 714.2 1,224.3 771.6 79.6 83.9 254,2 0 968.4
1981 778.2 832.2 431.5 45.0 108.3 247.4 238.0 1,053.6
1982 851.6 964.7 506.2 73.3 71.0 314.2 0 1,165.8
1983 900.8 931.5 561.7 35.0 105.5 229.2 143.3 1,273.3
1984 976.6 847.9 546.7 35. 121.9 144.3 235.2 1,356.1
a/
Total 4,221.4 4,800.6 2,817.7 267.9 490.6 1,189.3 406.5 5,817.2

Note: a/ Excludes $35.0 million utilized by private sector in 1980. Otherwise all transactious on external debt
are located in public sector

SOURCE: Constructed from data appearing in GOE Plan Nacional de Desarrollo del Gohierno Democratico 1980-1984,
Primera Parte, pp. 94-101 and 125-142,

VY xeuny

(92 30 g1 *8%d)
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credits; and (iv) che $1,404 million plus $4,007.1 million plus $406
million in new net borrowing from the domestic banking system finance the
$5,817 million public sector investment program.

B. Global Counterpart Funding

Before commenting on the real-world prospects for the required
magnitudes public sector current saving and external credit utilizationm,
we note specifically that the generation of domestic counterpart funding
for the investment program is not identical to the generation of domestic
public sector resources (current account saving). We have formed this
judgment based on the supposition that project-specific external financing
will not be as high as $4.0 billion. For this to be true, external credits
would have to finance 68.9% of total project costs. Based on existing
evidence, we believe the probable ratio for project-specific extermal
credits would be 40 to 50%, i.e., $2.3 to 2.9 billion 1/. The remainging
gap ($1.1 to 1.7 billion) would have to come from general purpose external
credits. The important implication regard the availability of project-
specific domestic counterpart funding is that, at the gloval level, there
are two major sources: general purpose external credits and domestic
public sector saving.

C. The Realism of the Financial Plan

Several assumptions utilized in the construction of the fipancial
plan for the 1980-84 public sector investment program are open to question.
It should be recognized that the principal value of the financial plan is
to detect likely pressure points so as to signal necessary policy ajjust~
mets. The $5.8 bil.ion figure for public sector investment is probably

1. e IBRD Country Study; Ecuador Development Problems and Prospects
“(july 1979) pp. 335-341 list a total of 126 possible public sector in-
vestment projects involving a total estimated cost of about $6.0 bil-
lion with a foreign exchange component of about $4.3 biliion (63.3%).

The GOE, JUNAPLA document Invantario Nacional de Proyectos (Quito, 1978),
table 8-1, provides the results of a questionnaire of public sector
investment projects and found that the program of public sector invest~
ment for 1979-1983 totalled $2.965.1 million with $1,655.6 million in
domestic financing and $1,309.5 million in external financing (a foreign
financing ratio of 44.2X). We doubt that either the IBRD or JUNAPLA
data reflect the true foreign exchange cost of public sector investment
as part from the financing thereof. The former would include necessarily
the real economic resources imported directly with project execution

and indirectly as a result of the increased demand generated by project
expenditures. In this sense, we suspect that the economic foreign
exchange cost of Ecuador's 1980-84 public sector investment program is

on the order of 40%.
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15 to 25% higher than what would stand as a realisiic prediction. The
6.5 average annual growth rate for GDP in 1980-84 in probably on the high
side with 5.5 to 6.0% as more likely outcome. In addition, the linkage
between public sector investment of $5.8 billon and attainment of the 6.5%
growth rate is drawn nowhere in the Plan, nor is the relationship a strong
one,

The normative pressures upon planners were obviously to come up
with an investment program that, while conforming to the promise of social
justice of the present govermment, also entailed an investment magnitude
that would compare favorably with that attained in previous five-year
period. Table IV.2 facilitates a rapid comparison of the official liope
for 1980-84 with the results of the 1975-79 period based on data presently
available. Gross Domestic Investment is 327 higher in absolute value in
the 1980-84 pzriod (a 5.8% p.a. growth rate) but is a slightly lower
ratio of GDP. Public sector investmeut is a slightly higher ratio of GDP
and private sector investment is a slightly lower ratio of GDP, but these
changes are small.

Iunasmuch as public sector investment for 1980-84 is only marginally
higher as a ratio of. GDP.than. what.was.obtained.in:1975-1979..why.should-
it be so difficult to obtain? The conventional wisdom in Quito appears
to come down on the side of substantial difficulty. In this myth or
reality? There are three pressure points which could impair fulfillment
of the 1980-84 public section investment program. They ara: (i) the
obtaining of an adequate magnitude of external credit a sizeable portion
of which will have to be linked in a project-specific manner; (ii) the
generation of the required level of public sector saving, which is
mainly a result of the appropriate trends in cur.ent revenues and current
expenditures; and (iii) a condition of adequate monetary constraint to
prevent an accelerating inflation and unacceptable declines in external
reserves, which would be detrimental to the attainment of (i) and (ii).

D. The Debt Management Problem

As is noted in the plan, "in contrast to what occured in past
years, during the next five years, external debt service will be of larger
magnitude..... This behavior is due principally to the amortization of
loans contracted prior to the Plan." 1/ Table IV.3 indicates that the
amortization (not interest) on existing loan contracts, i.e., those con-—
tracted prior to July 1, 1979 would amount to $2,738.7 million during the
period 1980-84 which amounts to about 77% of Ecuador's disbursed external
debt of over one-year term ($3,566.6 ustimated for December 31, 1979).
Inclusive of $281 million refinancing in 1980. Ccuador's extermal debt
service approximatas 43.6% of commodity export earnings (and 33.2Z exclud-

.. /%lan, op.cit., p.99
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1975-79 AND 1980-84

Cross Domestic Investment

=== in billion of 1979 sucres
==~ in billion of U,S. §

-~—= as X of GDP

Public Sector Investment

-—= in billions of 1979 sucres
=== in billions of U.S.$

- a8 % of GDP

Private Sector Investment

«=- in billions of 1979 sucres
~=- in billions of U.S. $

-—- as X of GDP

Gross Domestic Investment (GDI)
Public Sector 7 of GDI
Private Sector as % of GDI

Financing of Public Sector

Investment (in billions of U.S. §)

--= from Publfic Sector Saving
—=~ ffom Net Utilization of
External Credit

-~ from Domestic Banking Sector

Public Sector Saving as 7
of GDP

Notes: a/ CONADE data on real investment
Sector Publico 1975-1979.
b/ Derived from Table II, Summary BIP Data 1970-1979
¢/ Calculated as residual.

d/ From Table A

from Cuenta Financiera Consolidada del



TABLE IV.3

NET UTILIZATION OF EXTERNAL LOANS
(millions of U.S. dollars)

Existing Loan Contracts New Loan Contracts ) Total
Disburse-~ Amortiz- Net Disburse- Amortiz- Net Net
ment ation Utilization ment ation Utilizatioa Utiliz-
ation
1930 975.3 771.06 203.7 249,06 ——— 249.0 452.7
1981 398.0 431.5 - 33.0 433.7 —— 433.7 400.7
1982 155.6 506,2 -350.0 809.1 ———— 809.1 458.5
1983 62.7 540.7 -478.0 868.3 21.0 847.8 369.8
1984 11.4 488.7 -477.3 336.5 58.0 778.5 301.2
Total
1980-1984 1,603.5 2,738.7 -1,135.2 3,197.1 79.0 3,118.1 1,982.8
SOURCE: Plan Nacional de Desarrollo , pp. 86.

(92 30 6T o8wd)
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ing this refinancing item). 1/ Debt service is high due evidently to the
existing maturity structure of amortization payments. For example, if
orne-fifteenth of the external debt outstanding were amortized each year,
the debt service ratio for 1981 would be a comfortable 21.3% instead of
27.1%.

Even though the Plan proposes net utilization of external credit
amounting to $1,983 million for 1980-84, and the outstanding balance of
external debt grows from $3,567 million atyear-end 1979 to $5,550 million
at year-end 1984, the planned net utilization ($1,983 million) is less than
cunulative interest payments of $2,586 million in 1980-84. Therefore, the
global debt management program proposed by the Plan can be considered
extravagant. The Plan notes, '"the basic objective of external credit
policy is to obtain the needed financial resources on the best possible
terms” and goes on to present guidelines for external credit policy. 2/
These guidelines include: (i) centralization of approval of loan contract
in the Ministry of Finance, (ii) the obligatory registry of all external
credit contracts, public and private, in the Central Bank, (iii) creation
of an external credit advisory group composed of representative of the
Consejo Nacional de Desarrollo (CONADE), the Central Bank, and the Ministry
of Finance, (iv) the general guideline that external credits will be used
in the following priority --to finance the imported component of invest=
ment projects, to improve the structure of Ecuador's external debt, and
to finance capital expenditures-- and (v) the creation of a single ac-
ccount in the Banco Ecuatoriano de Desarrollo (BEDE) for the counterpart of
external credits received by the state. We are informed that the division of
labor of the external credit advisory group is as follows: CONADE rules
on the priority of particular public sector investment projects, the Minis=-
try of Finance on the generation by a project of a cash-flow facilitating
future debt service, and the Central Bank on the appropriateuess of the
financial terms of the related external credit.

Maximization of utilization of external credit from IFIs on con-
cessional terms is obviously a question of GOE negotiating skill. 3/
CONADE officials state that they expect to have completed shortly an
estimate of external financial requirements for the 41 programs (approxi-
mately 350 projects) listed in the Plan. This study should produce more
accurate information in regard to the project-linked domestic counterpart
requirement of the public ~ctor investment program. Inverviews with
IDB and Ministry of Finance officials indicate a substantial change in the
outlook for domestic counterpart funding of projects be.ng financed by
major IFI lenders and external donors. On March 21, 1980 the Ministry of

1/ Plan, op.cit., p. 101
2/ Plan, op.cit., p.l43-144

3/ CONADE officials informed us that they had received a letter from the
IDB in response to their request stating the following new loan
commutments as "secure” for 1980-83 as follows in million of US dol-~
lars 1980 (49), 1981 (169), 1982 (221), and 1983 (275).
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CONSOLIDATED PUBLIC SECTOR ACCOUNTS, 1975-1979, AS SHARES OF GDP

1975 1976 1977 1978 1979
GDP in 1979 prices (millions 180,524 193,524 205,074 215,967 226,729
sucres) Growth Rate of GDP 7.2 6.0 5.3 5.0
Current Revenues 19.38 19.26 17.68 20.72 21.13
Non-petroleun 13.75 14,05 13.74 14,22 12.84
Petroleum 5.63 5.21 3.94 6.50 8.29
Current Expenditurss 11,45 11.37 11.57 15.50 16.04
Yages 7.57 7.43 7.73 7.51 7.25
Goods ¥ Services 2.58 2.58 2.75 6.24 5.98
Transfers 0.47 0.33 0.19 0.22 0.13
Interest on Debt 0.83 1.03 1.43 1.53 2.68
(Domestic) .20.58) (0.53) (0.55) (0.47) (0.58)
(External) (0.25) (0.50) (0.88) (1.05) (2.10)
Current Account 7.93 7.89 6.11 5.22 5.09
Saving  (A=B)
Capital Revenues 2.96 2.43 1.00 1.00 0.60
Sale of Assets 0.51 0.49 0.34 0.25 0.17
Transfers 2.45 1.94 0.66 0.75 0.43
Capital Expendftures 11,77 12.60 11.00 10.00 9.40
Real Investment 9.92 10.60 10.25 8.56 9.12
Financial Investment 1.95 2.00 0.75 1.42 0.28
Transfers — — —— 0.02 ————
Deficit (~) or Supplus -0.88 -2,28 -3.89 -3.77 -3.71
Memo
Total Revenues 22.34 21.69 18.68 21.72 21.73
(=A+D)
Total Expenditures 23,22 23.97 22,57 25,50 25.44
(=B+E)

SOURCE: Calculated from data supplied by CONADE
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Finance allocated S/. 1.5 billion ($60 million) for the domestic counter-
part of such proiects from the 1980 central governm: nt budget. This fund
is under the authority of the Public Credit Division of the Ministry and
located in entity entitled "Direccifn de Control de Proyectos." Reportedly,
the Ministry took this action because the Board of Directors of the Banco
Ecuatoriano de Desarrollo (BEDE) rejected the idea of supplying domestic
counterpart in forms other than loans, which was incompatible with the
requirements of most central government directsd investment projects.

The regulations governing this fund will be issued shortly. An IDB
official who is well-informed regarding operational problems created by
lack of counterpart funding for IDB projects in 1978 and 1979 termad the
new funding mechanism "an extremely positive developmant' and noted that
funding commitments for the first quarter of 1980 had been made by the
Ministry. The new funding mechani.zi should overcome a problem noted by

IDB and Ministry officials which consisted in the side-tracking of Ministe-
rial allotments from intended projects.

Miaistry of Finance officials also informed as hat the GOE desires
to refinance $600 million external debt in 1980, but thi' operation had
been delayed due to the recent high interest rates in the international
market,

E. Generating Public Sector Savings

As is shown in Table IV.4, public santor current account saving
decreased as a percentage of GDP from 1975 to 1979 (by nearly two percent-
age points). This performance took place despite an increase in the ratio
of current revanues to GDP from 19.4Z in 1975 to 21.1% in 1979, albeit
with a decline to 17.7% of GDP in 1977. Capital expenditures performance
was relatively weak, with continous decline from 1975 to 1979 (from 11.8%
to 9.4%), Total expenditures also increased from 23.2% of GDP in 1975 to
25.4% in 1979. One of the principal elaments in the erosion of domestic
capacity to finance public sector investment include an increase in the
ratio of interest payments on public sector external debt from 0.252 of
GDP in 1975 to 2.1% in 1979, in addition, a sharp and probably .nwarranted
increase in the ratio of expenditures on goods and services in 1978 and
1979, The 1980-84 public sector revenue program projects a substantial
increase in the ratio of current revenues to GDP, e.a., from 19.4X in
1979 to 25.6% in 1980. Apart from the portion (See Table IV.5) of current
revenues arising from petroleum~related taxes, which are probably about
on target, non-petroleum current revenues are to increase from 12.8% of
GDP in 1979 to 15.6% in 1980.1/ Non-petroleum current are projected to
increase by 29.6% in 1980, In Table IV.6 the projacted effects of
discretionary revenue measures are shown. Due to the prasent inpasse

1. Petroleum revenues to the public gector are projectad to increase by
2.4% p.a., which we sugpect is about on target, i.e., price increases
will slightly overcompensate for decreased production.
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between the Executive and Legislative branches of the GOE it is unlikely
that the revenue impacts from legal reform will be available in 1980.

In addition, rhe impacts of administrative reforms usually take some time.
Even though we believe that a S/.6.6 billion revenue increase from dis-
cretionary meassures is too high for 1980, the important question is the
attainment of a $10.7 billion result for 1982 and $12.2 billion result
for 1983.

What would the impact be on the public sector investment program
of a lower growth rate for non-petroleum current revenues? If the result-
ing revenue impact of discretionary tax and administration measures were
only about half as large as portrayed by Table IV.6, the resulting
average annual revenue loss would amount to about 1.85% of GDP (for 1980-
84 non-petroleum current revenues would average 14.58% of GDP instead of
16.43%). With current expenditure levels remaining as shown ir the Plan,
currant account saving would average 5.76% of GDP for 1980-84 instead of
7.61% (as projected in Table IV.5).

Governmental response to the decrease in current saving is an
obvious and important question. A larger volume of domestic banking
system firance would have an undesirable inflationary impact and excernal
credit fuading is largely a question of debt management. It is likely
thet capital expenditures would be reduced by the full amount of the de-
clines in current saving. The reduction in public sector investment would
amount to about 177 of the planned amount as is shown by the following
caloulation:

(i) public sector saving $3,191 million 1/
(ii) 1less external debt amortization $2,818 t
§ 373 !
(iii) plus public sector utilization
of external credits 4,007 "
$4,380 "
(iv) plus net borrowing from
domestic banking system $ 406 "
equals public sector investment $4,786 "

5817 - 4786

5817 equals a 17.72 of reductiom.

1. Projected cumulative 1980-84 GDP equals S/. 1,385.8 billion and
5,76% of this sum is $3,191 million.



CONSOLIDATED PUBLIC SECTOR ACCOUNTS

TABLE IV.5

1979, AND PROJECTED 1980-1984 AS

SHARES OF GDP

(= B+E)

SOURCE:
1980

y social version preliminifj Tomo I. Vol.3.n. VI.13¥"
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1979 1980 1981 1982 1983 1984
GDP in 1979 prices 226,729 242,119 257,285 275,808 297,141 313,483
(million of sucres)
Growth Rate of GDP 5.0 5.6 6.3 T2 7.7 5.5
Current Revenues 21.13 25.64 25.79 25.59 25,11 25.72
Non-Petroleum 12.84 15.57 16.12 16.69 16.62 W27
Petroleum 8.29 10.07 9.67 8.90 8.48 8.85
Current Expenditures 16.04 18.27 18.23 17.87 17,53 17.93
Wages 7.25 10.05 10.00 9.82 9.57 9.63
Goods &services 5.98 4,37 4,25 3.85 3.43 3.44
Transfers 0.13 0.25 0.24 0.23 0.21 0.21
Interest on Debt 2.68 3.60 3.75 3.93 4,27 4.66
(Domestic) (0.58) (0.63) (0.66) (0.68) (0.69) (0.73)
(External) (2.10) (2.97) (3.10) (3.30) (3.57) (3.93)
Current Account 5.09 7.38 7.56 7.72 7.58 7.79
Saving (A-B)
Capital Revenues 0.60 0.54 0.50 0.47 0.44 0.41
C2-ital Exrenditure 9.40 11.68 12,13 11.95 11,64 11,35
Real iuv_stment 9.12 10.00 10.24 10.57 10,71 10.82
Financial Investment 0.28 0.76 0.72 0.65 0.5¢ 0.53
Transfers ——— 0.92 1.17 0,73 0.34 B
Deficit (=) or
SUrplus (+) =3.71 =3.77 -4 ,06 ~-3.76 -3.63 -3.14
Memo
Total Revenues 21.73 26.18 26.29 26.06 25.55 26,13
(=A+D)
Total Expenditures 25.44 29.95 30.36 29.82 29.17 29.28

For 1979, see Table _Dp ; for 1980-84 CONADE data bearing data of ll January
(differs somewhat from data presented CONADE, Plan de desarrollo economico




TABLE 1IV.6
PROJECTED INCREASE IN PUBLIC SECTOR NON-PETROLEUM CURRENT REVENUES AS RESULT OF LEGAL AND ADMINISTRATIVE

MEASURES (In Millions of 1979 Sucres)

1980 1981 1982 1983 1984 Total

Tax Revenues
a. Administrative Reforms 2,254.4 2,431.5 2,612.1 2,826.7 3,059.2 13,183.9
b. Legal Reforms 688.2 1,796.0 3,330.5 3,833.5 4,362,2 14,010.5
c. Sub-total 2,942.6 4,227.5 5,942.6 6,660.3 7,421.4 27,198.5
Rates and Prices
a. Administrative Reforms 225.0 246.0 369.2 499 .2 621.8 1,956.3
bl Legal Reforms 3,389.4 3,855.7 4,412.7 5,071.5 6,285.9 23,015.6
c. Sub-total 3,614.4 4,101.7 4,781.9 5,566.2 6.907.7 24,971.9
Total 6,557.0 8,329.2 10,724.5 12,226.5 14,329.1 52,166.3
Public Sector
Current Revenues

--Without
Discretionary Revenue
Measures 31,145.0 33,147.0 35,300.2 37,167.9 39,486.9 176,247.2
(Growth Rate Z) 7.0 6.4 6.5 5.3 6.2

—— With Discretionary
Revenue Measures 37,702.2 41,476.2 46,024.7 49,394.4 53,816.0 228,413.5
(Growth Rate) 29.6 10.0 11.0 7.3 9.0

SOURCE:

CONADE, Rlan_de DesarrollOeconomico y social , 1980-1984, capitulo II, pp.110-119,

vy xsuuy

(97 3o g7 e¥wd)
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For a 5.5% p.a. growth of GDP instead of 6.5% as projected by
the Plan the calculation would be as follows:

(i) public sector saving $3,07€ million }/
(ii) 1less external debt amortization $2,818 "
§ 258 "
(iii) plus public sector utilization
of external credits $4,007 "
$4,265 "
(iv) plus net borrowing from
domestic banking system § 343 "
equals public sector investment $4,668 .
éél%§i7ﬁ§é§ equals a 20.8% reduction

F. Conclusion

At global level, the financing available for the 1980-84 public
sector investment program will probably be ahout 20% less than the magni-
tude projected in the official developmcnt plan even with a continuing
and consistent effort by the GOE to increase public sector current revenues
via improved tax administration, discretiounary tax measures, and other
measures to maintain the profitability of state enterprises. A shortfall
of this amount is unlikely to create (or worsen) the real-world counter-~
part problem. The key to the timely provision of domesti.: counterpart
financing resides in the administrative innovation presently being imple-
ment by the GOE which, in effect, will prevent the usual side-tracking
and dispersion in the provision of central government counterpart
resources. This innovation is administratively tied to external debt
management and underscores the GOE's desire to improve the term structure
of external debt through increased resource to IFI financing. In additionm,
the magnitude of extq:rnal borrowing planned by the GOE exceeds what can
be accomplished on a project-specific basis, and debt refinancing credits
will undoubtedly also provide a substantial portion of GOE counterpart
funding.

1. 1In this case projected comulative GDP for 1980-84 equals S/. 1,334.9
billion ($53.4 billion) and 5.76% of this sum is $3,076.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

UIPORTANT ASSUMP TIONS

Progrem or Secior Goal: The breader sbjoctive to

which this project contvibutes: (A-1)

Increase production, employ-

ment, and incomes, and other-

wise improve the well-being
of the rural poor.

Me: s of Gosl Achs (A-2)

Each IRD project under-
taken will have objec-
tives for income, produc-
tion, and nutritional
status improvements by
participating farmers
(See individual project
descriptions).

(A-3)

A system has been designed
and will be established in
the IRD project areas
through which selected
farmers note input, prodch
tion, and marketing data
for crops and vegetables.
From this information,
conclusions on production
and income effects can be
drawn. Likewise, selected
mothers will weigh pre-
school children on a reguy-
lar basis to gauge nutri-
tional progress.

Assumptions for achioving geel targete: (A-4)

1.

Continuation of the GOE
comzitment to eliminate
rural poverty and to
increase agricultural
production, particularly
through the mechanism of
integrated rural develop-
ment projects.

A political environment
conducive to conducting
an integrated rural develop
ment program of this nature
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GBJECTIVELY VERIFIABLE IHDICATORS

WEANS OF VERIFICATION

MPORTANT ASSUMPTiThes

. Projoct Purpese: (B-1)

Help the GOE institutionalize
its integrated rural develop-
ment (IRD) mechanism, particu-
larly through implementing
and planning replicable IRD
field projects which initial-
1y emphasize agricultural
development activities.

Cenditions thot will indicate purpose hes been
schioved: End-of-Project status. (B-2)

1. The GOE institutional
mechanism in place
and functioning.

2. The GOE implementing
at least one other IRD
project, not funded by
AID, through this
mechanism.

3. The two AID/GOE-fi-
nanced TIRD proiects
underway and fu.iction-
ing according to plan.

4, The Jipijapa IRD proj-
ect planned and ready
for financing.

5. At least two other IRD
projects planned
through the IRD mecha-
nism.

(8-3)

The annual evaluations are
designed to look at the
functioning of the mecha-
nism as well as at macro
and micro-level progress

in each of the IRD projects
financed.

See Section IV.B. of PB>.

Assumptions lor echioving purpess: {8-4)

1. Top-level GOE commitment

to establish a strong IRL
coordinating mechanism.

2. Willingness of other GOE

agencies to participate
in and make commitwents
to IRD program.



AID 3020.20 137N
BUPPLE JENT I

Projoct Title & Nuwh

PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK

Integrated Rural Development (Agriculture), 518-0012

casvavassn W

Lile of P

" (1]
From FY jﬂ_» ey . B84

Dete Prepared:

PAGE 3

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Preject Ovtputs: (C-1)

A.

At the mechanism level:

1. Rural Development Secre-|
tariat operating, with
IRD planning, evaluation|
implementation, training |
and evaluation units
supporting IRD project
efforts.,

CRM able to effectively
participate in IRD proj-
ect planning.

3. Functioning Region 4
development authority.

At IRD project level:

Each I"D project has output
indicators (e.g., hectares
planted with fruit trees,
kilometers of canals built).
These are detailed in the
project descriptions and
supporting documents.

Magnitede of Outputs: (C-2)

ic.a)

Project records and evalu-
ations.

Assumplions for achioving sutputs: (C-4)

Adequate human resources
assigned to RDS and partici-
pating institutions.
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A. Assistance to RDS

B. Regioral IRD Planning and-

- TA
C. Salcedo IRD Project

D. Quimiag-Penipe IRD Project

E. Inflation and Contingen-
cies

Total

(See Table III.10 for item
breakouts)

(0-2) ($ 000)

(This project only)

AID GOE
Loan Grant

550 850 1,548

160 388 548
2,988 300 3,723
4,151 300 5,984
1,951 162 697
9,800 2,000 12,500

Project Records

Assumplions fur providing inpute: (D-

No undue bureaucratic or

1 technical delays in the

provision of Project inputs.
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ADDITIONAL PROJECT DETAILS AND ANALYSES

1. Rural Roads

New road and bridge comscruction will occur only in the Quimiag-Penipe
IRD project. Three short road segment totalling approximately ten kilo-
meters will be built. As shown on the map on the following page. the
new road segments are: (1) a four kilometer segment from Paculpala to
Leondn; (2) a four kilometer segment from Gusu to Inquisay; and (3) a
two kilometer segment from Quimiag to Tumba.

The two segments of 4 kilometer will provide vehicle access to small
indigeneous communities in the upper highlands. The two kilometer segment
will provide improved, all weather access to the market center of Quimiag
for several small villages.

The constructioa will be administered by the Provincial Council of
Chimborazo with design and technical supervision provided by the Ministry
of Public Works pursuant to normal GOE operating procedu..s for class four
roads. The Council also will be responsible for subsequent maintenance.
The following design criteria will be used:

-Width of road compacted by pneumatic roller 4.0 m.
-Minimun thickness of compacted layer 30.0 cm.
~Maximum gravel size 7.0 cm.
-Width of shoulders 0.60 m.
-Maximun gradient 10%
~Minimurm liorizontal curve radius 30.0 m.

There are two alternative types of surfacing. For purposes of cost
estimation, the Project assumes that the Quimiag-Tumba road will be
cobblestone and the other two segments will be gravel. The following
are the cost estimates using current Ministry of Public Works figures
for each type of surface.

COST ESTIMATE (Per KM of Road)
ALTERNATIVE No. 1 - GRAVEL ROAD

Total width 5.20 m.
Subbase 30.00 cm.
Item Unit Amount Unit Price S/. Total Cost
Clearing and Grubbing ha. 1 5,000 5,000
Unclassified Excavation M3 12,000 18 216,000
Rock excavation M3 500 30 40,000
Sub-base material M3 1,200 100 120,000
36" Culvert Pipe L.M. 24 3,780 90,720
Class B Concrete M3 20 1,800 36,000
Excavation for culverts M3 60 120 7,200
COST PER KILOMETER TOTAL §/.514,920

($ 18,390)
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ALTERNATTVE No. 2 COBBLESTONE

Item Unit Amount Unit Price S/. Total Cost
Clearing and grubbing ha. 1 5,000 5,000
Unclassified excavation M3 12,000 18 216,000
Rock excavation M3 500 80 -40,000
Cobblestone M2 5,200 45 234,000
36" Culvert Pipe L.M. 24 3,780 90, 720
Class B Concrete M3 20 1,800 36,000
Excavation for culverts M3 60 120 7,200

COST PER KILOMETER TOTAL S/.628,920

(§ 22,461)

TYPICAL CROSS SECTION OF RURAL ROAD

'y 100m. o 400m s 100m
' REFUGIO X REFLG:O
Ty

s 200m lf 2.00m. L bt
|
{

PTTTY
IaLu! YARIA
'
N i ) e 4 %
~
WD 3
a0,

RELLENO

SECCION TIPICA 4

L EY E ND A

(D) SUPERFICIE DE SUSRASANTE COMPACTAOA
@ SUS~BABE (Espesor veriedls }

@ cuNETA REVESTIOA (Empedrade)

NOTAS: ¢) PARA TRAMOS LARGOS, DEBE ENSANCHANSE LA CALZADA MARA PROVELIR REFUQRIOS DT ENCUENTRO DE 10 MTS.
DK LARGO (MAS TRANSICIUN) CON ESPACIAMIENTD ASROXIMADC Of 500 MTE. EN TERRENO LLANG, 230 MTS. CN
TERRENO ONOULADO Y 15 4TS, EN TERRENO MONTANOSO.

5) COMO REGLA GENERAL, USE CUANDO LA PENDIENTE LONGITUDINAL SEA MAYOR OC 4% Y DOWOE €L MATE=
RIAL N SITID SEA EROSIONABLE.

As shown in the map, four small reinforced concrete bridges will be
built on existing roads in the Quimiag-Penipe project. One, just North
of Pungal Grande will replace an existing structure which has deteriorated
to the point of being unsafe. The other two will provide river crossings
in lieu of fords. The following are the design criteria and cost estima-
tes using Ministry of Public Works figures.
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REINFORCED CONCRETE BRIDGES

DESIGN CRITERIA

Width of bridge 4,26 m.
Slab thickness (T-beams) 0.14 m.
Load H-10

COST ESTIMATE

Amourt
Length Cost/m Total
Item sz (s/. '000) {(s/. '000) SUS$ '0002
Bridges (2) 8 20.0 320.0 12.8
Bridges 1 10 24.0 240.0 °. 6
1 15 32.0 480.0 19. 2
TOTAL 1,040.0 4]1. 6

Road improvement is to be carried out in bath IRD project areas.
Depending on the present conditions of the various road sections, the
improved surface would either be cobblestone or gravel. In either case,
drainage works also will be a part of the improvement. A total of 100
kilometers of road improvement work, equally divided between Salcedo and
Quimiag~Penipe is estimated as necessary. The Ministry of Public Works
advises that approximately $7,500 equivalent per kilometer should be
estimated for work of this nature.

AID's contribution to the road improvement activities in part msy be
made through the financing of equipment that will be turned over to the
Provincial Councils. Specifically, two dump trucks and one motor grader
are being considered.® The first year implementation plan will lay out
more precisely the manner in which the contribution will be provided.

In sum, the cost estimates for the rural roads components for the two
IRD projects is as follows:

Guimiag-Penipe
Length Cost/Km Total Cost
New rcads (Rm) (Us$) (Us$)
Puculpala-Leonan 4.0 18,390 73,560
Gusu-Inquisay 4.0 18,390 73,560
Quimiag~-Tumba 2.0 22,461 44,922
Sub~Total $ 192,042

* Any suach dollar procurement will reduce AID's local currency contribution
.to tha road construction component. The local contribution would be in-
creasi¢d accordingly so that no additional AID funds would be required for
this component.
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Bridges

eight meter spans (2) 12,800

ten meter span (1) 9,60

fifteen meter span (1) 19,200 41,600
Road Improvement

50 Kms. at $7,500/km 375,000

Sub~Total $ 596,242

Physical contingency 31,358
Total Quimiag-Penipe $ 640,000
Salcedo
Road Improvement

50 Kms. at $7,500/Km $ 375,000

Physical Contingency 25,000

Total Salcedo $ 400,000

2. Community Centers

The Project will finance the construction of community centers
in 28 comunas of Salcedo and 13 comunas and 3 parishes of Quimiag-Penipe.
In addition, funds will be provided for improvements and rennovations of
existing centers rhroughout the Project site.

The community centers would be permanent structures of approximate-
ly 72 square meters with a central hall for meetings and training, storage
facilities, and a small office (see drawings attached). The design would
be prepared according to standards already developea by the Ministry of
Agriculture (MAG) and found acceptable to AID. The construction details
are as follows:

Foundations - Foundations would be of cyclopean concrete, consisting
of 60X plain concrete and 407 hard coarse stones not less than five inches.
Footings for colummns should be reinforced concrete.

Superstructure -~ Columns, beams, lintels and beam ties would be
of reinforced concrete.

Wall Masonry - Walls would be constructed with bricks locally provided.
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Roofing - Corrugated asbestos cement roofing sheets would be
placed over roof trusses with steel framing.

Wiadows and Glass - Angle and T type iron windows would be used.

Each community or comuna would be responsible for providing an
adequate site and mobilizing community labor as local contribution, MAG
engineers will supervise construction. The unit cost estimates are:

Sucres
Basic construction 260,000
Engineering, supervisinou,
and contingencies 3,440
Total base cost 294,400 = US$ 10,500

In addition to the 44 new centers to be constructed, it is estimated
that an approximately equal number of community facilities of one sort or
another will be candidates for improvements, rennovations, etc. An esti-
mated 28 are in Salcedo and 16 are in Quimiag-Penipe. The Project budgets
$2,000 per facility or a total of $100,000 for this work.

The cost estimate for the commumity centers components for the two
IRD project sites is as follows:

ITEM No. Unit Total
Cost Cost
Salcedo

Construction of New

Community Centers 28 10,500 $ 294,000
Improvement /Rennovation 28 2,000 56,000
Total Salcedo $ 350,000
Quimiag-Penipe

Construction of New

Community Ceaters 16 10,500 168,000
Improvement /Rennovation 16 2,000 32,000
Total Quimiag-Penipe $§ 200,000

TOTAL PROJECT $ 550,000
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3. Salcedo Input Supply/Marketing facility and Nursery

Funding will be provided for the construction of an input supply/market-
ing facility to service the Salcedo Project area. The proposed facility
is designed to handie the volume of input-supply needs (fertilizer, seeds,
herbicides, pesticidus, animal vaccine, etc.) and the expected increase
in the production of fruits and vegetables. In additiom, this facility
will serve the office needs of the IRD project staff.

The design details include a simple structure of 45 meters long by 20
meters wide and divided according to the following uses:

Markeiing 500 m2
Input supply 150 m2
IRD office 250 m2
Total 900 m?

The design criteria and construction features will be similar to those
used for the community centers, described in the previous section. The
cost estimates are as follows:

A. Construction

1. Marketing Center 500 m2 at $ 130 m2 $ 65,000
2. Input-Supply 150 m2 at $134 m? 20,100
3. IRD office space 250 m? at §135m2 33,750

Subtotal $118,850

B. Equipment Marketing Center

1. Truck scale $ 25,000
2. Two sorting tables at $§ 250 each 500
3. Two roller conveyors at $ 1,000 each 2,000
4, Fowr platform trucks at § 250 each 1,000
5. Two platform scales at & 3,000 each 6,000
6. Packing equipment 500
7. Fruit cleaning and washing facility 750

Subtotal $ 35,750

C. Equipment Input Supply

1. Refrigerator (for vaccine) 500
2. Stands 1,000
3. Scales:
a. Platform 500
b. Beams 50

Subtotal $ 2,050
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D. Equipment IRD Office
1. Calculators-Desk $ 100
2. Two manual typewriters 250
Subtotal $ 350
Total Costs of Construction and Equipment $157,000

The GOE contribution of $19,000 will cover the acquisition of a site
for the facilities which will be located near Salcedo.

Under the Salcedo IRD project, a fruit tree nursery for 100,000 seed-
lings per year will be provided. AID will finance the total investment
costs on an rzisting MAG site. A detailed budget for the supplies and
equipment f.llows:

1. Seeds and seedlings 150,000/year $ 75,000
2. Back-pack sprayers (4 five-gallon capacity
at $§ 125 each) » 500
3. Power sprayer (twenty gallon capacity) : 600
4, Post-tree hole diggers (20 at $§ 20 each) 400
5. Water reservoir for 2 hectares of nursery
and 20 hectares of demonstration plots 5,200
6. Safety masks and replacement parts (20 at
$ 20 each) 400
7. Prunning Shears (20 at $ 10 each) 200
8. Heavy Duty tree trimmers (2 at $ 50 each) 100
9. Replacement hlades for tree trimmers (10 at
$ 10 each) 100
10. Tractor (35 hp) plus attachments 15,000
11. Greenhouse 50 m? 13,000
12. Pick-up trucks (3 at $10,000 each) 30,000
13, Fencing for entire area 15,000
14, Irrigation equipment 4,000
15. Safety Cabinets (4 at $1,000 each) 4,000
16. Small Dispatching Unit 5,500
17. Pots, hoes and spades 6,000
18. Miscellaneous equipment 2,000

$117,000
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4. Qufmiag-Penipe Fruit Tree Nursery and Marketing Centers

A fruit tree nursery with a capacity to serve the needs of the
Quimiag-Penipe project area is being proposed as part of the field ac-
tivities. A detailed budget for this nursery follows:

1. Land (2 hectares of nursery with irrigation) $ 8,000%
2. Land (20 hectares for demonstration with
irrigation) 80,000*
3. Seeds and Seedlings (45,000/year) 33,750
4. Back-pack sprayers (4 five gallon capacity
at 5125 each) 500
5. Post-tree hole diggers (20 at $20 each) 400
6. Water reservoir for 2 hectares of nursery 5,200
7. Safety Masks & Replacement parts (10 at $20 each) 200
8. Pruming shears (20 at $10 each) 200
9. Heavy duty tree trimmers & Replacement blades
(2 at $100 each) 200
10. Tractor (35 hp) Blus attachments 15,000
11. Green-house 50 m 13,000
12, Pick-up trucks (2 at $10,000 each) 20,000
13. Fencing for entire area 15,000
14, Irrigation equipment 4,000
15. Safety cabinets (2 at $1,000 each) 2,000
16. Dispaching unit 5,500
17. Pots, hoes & spades 6,000
18. Miscellaneous equipment 2,000

Total Nursery costs $210,950
In addition to above five marketing centers will be constructed
utilizing MAG construction standards described above. The cost estimate
for these marketing centers are the following:

A. Construction costs

5 office space (50 m2/u a_135 mz) 33,750
5 marketing center (160 m*/u a 130 m2) 104,000

Subtotal $137,750

B. Equipment

1. ten sorting tables ($250/each) 2,500
2. five platform trucks (5$250/each) 1,250
3. packing equipment 500
4, five roller conveyors ($1,000/each) 5,000
S. five scales ($750/‘ ich) 3,750
6. office equipment 2,300

Subtotal $ 15,300

* GOE contributions
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C. Community contribution and sites $172,000

Total costs of marketing centers 325,050

GOE contribution 260,000

AID comtribution 276,000

Total costs of Marketing Center and Fruit
tree nursery $536,000
BEREEREE DS
5. Irrigation

. Work in the Quimiag area would consist of water catchment at Rio

Blanco about 3,405 meters above sea level, construction of about 16.7 Km, of
main canals (open~channel), and 2,3 Km, of tunnel structures. The Penipe area
would benefit from the completion of a principal canal of 6.5 Km. and two
secondary canals, one of 4 Kms, and the other of ¢ Kms, Water intake would be
azbout 2,800 meters above sea level, The canals and the principal irrigation
sites are identified on the map on the followiag page. Service roads would
also be constructed.

Also included is a map of the Salcedo Project area with the sites for
AID-financed irrigation activities identified, The technical description for
the Salcedo irrigation activities is provided in & separate, unattached Annex,

The irrigation facilities have been designed using standard INERHI cri-
teria for civil works, based on 1:2,500 scale maps with 1 meter contour inter-
vals., The minimum river flows satis{y the irrigation water requirement of the
areas even with water losses estimated between 5-20X., Water requirements
details and river flow estimates have been reviewed and are in INERHI and
USAID files together with plans and drawings,

b. In addition to the irrigation activities proposed in Quimiag-Penipe,
the Project will finance a series of irrigation interventions in the Salcedo
area, Designed to improve the small farmers' water resource base, these acti-
vities will include providing partial financing to INERHI to design and con-
struct the water distribution system of an on-going GOE project in the east-
central part of Salcedo - "Davalos - Chiriboga." the objective of this
activity will be to provide irrigation water to an area of 495 hectares at an
estimated cost of $565 per hectare for a total cost of $280,000. This cost
estimate is based on standard INFHRI design criteria for these works adjusted
to reflect topographical conditions in Salcedo,

The project will also provide partial financing of studies for the
Nagsiche irrigation project now estimated at about $15,000,000. Previous
INEHRI experience on conducting similar feasibility studies account for 1Z of
total estimated project costs, For the purpose of &arriving at firm cost esti-
mate, therefore, the 1% indicator was used to arrive at the $150,000 figure,
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As indicated in the following table, the irrigation activities will
include & series of low-cost systems such as lining canals, improving diver—
sion structures, and groundwater development, Training of INEHRI technicians
in low-cost irrigation systems will also be a major activity of the Project.

The groundvater development cost estimates are based on previous INEHRI
exyperience in Salcedo aud generally in the Cotopaxi province. Total system
costs are estimated at $72,000 each; it will be capable of pumping 60 1/sec of
water and serve the needs of about 128 hectares. Up to 20 systems will be
financed under the Project for a total estimated cost of $1.44 million, Im-
proving conveyances by lining canals have been estimated at $15 per linear
meter and the diversion structures at $60,000 for about 16 kilometers of
canals, A detailed budget for these activities follows:

Salcedo Irrigation Cost Estimates

Total AID GOE

A, Distribution System
Davalos-Chiriboga
425 Hectares @ $565/Hectarel/ 280 168 112

B. Nagsiche Feasibility Study2/ 150 90 60

C. Low-Cost Irrigation
Improvements
1., Groundwater Development
(20 systems @ $72,000)
per system with capacity
of 60 Lts/Sec per system) 1,440 670 770

2. Lining of Canlas
(16 Kilometers
@$15,000/meter 240 144 96

3. Improving Diversion
Structures on 16
kilometers of canals 60 36 24

4. Training of INEHRI
Technicians in low-cost
methods
=~ long-term 240 160 80
- short-term 65.2 40 25.2

2,045.2 1,050.0 995.2

1/ Cost estimates based on INEHRI calculations for project area.
2/ Estimated at 1% of expected project costs.
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Typical sections were adopted for the distribution systems using rates
of discharge from 100 liters per second and 1 cubic meter per second.
Design criteria used for the canals were:

Lateral slope

1.5:1
Relationship bedding course to depth 0.1:1 (approx.)
Thickness cf g0il cement revetment 10 cw.,
Manning roughness coefficient (n) 0.016
Minimum velocity 0.40 m/sec
Maximum velocity (full capacity) 1.0 m/sec.

Lateral slopes for silt-sand soils are 1.5:1 for soil cement revetment,
thus reducing water losses. Excavation and embankment for canals are
nearly balanced. The sizes of the canals are as follows:

Discharge Velocity b d 8 slope
m3/sec. m/sec. (m) (m) (m) _n/Km
0.10 0.48 0.25 0.30 0.20 0.70
0.20 0.54 0.30 0.40 0.20 0.60
0.20 0.52 0.40 0.50 0.25 0.43
0.50 0.56 0.60 0.60 0.25 0.35
0.71 0.53 0.30 0.70 0.25 0.30
1.00 0.56 1.00 0.30 0.25 0.27

The secondary canals would deliver water to cooperatively organized
"modules'" within which the farmers organized in water users association and
assisted by INERHI engineers would build the internal distribution
systems, On-farm works within the '"modules" would consist of irrigation
ditches, small distribution structures and pipes where required because

_of steep slopes.

INERHI would be responsible for the design and construction of the
major irrigation works. Final revised plans would be approved by AID.
INERHI's cost estimates for the Quimiag-Penipe irrigarion activities are
shown below. The cost estimates for the Salcedo irrigation activities
are in an unattached annex distributed separately. 1In addition, selected
excerpts from INERHI's planning documents showing typical structures are
attached.
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Summary Cost Estimate

Item

Quimiag Project

Intake

Distribution canal
Tunnel

Main canal
Distribution System
Culverts

Side ditches
Administration
Physical contingencies

Subtotal

Penipe Project

Tunnel

Irrigation system
Administration
Contingencies
Subtotal

T tal

U.s.$

§/Million

3.30
6.80
32.40
13.10
22.00
4.00
4.00
10.00
6.60

102.20

2. 49
5.69
1.00
0.73
9.91
s/. 112.11

. 4,484
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Tntake Structure Cross Sections
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Tunnel Structure
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On~-farm distribution systems -
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5. Project Description of the National Rural Iraining System

(Draft translation from Spanish)

I. Present Problems of Rural Trainin&

The problems that are presently affecting rural training and that have
become serious constraints to the overall rural development effort are sum-
marized as follows:

1. General Policy Aspects

In general, rural training programs have been planned and imple-
mented outside the national development plans. This has been evidenced by
the lack of adequate and specialized rural education planning efforts, and
by the lack of democratization of the educational system. On the other
hand, there has been a serious lack of a national integrated rural develop~
ment policy where training is included as a fundamental component.

These deficiencies have led to a highly unstructured situation
where rural training activities have sometimes been viewed as peripheral.
At other times, because of the lack of linkage to an overall strategy these
activities have not gone beyond the purely educational aspects and have not
permitted that such educational aspects be part of an overall strategy
aimed at the achievement of continucus change and mobility.

2. Institutional Aspects

The problems noted above create an institutional challenge. At
present, there is a total atomization of training activities. Many entities
carry our training programs, but with little or no coordination among them.
Consequently each institution has implemented its own version and concept
of training, thus creating contradictions among institutions and a great
loss of resources and efficiency.

3. Contents

The Rural Training Programs that are presently being implemented
are generally characterized by their rigidity and by the fact that they are
imposed from above by a centralized representative. These programs leave
little margin for their adaptation to the needs and characteristics of each
situation. Generally, such Programs are based on descriprive and academic
educational content aimed at transmitting values as fixed schemes. In sum,
the absence of prior research efforts prevents the educational content from
providing concrete answers to specific problems. The tasks and occupational
roles of the farmers are unknown, so there is no real basis for planning the
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training process. There is also no knowiedge of the real and potential
labor market of any given area.

4, Methodology

The methodology employed seeks to extablish a vertical relation-
ship between the teacher and the student. This process allows for little
or no participation or creativity by the student in the educational process.

In traditional teaching, there is no systematic use uf the scien~
tific research method. The individual social and cultural differences are
not always addressed, and no techniques are introduced for generating a
participatory process in the development of knowledge.

5. Didactic Materials and Means

There is little or no development of educational technology that
is appropriate to the local situation. At the same time, communications
medis are either poorly employed or not employed at all. Local human and
material resources are also inadequately utilized, and complementary
materials are often completely lacking. The tendency is to utilize stereo-
typed communications media that are alien to the local culture, instead of
using more traditional means relying on local folkways.

6. Culture

There is no clear policy that respects the characteristics and
development of cultures. In general, there is a tendency to impose the
urban culture on rural areas. Urban officials often choose to ignore or
. disdain the values of a multi-ethnic society; they also refuse to learn na-
tive languages so as to better understand such values,

7. Participation

In general, there is an absence of adequate actions aimed at en-
couraging popular participation in the devalopment of knowledge and in the
decision-making process. This problem is further aggravated with women -all
of whom are practically outside the educational process. The trend is to
benefit male groups preferably or exclusively. This practice only reinforces
women's marginal position in society. Such a situation should be overcome
as part of the general national development process.

8. Beneficiaries

In the few rural training programs being carried out efforts are
concentrated in "leadership training." These programs have led to the con~
solidation of a vertical power structure, where economically "better-off"
campesinos become an "elite" inside the campesino organization through their
increased knowledge. Evidently, this implies that the great majority of the
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people is left largely outside the education process; it also implies the
subordination of rural organizations to a s:lect "educated" group and to
the private interests of such a group. The trained leaders, however, do
not necessarily represent the interests of the majority. Thus, it becomes
difficult to establish dialogues and consensus between popular organization
and governmental institutions. Furthermore, the problem described above
prevents the establishment of a true democratic process based on the
participation of the majority of individuals within a community.

9. Professional and Technical Training of Instructors

Lack of competent trainers is one problem facing rural training
programs., In this respect, there is a complete lack of coordination and
linkage between intermediate and higher professional training and the
specific needs of the rural areas, especially those of campesino groups.

The term "competent trainers” interest not only professional train-
ing and specific technical abilities. It also refers to trainers' in-depth
knowledge of the rural situation and popular culture, and to a commitment
to change existing relationships. The trainers should follow a post-
graduate training process where, in addition to basic methodology, they
world be equipped with the tools to analyze the rural situation and to
define their own role in the development process.

A parallel problem in rural training is the lack of linkages between
professional and technical training centers and institutions involved in the
rural sector. Consequently, each organization, by error or design, competes
in hiring professionals to carry out isolated and uncoordinated technical
training programs.

II. ’e2neral Aspects of the Project

This project represents the training component contemplated in Govern-
ment of Ecuador plans to implement its Integrated Rural Development programs.
The goal is to support the National Rural Training System, within the Natiomal
Subsystem for Integrated Rural Development (IRD). The rationalization and
institutionalization of the IRD is the fundamental concern of the present
government.

The project is aimed at the individual and collective development of
human resources in rural communities, especially in those that are more
economically depressed. Such a process will encourage the rural poors'
participation in their own development and in the development of the nation
as a whole.

The project seeks to establish cooperative mechanisms, at the
national and local levels, among public and private institutions that
provide technical assistance and training services for rural development.
Such linkages will avoid duplication of functions or excessive concentration
of services, and will define participatory principles and improved technolo~-
gies necessary to achieve rural development objectives.
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I1I. Project Objeciives

Despite the problems outlined in Section I, which presently prevent
adequate implementation of rural trainiang activities, the Government con-
siders training as a basic element in the integrated rural development
process. Consequently, the Project intends to accomplish the following
general objectives:

a) To support the implementation and institutionalization of a Na-
tional Rural Training System (SNCR). The purpose of the SNCR is to ra-
tionalize and optimize the use of resources available to different govern-
ment and private institutions involved in rural training. Accordinglyv,
this Project will develop and implement pilot rural training activities in
order to build the institutional capability of the National Executing

Agency.

b) To strengthen the mechanisms for collaboration among institutions
that are involved in research education and extension in the rural sector,
in order to improve the admnnlstratlon and delivery of serv1ces in accord-
ance with the commmities' expressed needs.

¢) To ensure that the rural training activities to be undertaken,
both within the Integrated Rural Development Projects as well as in the
Sectorial Projects, respond to the principle of popular participaticn that
the Government has proposed.

d) To expedite and facilitate the delivery of cechnical assistance
services to the communities, by the different agencies involved in the Inte~-
grated and Sectorial Rural Development Projects.

IV. Training Areas

The training areas will be determined as part ¢f a participatory process
in which the comnunities will express their felt needs. The agencies in turn
will seek to fulfill such needs through the provisiun of improved services.
The needs defined by the communities could cover a wide range of subjects.
However, it is anticipated that the SNCR will provide training in the
following areas:

-~ Social/Organizational Training

To promote and encourage dialogue and creativity within the communities.
The idea would be to allow rural groups to visualize their own development
perspectives and to reach an organizational level that will allow them to
successfully relate with the economic, social and polit’ ..l system.

- Agricultural and Livestock Training
The objective of this type of training is to allow for a process of

technology transfer that is adequate to the structural conditions of campe-
sino economies. Such a process should respect and enhance campesino cultural
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values, which in turn will strengthen the development of the organizational
basis in the rural sector.

- Managerial Training

In order for him to fully realize his role as a focal point of
rural development, the campesino should be trained in an organized fashion
to understand and handle the managerial aspects of the agricultural production
processes. Such aspects include the input-production function, forms of
credit and commercialization, production storage systems; the market as a
mechanism of price determination, and production costs and sales.

-~ Basic Training
The project should be capable of covering the training needs ex-
pressed by the communities, which generally have to do with "survival" skills

such as writing, reading, mathematics, legal aspects and others.

V. Beneficiaries

This Project will pasically be limited to projects in Integrated Rural
Development areas. It could also contemplate a broader coverage, provided
that any given project falls mainly within an IRD project area.

The basic purpose of such projects are to serve to the poorest marginal
population, so that they may have access to the benefits of the development
processes generated in the regions.

VI. f2rocess and Methodology

a) Process

~ Inventory of resources oriented to rural development (human,
physical, financial, methodological resources, coverage and locatior. of
programs, etc.)

-~ Reinforcemant of existing programs through techrnical cooperation
for the public sector as well as for the private sector.

- Assistance to programs that are specifically reque.ted by the
target population.

These needs shall be gathered and compiled by multidisciplinary
groups of technicians working in the field. Such technicians will be previous=-
ly trained in the concepts of nonformal education, extension, etc. They
will belong to different government institutions that are committed to
regional development aud will remain working throughout the life of the
program. In each group of technicians there will be a person representing
the National Implementing Agency. The groups of technicias will also be in
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charge of coordinating the training activities with the other actions that
will be carried out by the different organizations that will be in charge
of implementing individual components of the integrated rural development
projects.

The technical field groups will be supported by the Central Imple-
menting Agency in the provision of overall guidance and working materials.
The Agency will also provide technical assistance to other groups or ins-
titutions (public or private) who are invulved in rural education.

b) Methodology

The project methodology will be derived from the investigation-
action principle. It will promote the broadest participation of project
beneficiaries in each of its phases. It will promote the autonomy of
community decisions, in all aspects, and especially in their relation
with institutions and individuals that may provide them with technical
assistance. The project field groups will promote the development of
leaders in each community. Such leaders will have under their responsi-
bility the implementation of actions inside the communities, as well as
the coordination of the supply of services from the outside. This will
require that the agencies participating in the projects adjust their pro-
grams to the specific demands of the target population. This task will be
facilitated by the Implementing Agency, at the central as well as at the lo-
cal levels. The implementation of the above methodology will be support-
ed by the Inventory of Rural Development Resources.

VII. Distribution of Grant Funds

1. AID Budget ($000)

a) Distribution Table:

Property 80 81 82 83 8¢ Total

Vehicles 30 z20 0 O 0 50

Equipment 40 50 25 20 15 150

Supplies 30 40 40 50 40 200
100 110 65 70 55 400

Personnel

Technical Assistance

(short and long term) 80 110 160 80 70 500

Local consultants and

personnel 140 120 125 80 35 500
220 230 285 160 105 1000

Rural Training Fund 50 75 120 140 115 500

Radio Time 10 15 20 35 20 100

Training

Outside of the country 20 50 60 20 0 150

In-country 50 70 100 75 55 350

Total 450 550 650 550 330 2500



b)

Item Break-Down:

= Vehicles:

- Equipment:

- Supplies:

- Technical Assistance:

- Consultants and
Local Personnel:

= Fund for Rural
Training:
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4 for DRI projects and 1 for the
Central Agency in Quito

80 8l
3 vehicles 2 vehicles

Instruments for training at field
level (cassette recorders, cassettes,
film projectors, videos, video-cas-
settes, cameras, speakers, genera-
tors, etc.

Stationery, communications, vehicle
maintenance, and other materials
for the project.

A long term consultant for two
years, and short term technical
assistance, as needed.

The personnel of the Implementing
Agency at the central and regional
levels and short-term technical
assistance from Ecuadorean entities,
as needed.

Two purposes:

1. To support the expansion and
adaptation of programs oriented
to attend emerging needs., and,

2. for loans to campesinos in eco-
nomically productive investments,
if no other sources of financing
are available.

Possible Distribution:
$100,000 = Loans to campesinos

$300,000 = Expansion and adapta-
tion of programs for
public entities and
for personnel training.
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« Radio Time: For the purchase of radio time for
training programs that use massive
media techniques.

- Training: Short-term training for personnel
of the Implementing Agency and
training for personnel of other
organizations that collaborate with
the Project, and for the members
of beneficiary communities. En-
phasis will be given in learning
based on direct experience, in
country and abroad.

2. Government of Ecuador Budget ($000)

Item Total
Personnel 500
Equipment, offices, infra- '
structure 250
Trainirg supplies and
materials 100
Per diem, tramsportation 75
Total 925

VIII. Institutional Structure

In order to guarantee the efficiency of the operation of the Project,
an institutional structure having the fgllowing frindamental characteristics
is required:

1. Sufficient independence and autonomy in the administration and
decision-making of the SNCR;

2. Limited and efficient staff; and

3. Capability to mobilize resources already existing in the various
public and private institutions and to channel them in accordance with the
requirements of Integrated Rural Development Projects.

An institutional structure with these characteristics would be
protected against undesired and unnecessary growth, would have sufficient
authority to implement the project. It would also maximize the use of
existing resources and would achieve a reasonable level of interinstitutional
coordination and collaboration. In keeping with the above criteria, the
Project proposes the creatiom of the following institutional structure for
its administration and implementation.
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- A Management Unit, including the Chief of this Project, who
will be in charge of its overall administration and implementation. He/
she will report to the Executive Director of the Implementing Institution
responsible for the execution of the Project; and an Advisory Council,
composed of representatives from all Public Institutions that have rural
training units, plus two representatives elented by private institutionms,
wvho are involved in rural training. This Council will be in charge of mak-
ing pnlicies for the project, approving work plans, controlling the adminis-
tration and evaluation of the actions taken by the Project, and in general
will fulfill an advisory role.

~ A Central Operational Unit, composed of Research, Implemen-
tation and Administrative/Financial offices. It will be in charge of pro-
ject operations in the areas of its jurisdiction.

~ A Field Operations Unit in each IRD project area formed by
a group of technicians from the various institutions that have action res-
ponsibilities in the project and where training is involved. The coordina-
tion of such technicians will be the responsibility of the Chief of the IRD
project. Each IRD Project will have in its staff professionals appointed
by the SNCR. They will be in charge of the execution of the Project at
the local level.

- Long-term Foreign Technical assistance, which will provide
the criteria and methodological elements for smooth execution and admi-
nistration of the Project. It will act in close collaboration with the
Advisory Council and with the Chief of the Project, and it will also as-
sist the local groups in the development of training activities.

There will be a supporting structure that is external to the
SNCR. It will be composed of resources of the training units of the va-
rious public and private entities involved in integrated rural development,
as well as by the target communities themselves.

The following organizational chart shows the structure of
the proposed system:
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NATIONAL RURAL TRAINING SYSTEM

IMPLEMENTING AGENCY

OFFICE OF THE
EXECUTIVE DIRECTOR

(
Public Institutions
tional Advisory
irs 4 Project Manager Board }"‘{ CONADE
| MAG
MINED
| ams NSOCH
MOH
INERHI
- Campesino L‘ TERAC
Organizations Research Unit (2/1) Private hstitutions
2 Representatives
- IRD Projects _q_a[-lmplementing Unit | (2/1)
- Rural Public Institutioms _
Training Unit . Administrative/ 2/1)
[ Financial Unit
- Rurcl Private Organiza-
tions Training Unit Training Unit for
each IRD Project

The figures in parenthesis represent the staff requirements of the

central office of the SNCR.

The figure to the left represents the

technical personnel, and the figure to the right represents the sup-

yort personnel.
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Personnel tc work directly under the Implementing Agency
will be contracted in consultation with USAID/E.

In contracting field personnel at the local project level,
prior consultation with USAID/E will only be required for those techni-
cians that are directly within and under the SNCR; other field personnel
working in IRD projects will be appointed by the public ingtitutions
that participate in such nrojects.

In order to complement the above description, it is neces-
sary to briefly describe the functions of the Research, Implementation,
and Administrative/Financial Offices, within the Central Operational Unit
of the Implementing Agency:

- Implementation Office: To coordinate training activities, at
the level of professionals responsible for training, as well as at the com-
munity level; and to provide materials for training.

- Research Office: To conduct applied research in the areas
of methods, materials, systems for the delivery of services, etc.; to
perform summary and formative evaluations; to provide internal information
for the Project, by maintaining a Documentation Center on data generated,
and to prepare putlications on the activities of the SNCR.

~ Administrative Financial Office: It will support the activi-
ties of the SNCR at the central and regional levels, by providing materials
and services; it will administer the present operation funds as well as the
funds for communities and other organizations elegible for assistance, in
accordance with the guidelines established in the corresponding Agreement.
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INSTITUTIONAL ANALYSES

The following agencies will participate in the Project:

1. Rural Development Secretariat (RDS):

The organization, functions, and role of the RDS in this Project
have been analyzed in other actions of this PP. The RDS will be the
counterpart ageucy for USAID and will administer funds provided by the
Project, To implement the Project, RDS will sign implementing agreements
with the participating agencies described and analyzed below.

2. Ministry of Agriculture and Livestock (MAG)

The key institution in agriculture is the Ministry of Agriculture
and Livestock which has been merged with and then separated from other
ministries since its funding in the early 1960's. Historically MAG has
been one of the weakest and poorest staffed ministries in the GOE, -and -
it has had constant problems coordinating the actions of its stronger
autonomous agencies.

In past years, Ministry personnel have had serious morale
problems due to lack of budget resources, insufficient travel and per
diem funds, and unclear policy signals. While MAG has usually been
dominated by an agricultural production and larger farmer orientation,
policy~-makers have also demanded more of a rural poverty focus. This
"split-personality"” has led to serious institutional and managerial
problems and to uncertainties about just what is the task of MAG. The
current GOE policy appears to be to continue MAG's traditional agricultural
production orientation while creating newer organizational structures
(e.g., RDS) with a rural poverty focus.

According to the 1973 decree which recreated MAG, the Ministry
is responsible for formulating, directing, and implementing national
policies of research, production, and marketing of agricultural products,
agrarian reform and colonization, irrigation, rural development, and
conservation of natural resources, for the purpose of increasing agri-
cultural, livestock, and forestry production and productivity, of
generating greater employment opportunities, and of furthering the policy
of redistributing the income of the Ecuadorean population.

The 1977 Reorganization. The Ministry was reorganized in
1977. 1It is divided into ten General Directorates, five for adminis-
tration and five for various aspects of its operations: agriculture,
livestock, forestry, miarketing, and campesino development. Regional
operations fall under 10 zonal offices. In addition there are five
national programs dealing with specific crops, an animal health program,
and a regionalization program.
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Administration. MAG is directed by the Ministry and a Sub-
secretary, who are guideu in their actions by the GOE cabinet. They are
assisted by a Technical Council, which conszists of the Subsecretary, the
coordinator, and the MAG's Director Generals. The Council meets weekly
to initiate policies, analyze programs, projects and budgets, and coor-
dinate MAG actions. The role of the coordinator's office was broadened
by the reorganization; it is now charged with coordinating not only the
activities of the MAG and its international relations, but also the actions
of the affiliated entities. The reorganization also strengthened the
Planning Directorate, creating an Agricultural Planning Department to do
long term planning for the Ministry for the first time, and a separate
department to plan the agrarian reform.

Operations. MAG operations are the responsibility of the five
national directorates, the 10 zonal offices, and the crop and livestock
programs. The national directorates advise the Minister on policies,
identify projects, and supervise, coordinate, and assist the zonal of-
fices and the national crop and livestock programs.

The Ministry has five crop programs, for bananas, cacao, coffee,
cotton and oilseeds, and rice and corn, which are coordinated by the Agri-
cultural Directorate, and an animal health program under the Livestock
Directorate. The programs provide extension services to producers of the
commodity and also regulate marketing, including exports, of the product.
Some also get involved in other areas, such as construction of roads or
storage facilities or laboratory testing for quality control. The programs
also assist the zonal office by providing experts to give technical as-
sistance to producers of that crop.

These programs have considerable independence, their budgets
are separate from MAG's, and they are located cutside Quito (all in Gua~
yaquil, except for the coffee program, located in Portoviejo). Some have
their own income, in the form of earmarked taxes, which in the case of
the coffee program represents 99 percent of its current income. Since
they provide considerable assistance to large commercial ventures, they
have the backing of powerful clients.

The role of the 10 zonal offices changed considerably as a
result of the reoganization. The offices have more autonomy and agents
work together more. Field operations in the zones are carried out by
special service units, ASAs (Agencias de Servicios Agropecuarios) and
PIDAs (Proyectos Integrales de Desarrollo Agricola). The special service
units are in charge of the programs of mechanization, improved seeds,
animal and agricultural sanitation, fertilizers, animal nutrition and
genetic improvement, forestry, marketing, and promoting cooperatives.
Extension services are administered by ASAs and PIDAs. The ASAs are
agencies operating in a sub~region within the zone giving technical as-
sistance to production units in its area. The PIDAs are project units
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in other subregions where the Ministry is implementing an agricultural
development project. PIDAs will provide more comprehensive attention
than ASAs might give, and might, for example, construct feeder roads or
promote community development projects.

The ASAs and PIDAs are designed to assist the farm as a unit
and to adapt programs more to local conditions and to the needs of smaller
farms, technically. In the past, assistance was commodity oriented and
nationally directed. One farm might receive yearly visits from a number
of different experts each armed with a technological package for producing
one commodity and each pursuing some national production goal for their
crop. Coordination was poor and the system was ill-adapted to the needs
of the small and medium Ecuadorean farmers who usually produce a variety
of commodities. ASAs are oriented toward production units and briug
together their own experts as well as agents from the national crup pro-
grams and the special service unit in the zone to provide integra. as-
sistance to small and medium farms. ©?PIDAs bring together these sace
experts as well as employees of the affiliated decentralized institutions
to implement multipurpose agricultural projects. Eventually these enti-
ties will cover the entire country; every area not in a PIDA will be
served by an ASA,

There are 108 ASAs and 2] PIDAs, but most of these ASAs and
PIDAs are just getting underway and still weak. In 1978, there were 716
professionals in the zones, of whom 150-200 were assigned to zonal admin-
istratioa or to the special service units (15 to 20 people per zone),
leaving 500 to 550 in the ASAs and PIDAs. These agents assist over 25,000
production units. The staff of the ASAs are supplemented by agents
detailed from the National Crop Programs, which have about 600 profes-
sionals.

Another reorganizution of the MAG is currently under discussion
and review by the GOE. At a point in 1978-79, one option being considered
was placing the Rural Development Secretariat within MAG and organizing
the entire Ministry in: . two major Directorates. OCne would focus mainly
on agricultural production concerns and the other would focus on rural
poverty concerns. Both would report directly to the Minister. However,
the highest level GOE officials have informed USAID that this option is
no longer under consideration. The RDS will be created in either the
Presidency, Vice Presidency or CONADE to give it higher level support.

The PIDAs, ASAs and regional entities (e.g. agricultural councils) will
rexain nominally under MAG, but will be utilized as local coordinating
units by the RDS.

3. Ecuadorean Water Resources Institute (INERHI)

INERHI was created in 1966 as an autonomous agency attached to
MAG. It has a staff of 1,785 and is empowered by law to administer and
supervise all activities for irrigated agriculture and to enter into
agreements with other agencies which participate in project execution.
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Under the Water Law of 1972, INERHI was given broader powers than before
for the develooment and management of water resocurces, including the
creation of irrigation districts. INERHI's general policies are defined
by its Board of Directors, chaired by the Minister of Agriculture and
Livestock and comprising one representative each from the National Plan~
ning Council (CONADE), IERAC, and BNF, and an elected representative is
the Executive Director, appointed by the Minister of Agriculture and
Livestock. INERHI has developed good capabilities to comstruct civil
works, leaving the management of agricultural development to the farmers
or other agencies. Based on its experience with many irrigation projects
over the past 15 years INERHI is well qualified to carry out the civil
works of the irrigation component of the proposed Project.

To date, some 30,500 ha have been brought under irrigation. 1In
addition, projects underway approximate 10,000 ha. (Privately developed
irrigation schemes are estirated to total between 50,000 ha and 70,000 ha.)
Under legislation of 1972, INERHI is responsible for assuring that the
allocation of the national water resource among its multiple uses is done
in a rational manner (although it does not have control over the agemncies
working in the water field, such as CEDEGE and CRM).

The INERHI budget was about S/. 317 million in 1976, including
funds from foreign loans. The 1978 budget, which made provision for 580
technical and administrative posts, was S/. 552 milliom.

The agency has developed a substantial capability in civil
works design and construction. However, lengthy gestation periods (up
to 25 years) and limited production impact (even in he medium-term)
have been commonplace, in part because of a shortage of experienced
engineers, financial constraints, the lack of on-farm development setrvices
to farmers, and a reluctance to strengthen in-house capacities through the
use of private consulting firms. To date INERHI has built many major and
secondary canals, but has not developed extensive experience building
tertiary systems or on-farm distribution systems. This has created some
problems of access for poorer farmers without land titles who cannot get
credit or technical assistance to build distribution systems. The pro-~
duction impact of INERHI's projects is also limited by the poor col-
laboration of institutions providing related services. In general,
INERHI has concentrated on constructing systems and has given far less
attention to questions of farm develcpment. This proposed IRD project
will begin reorienting INERHI to on-farm and small farmer development.

The Institute is fully aware of the magnitude of the national
water resource management task for which it is responsible and of the many
shortconings in its performance, both those originating within the agency
and externally. With this in mind, it has brought in assistance from
France to help chart its future course, clarify the powers and responsi-
bilities of the many agencies concerned with water use, improve inter-~
agency relationships, and produce a national water resource development
and management plan.
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4. National Development Bank (BNF)

The amount of credit made available to the agriculture sector
by the banking system has expanded sharply in recent years, both in
absolute terms and relative to nonagricultural lending. Loans to all
sectors totalled S/. 35,736 million in 1976, up 157 percent on the 1972
figures of S/. 13,896 million. In 1972, agricultural loans accounted
for slightly over 12 percent of total loans by the banking system. The
comparable figure for 1976 was 16 percent.

The BNF (Banco nacional de Fomento) which through its 56 branches
typically provides some 60 percent to 70 percent of the institutional
credit for agriculture, increased its lending in current terms from
S/. 587 million in 1973 to S/. 3,412 million in 1976. Crops accounted
for 60 percent of the total BNF lending in 1975; livestock and pastures,
28 percent; farm machinery, 5 percent; on-farm infrastructure and related
activities, 3 percent; and other, including finance for product marketing,
4 percent. About 75 percent of the credit made available to agriculture
in 1976 was for the Coast, as in most previous years. The proportion of
the total loan volume going to the lower-income groups (that is, crédito
de capacitacidn) increased from about 12 percent in 1970 to 35 percent -
in 1974 and 37 percent in 1975.

The percentage distribution of BNF loans in 1976 by major
activity, size, and term was as follows:

On-farm
Machinery & infra- Total
Crops Livestock Implements structure Agriculture

Size of loan

Less than S/. 50,000 22 20 6 9 20
More than S/. 200,000 54 42 82 80 53
Term

Less than 1 year 78 8 5 2 52
More than 5 years 6 24 27 68 14

The amount of funds made available for crops in 1976 was about
nine times larger than the amount in 1970. The increases were particularly
notable for rice and wheat, together with cotton, account for a large portion
of the credit for crops (69 percent in 1976). Neither the import substi~-
tuting oil crops nor the main export crops are major outlets for credit;
in 1976, the percentage of total crops credit going to oilseeds, cacao,
coffee, bananas, and sugarcane was about 15 percent. The distribution
of BNF crop loans by commodity group in 1976 was as follows: cereals,

57 percent; edible pulses, 1.4 percent; tubers, 5 percent; vegetables,
2.6 percent; fruit, 3 percent; oilseeds, 6 percent; fiber crops, 15 per-
cent; others, 9.5 percent.
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Loans for the livestock industry increased by a factor of about
five in the 1970-76 period. Pasture development accounted for 13 percent
of the livestock loan volume in 1976, and poultry 9 percert (up from 5
percent in 1970). For fixed investment, such as land and water develop-
ment, farmers use BNF credit only to a limited extent.

In money terms, about 15 percent of the BNF lending in 1976
represented renewals of outstanding loans. The comparable figure for
1975 was 17 percent. The delinquency position improved notahly in the
1972-76 period and, after renewal adjustments, stood at about 12 percent
at end of 1976. Recent drought and anti-inflation measures have reversed
the trend, and the arrears figure approximated 18.5 percent as of February
1978.

In spite of the recent rapid rate of growth in BNF operatioms,
and its continuing effort to improve management, the proportion of farm-
ers served by banking system is well below 10 percent and concentrated
on two or three crops.

Apart from earmarked foreign credits, the maximum interest rate
for agriculture is 9 percent, plus a commission intended to promote longer-
term lending. The commission rate is 2 percent to 2.5 nercent for loans
of more than three and less than five years; 3 percent to 3.5 percent for
loans of more than five and less than eight years; and 4.5 percent for
loans of more than eight years. This commission system, which was an-
nounced in late 1976, leaves interest rates for longer-term lending in
agriculture at figures still below the rates for nonagricultural loans.

It is public policy to maintain some inter-sector differentials which
favor agriculture, although the GOE is currently undertaking a major
review of its interest rate policy.

5. Ecuadorean Institute for Agricultural and Livestock Reseach

(INIAP)

INIAP is responsible for agricultural research directed toward
raising yields, reducing production costs, and diversifying and improving
production for consumption, export, and industrial use. Research is
divided along thres lines: crops, animals, and support activities to the
other two divisions (e.g., soil improvement, seed processing, statistics).
The entity has six experimental stations, three under a subdirector in
Guayaquil and three under a general subdirector in Quito. In additiom,
some 400 private farms are used every year to test and disseminate the
results obtained on the experimental stations.

INIAP has not been active in distributing its results to the
farmer; instead it relies on the Ministry of Agriculture. In the past,
coordination between INIAP and MAG was poor but has been improving recently
as a result of the Ministry's reorganization. INIAP participates in the
MAG's Provincial Agrarian Committees and alsc holds courses and meetings
with MAG agents so they are aware of the results of INIAP's activities.

In addition, MAG representatives are invited to the annual evaluation
meetings held in the experimental stations.
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There have been problems in transferring the technology devel-
oped at INIAP because it is too sophisticated for Ecuador's small farmers,
because of the lack of credit and related inputs, and because of the
deficiencies of the Ministry's fragmented crop oriented extension service.
INIAP is moving to adapt its research more to the needs of the small
farmer, but the problems associated with the related services and credit
must also be resolved if its research is to have a greater impact on
these farmers. Through AID's Rural Technology Transfer (Title XII)
Project INIAP will receive assistance for the development of technological
packages to be used in the IRD target regions.

6. Ecuadorean Land Reform and Colonization Agency (IERAC)

IERAC was established in 1964 as an autonomous agency attached
to MAG following passage of the Agrarian Reform Law of 1964, and it has
been constantly short of funds and qualified staff. IERAC has responsi-
bility not only for the Agrarian Reform but also for colonization projects
and for issuing land titles. Agrarian reform is given emphasis in the
GOE development plan, which cites concentration of land holdings as a
major problem of rural poverty in Ecuadwr. Land titling is also a key
issue since farmers are prohibited by law-from participating in the-
benefits of most projects (e.g. irrigation, credit) unless they hold
legal titles.

Until now, the land reform measures that have been introduced
have not been fully effective. Between 1964~69, the number of families
benefitting from the reform program was less than half the target figure
of 82,000; likewise, total land distributed was only 42X of the projected
figure. From 1970 to 1976, however, the pace of the land refcrm program
increased somewhat, with total land distributed rising almost 76% over
that handled in the 1964-69 period. The problems of the land reform
program can be attributed to: (a) inadequate financizl resources; (b)
lack of support and cooperation among other Government agencies; (c)
rapid turnover of officials; and (d) absence of efficient legal proce-
dures and clear definitions.

From 1973 to 1977 IERAC distributed 243 thousand hectares of
land under the agrarian reform (28 percent of the planned goal of 863
thousand) to the benefit of 18,688 families, or 25 percent of the goal
of 75 thousand families. It also settled an estimated 15 thousand
families in colonization projects during that period, which is 100 per-
cent of the planned goal. IERAC has been slow in issuing land titles,
in part because a complicated and lengthy procedure is required and because
of lack of qualified staff.

IERAC receives income from the budget, through agrarian reform
bonds, and from the sale of land to beneficiaries of the reform. 1In 1978,
62 percent of its income in the budget was from Central Government trans-
fers. The size of IERAC's budget is not large, given the number of its
staff (1,343 in 1978) and the importance of its task. In 1978, it was
budgeted an incom2 of about S/ 500 million. In contrast INERHI, with a
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staff of 584, had a budget of S/ 552 million for 1978. Nevertheless, in
the past IERAC has executed only about 40 percent of its budget. Most

of the budget which is not executed is for investment activities. According
to the JUNAPLA investment program for 1978, the total cost of the invest-
ment in priority agrarian reform projects is S/ 2.6 billion, of which only
5 percent had been invested by the end of 1977.

IERAC has 6 regional offices (which dc not coincide with the
10 .IAG zones) and approximately cwo-thirds of its staff are outside of
Quito. In addition to its work in agrarian reform and colomizationm,
IERAC helps form cooperatives and train campesinos. IERAC also is en-
gaged in building roads, schools, buildings, and bridges, largely because
it has not been successful in obtaining the collabcration of other public
entities in providing services and infrastructure to the reform areas.

IERAC has suffered from a high rate of top staff turnover, in
large part because of a Government tendency to change IFRAC's management
whenever controversies arise. It has had 18 directors in 12 years. IERAC
has also suffered from the lack of any central diruction for rural develop-
ment which could assure the collaboration of other entities in the reform.

7. Marketing Enterprises: ENAC, ENPROVIT, BNF, Others

The view that the agricultural marketing task is done poorly
and at high cost is almost universally held in Ecuador. The marketing
subsector is often described as being disorganized and anarchic, with the
result that producer prices are unduly depressed and consumer prices are
needlessly high. 1Indeed, this judgement underlies the creation of ENAC,
ENPROVIT, and the MAG's Directorate of Marketing, and the launching in
1973 of the Programa Nacional de Mercadeo Agropecuario., The strategy of
the Program centers on expanding the marketing activities undertaken by
the public sector, thereby contributing directly to technical and economic
improvements in the national system as well as indirectly by activating
competitive forces.

ENPROVIT was created in 1971 to purchase and sell basic con-
sumption items in order to reduce speculation and adulteration of these
products. i e entity employs a staff ot 1,500 and has a network of 145
stores administered by 5 regional subdirectorates. Total sales have
averaged between S/ 650 and S/ 700 million annually since 1974. Ap-
proximately 60 percent of purchases are from producers and 40 percent
from intermediaries. ENPROVIT can also import items it considers to be
in short supply; in 1977 it imported 2,050 metric tons of powedered milk,
1,200 metric tons of lentils, and 514 thousand gallons of soy and oil.
In 1977, the Central Government provided 31 percent of ENPROVIT's total
budgeted resources of S/ 40 millionm.

ENAC is a newer enterprise, created in 1974, to purchase aud
sell agricultural products in order to stimulate and direct production
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and assure internal supply. ENAC has a limited capacity for storing
agricultural products (364 thousand quintals in its own warehouses and
silos, including temporary storage) and is currently constructing ad-
ditional storage facilities (with a capacity of 1,342,000 quintals).
ENAC also uses storage facilities of other public institutions and rents
storage, which increases its capacity by 1,245 thousand quintals, for a
total of 1,609 thousand quintals. It is also empowered to import and
export agricultural products. Its activities are administered by 3
regional subdirectorates, a financial subdirectorate, a commercial sub-
directorate, and a storage subdirectorate.

As noted above, MAG provides outlets for farmers for the basic
grains, and, from time to time, for certain other products such as cotton.
However, ENAC has heen short of storage space and rural buying stations,
and on occasion has faced surplus situations which led to severe losses,
as with rice. Moreover, it enters the market only when prices are above
the suprort mininums (which are scheduled to be announced before planting
time). On the retail side, ENPROVIT, for which the enabling legislation
was revised in July 1977, has the task of "regulating the internal market
by means of direct participation in the «istribution of essential consumer
items with the aims of benefitting the lower income groups."

In the case of livestock marketing, a limited number of traders
exercise considerable control over the marketing of live animals, the
operation of abattoirs, and the distribution of carcass meat to retail
outlets and processors. This group has resisted measures to modernize
the livestock marketing system through improved slaughtering facilities,
introduction of beef grading, the establishment of local auction yards,
and other means. Apart from three mrdern abattoirs, two of which are
expanding their activities, most livestock are still processed in
municipally-owned and in rural slaughterhouses. The upward price trend
for cattle (some 50 percent in the 1972-76 period), along with price
intervention by the Government only for low quality cuts at retail, has
probably lessened farmer interest in narketing reforms. The marketing
problem has also been somewhat overshadowed at times by the extent to
vhich cthe Government tolerates the inflow of live cattle from Colombia
and the outmovement to Peru.

Input distribution is handled mainly by the private sector,
although until recently the BNF operated a network of distribution centers
for inputs and tractors. MAG has ten major distribution centers, and CREA
has 16. FERTISA sells a part of its output directly to users. EMGEMILLAS
is in process of installing a network of seed distribution facilities.
Farmer associations, such as the Asociacidn de Ganaderos de la Sierra,
maintain input sales depots (the sales of the six depots of the Association
totalled S/ 22 million in 1977).

Several recent developments in the marketing field are of
potential importance. First, ENAC is taking steps to ease one of its
primary constraints, the shortage of storage space. Its construction
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program has added 61,000 tons of capacity in gran production and a
20,00 ton port facility at Guayaquil; and, in a second phase will add
from 30,000 tons to 60,000 tons in the Sierra. This construction has
sharply expanded the ENAC facilities, and adds a significant increment
to the total national facility.

Second, the private sector is showing increasing interest in
installing modern grain handling facilities. 4 new 31,000 ton silo
installation was opened in Durd@n in May 1978. This plant received, dries,
cleans, grades, and stores grain on the basis of negotiable certificates
of deposit and published service charges. The system represents both a
technical and economic innovation in grain marketing, and through putting
pressure on margins can help induce improvements in the facilities and
business methods of the entire grain-handling industry, including the
ubiquitous rice millers. Moreover, it can lead to the development of
commodity markets

Third, the new Government is planning to undertake a compre=-
hensive foreign-assisted study of the marketing of agricultural products
and inputs. It is expected that the study will begin in late 1980, and
will result in a set of specific proposals for the development and man=-
agement of marketing facilities by the private and public sectors.

8. Ministry of Public Works/Provincial Governments - Rural Roads

The available data suggest that only limited progress is being
made in providing farmers with the roads needed for the movement of
products and inputs at reasonable cost. Taking the all-weather road as
a proxy for the feeder road which reaches the farmgate, and assuming
adequate maintenance, the system available to farmers expanded at an
annual rate of only some 142 km in the 1962-70 period.

In March of 1973, the MOP set up a Department for Rural Roads
(caminos vecinales), and through June of 1976 (when the Department was
eliminated) a rural road construction program was carried out with FONADE
funds. This program was based on the Plan Nacional de Carretera, which
was completed in 1973 following detailed study in which foreign consultant
services were used.

Since mid~1976 the MOP rural roads work has centered on
completing the projects which were underway or in an advanced planning
stage at that time. Much of the work is done through contracts with
provincial governments, with the latter providing the machinery and the
MOP paying machinery operating costs and doing the design work. MOP also
contracts with regional development authorities. The provincial govern-
ments also do a considerable amount of road constructicn and maintenance
on their own, though performance varies and consolidated statistics are
not available.



Annex E
(Page 11 of 12)

9. Regional Institutions

There are four regional development authorities attached to
MAG: CREA, CRM, CEDEGE, and PREDESUR. The Center for the Economic
Reconversion of Azuay, Cafiar, and Morona Santiago (CREA) is the oldest
of the regional bodies (it was created in 1956), responsible for promotirg
the development of the “hree provinces it encompasses. The Center for the
Rehabilitation of Manalhi (CRM) was established in 1962 to implement devel-
opment prujects in Marati. The Commission for Studying the Development
of the Guayas River Basin (CEDEGE) is responsible for undertaking studies
and projects to develop an area of 35 thousand square kilometers which
includes portions of 8 provinces, although almost all of its territory
is in Guayas and Los Rios. Finally, the Program for the Development of
the Southern Region of Ecuador (PREDESUR) was originally established
(in 1971) to participate in joint development projects with Peru in the
frontier region, but has since taken on responsibility for promoting the
development of the provinces of El Oro, Loja and Zamora-Chinchipe. In
addition, a new entity was created in 1978 to coordinate development
activities throughout the Oriente {INCRAE). Though its role is still
evolving, it appears that it will not become a regional development
authority with the -same scope:of responsibilities as the-other-£four,

Two of the regional entities were formed in response to crisis
situations or persistent problems facing their regiorns. CREA grew out of
a crisis in the economy of the region caused by a siump in the hat industry,
and CRM was created to deal with a problem of persistent drought. . CEDEGE
was formed by the national Government in order to develop the vast po-
tential of the Guayas region. PREDESUR was originally a fromtier
project to exploit the waters between Ecuador and Peru.

The scopes of the regional entities differ. CREA and PREDESUR
are now involved in a wide range of activities promoting the development
of their regions. Both have analyzed the needs of their regions and
CREA has formulated and PREDESUR is formulating development plans which
can form the basis for project identification. These two entities are
also hecoming more involved in integrated rural development projects.
CEDEGE and CRM have a more limited scope, although both are now beginning
to expand into integrated rural development projects.

To execute their projects, the entities sign contracts (con-
venios) with public institutions (including MAG) and private agencies.
A project might involve contracts with INERHI for construction of irri-
gation infrastructure, with the MAG for extansion, with IERAC for land
titles, and with the Ministry of Public Works for roads, although problems
of coordination have presented.

With the axception of CRM, which has access to earmarked tax
funds, the entities depend upon Central Government transfers and foreign
borrowing for their income. Although nominally controlled by MAG, the
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regional institutions operate with considerable independence. Their
budget allocation is determined by finance and is not used by the MAG
as an instrument of contrcl. The Ministry has had little influence
over their programs and regional considerations have been the main
factors determining their activities. As mentioned, there has been no
national policy or office to direct their activities.

In addition to assisting CRM with IRD planning, the project
prepared herein will cooperate wiih the Central Sierra Provinces (Region
4) in establishing a regional development authority analogous to CREA,
CRM, CEDEGE, and PREDESUR, thereby filling a major gap in regional
coverage.
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CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE FOREIGN ASSISTANCE
ACT OF 1961, AS AMENDED

I, John A. Sanbrailo, the principal officer of the Agency for In-
ternational Development in Ecuador, having taken into considera-
tion among other factors, the maintenance and utilization of pro-
jects in Ecuador previously financed or assisted by the United
States, do hereby certify that in my judgment Ecuador has the tech-
nical capability and the physical, fimancial, and human resources
to utilize and maintain effectively the proposed loan of nine
million, eight hundred thousand United States dollars ($9,800,000)
and grant two million United States dollars ($2,000,000) from the
Government of the United States of America to the Government of
Ecuador for the development of an institutional capacity to plan
and exerute Integrated ‘Rural Development -projects-in-a-manner -in«--
volving the active participation of the intended beneficiaries, in-
cluding, among other things, the actual implementation of two
such projects in the Sierra areas of Salcedo and Quimiag~Penipe
and the planning of a third such project in the Coastal area of
Jipijapa.

This judgment is based on the facts presented in the Project
Paper and the Mission's previous experience with the Ministry of
Agriculture as well as experience with loans to other agencies of

the Government of Ecuador.
~ ) Ay

ohn A. Sanbrailo
presentative, USAID/Ecuador

June 26, 1980
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INITIAL ENVIRONMENTAL EXAMINATION

Project Locations: Quimiag-Penipe, Province of Chimborazo, and Salcedc
Province of Cotopoxi, Republic of Ecuador

Project Title: Integrated Rural Development

Funding: FY 80 US$5,000,000 (Loan) and US$200,000 (Grant)
LOP  US$9,800,000 (Loan) and US$2,000,000 (Grant)

Life of Project: 4 years

IEE Prepared by: Vincent {usumano

USAID/Rural Development Officer
Date: June 6, 1980

Threshold Decision

A. Environmental Action Recommended

I recommend that based on the initial Enrivonmental Examination
for the proposed actions that a negative determination and decision
be made as follows: "The proposed action will not have a significant
effect on human environment and therefore does not require an Environ-
mental Impact Statement or an Environmental Assessment.'

s oo

Vincent Cusumano
June 7, 1980

B. Consurrence

I, John Sanbrailo, Mission Director, concur in the above recom—
mentation.
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I. Examination of Nature, Scope and Magnitude of Environmental Impacts

A. Description of Project:

The Integrated Rural Development Project is centered on a
comprehensive approach to the development of two areas in the sierra
region of Ecuador. The objective of the projects are to improve the
level of life of some 8,000 poor rural families. This project is part
of a larger AID Integrated Rural Development Program which includes
proposed follow-on projects in Natural Resources Conservation, Health-
Nutrition and Rural Industry. The first installment is oriented at
agricultural development and community organization. Both of the areas
involved are densely populated minifundia zones characterized by sporadic
irrigation, subsistence agriculture and widespread poverty and deprivationm.
Many GOE agencies and ministries will be focusing their efforts at the
same time in these areas in an effort to solve the multi-faceted problems
of rural poverty. Following are short descriptions of the activities
which are intended for action under this Project and the other components
of the AID IRD Program.

1. Natural Resources Conservation

There is considerable erosion in both of the Project areas
and both projects have components which involve reforestation, planting
of vegetative cover on barren areas, check dams and other works aimed
at diffusing normal water run-off, and on farm practices of irrigation
which will tend to reduce erosion. Some of these actions are part of
the current project, others will be part of the future natural resources
conservation and reforestation Project.

2. Roads and Rural Infrastructure

Roads already existing in the project areas will be improved
with better gravel and some cobblestone surfacing. Water courses will
be improved at the roadside to decrease erosion and preserve road
surfacing. Only 10 kilometers of new access roads will be comnstructed,
replacing trails presently serving these areas.

Health posts and sub-centers, community centers, input storage
facilities, village water supplies and latrines will all be constructed
as a part of project implementation. The health infrastructure will be
funded under the proposed FY 1981 health Project.

3. Agriculture Development

A major thrust of the project is the development of increased
yields and marketable crops. Approximately 800 Ha. of fruit trees will
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be planted in the project areas to increase the marketable produce and
decrease the dependance of the farmers on subsistence crops. These
plantings should tend to stabilize the hilly soil and take it out of the
annual cultivation cycle which accentuates erosion. Short term credit,
financed entirely under the GOE's contribution, will include funds for
purchase of chemicals for use on fruit trees, Through appropriate tech-
nical assistance to the farmers, efforts will be made to insure that
those chemicals will minimize environmental contamination.

Currently, in both project areas there are fruit orchards where
farmers apply pesticides in any quatities they think appropriate. With
technical assistance provided by the project,it is hoped that the amounts
applied will be determined in a more rational manner. No new chemicals
not now in use will be introduced by the project. Ecuadorean law requires
that no chemical can be introduced which is not approved in the country
of origin.

Technical assistance related to crop production also will tend
to rationalize the use of chemicals and as with fruit, no new chemicals
not now in use will be introduced by the project. Improving irrigation
practices such as contouring;- terracing,and control of drainage-should
improve the human and natural environment in the areas included in the
projects,

B. Narrative Description of Environmental Impact Identification and
Evaluation Form

1. Land Use:

No environmental impact is assessed to "increasing population"
Land densities are already high and there is a tendency to outmigration
which the project will not likely affect significantly. The most the
project will do is to improve the life of approximately the current
population. The overall population distribution with reference to the
land in Ecuador will probably be improved by the project since it will
have the net impact of reducing the outmigration of people to the environ-
mentally congested and overburdened urban areas. The item "Changing soil
character" received a "Moderate +" rating because if no action is taken
the soil will continue to erode, project activities should incrzase the
environmental stability of the soil source and reverse the erosion
process at least '"moderately".

2. Water Quality:

Current runoff carries large quantities of sediment due to
erosion. It is anticipated that through this project efforts at irrigation
practices improvement and follow-on efforts at reforestation and vegetative
cover, that the quality of surface waters will improve at least a "little"
therefore the rating "little +" was given to water quality.
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3. Atmosphere:
No project activities should have an effect on atmospheric quality.
4, Natural Resources:

An "L+" rating was given to "Diversin Altered Use cf Water" because
there will be direct efforts to divert and decrease downward water velocity
and runoff, no irreversible, inefficient commitments are foreseen.

S. Cultural, Socio-Economic:

A highly positive socio-economic effect is anticipated as higher
incomes and better general standard of living are increased for the poor in the
project areas, The active participation of local communities in their owm
welfare should increase social and cultural cohesion.

6. Health:

While the AID contribution in this first project does not directly
deal with health, future health inputs are programmed for the project area.
There will be rural health promotors teaching health practices and improving
the nutritional patterns in the areas. From these sfforts it is expectéd "that
health will improve at least some (L+) even before the balance of AID's assis-
tance in the form of a proposed health loan, becomes available.

7. General:

There are no major negative environmental impacts foreseen under
this Project., There is a recognition that there may be minor adverse environ-
mental effects as a result of the Project's intervention in the areas of water
resource improvements, road construction and expansion of decidous fruit
production, However, in designing this Project, the combined GOE/USAID team
has incorporated a management mechanism for addressing these problems, For
example, as part of the CP requirement (approval of final implementation
plans), the GOE will be required to submit to AID for approval an environ-
mental monitoring plan for identifying and controlling the potential negative
aspects of the proposed activities, At the same time, technical assistance
will be provided at the RDS level on techniques and methodologies for devel=-
oping future environmentally sound programs, At the field level, technical
assistance will be provided on modern agricultural practices with special
emphasis on an integrated crop-protection program., While additional research
is needed, the small farmer adaptive research subproject under the Rural Tech-
nology Transfer System Project (Title XII) will work with IRD toechnicians ir
developing '"tech packs" suitable for the ecological conditions of the two IRD
areas, Because of these steps, the Project Committee feels assured that no
adverse environmental effect will take place under this Project.

Recommendgtions for Envirommentsl Actiop:

Tae components which form this project do not have a significant
effect on the environment, Therefore, no further environmental action is
recommended.
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IMPACT IDENTIFICATION AND EVALUATION FORM

Impact Areas and Sub-Areas

A.

CI

Impact Identification

and Evaluation

LAND USE
1. Changing the character of the land
through:
a. Increasing the population....... L
b. Extracting Natural Resources.... N
¢. Land clearing..seeesscescsscsnss N
d. Changing soil character...... . M+
2. Altering natural defenseS......ccee. N
3. Foreclosing important use€S.......... N
4, Jeopardizing man or his works....... N
S. Other factors
N
WATER QUALITY
1. Physical state of Water .ecveveeeees L+
2. Chemical and biological states...... N
3. Ecological BalanCe...ecoesceossessse L+
4, Other factors
N
ATMOSPHERIC
1. Air additives ..cieeevecccconncannns L
2. Air Pollution s.cevevecsscsccncnansa N
3. Noise Pollution ...eveeeecccrcenssss N
4, Other Factors
N
NATURAL RESOURCES
1. Diversion, altered use of water..... L+
2. Irreversible, inefficient commit-
ments ® 6 8 ¢ 00 2 0 OO R OO S e 0 e PO ey N

3. Other Factors
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E. CULTURAL
1. Altering physical symbolS.ceevessess N
2. Dilution of cultural traditioms..... N
3. Other Factors
N
F. SOCIO~ECONOMIC
1. Changes in economic/employmaent
PALLeINB. o tsecssraassssssssnnssssens L
2. Changes in populatioN...veseessecees L
3. Changes in cultural patterns........ N
4, Other Factors
N
G. HEALTH
1. Changing a natural environment ..... N
2. Eliminating an ecosystem element ... M
3. Other Factors
H. GENERAL
1. International impactS....escessunsne N
2. Controversial ImpactS...cceececeaoese N
3. Larger program impactS8 ..ccescessoces N
4. Other Factors
I. OTHER POSSIBLE IMPACTS (not listed above)
N
Explanation of codes:
N~ No envirommental impact U~ Unknown environmental impact
L- Little environmental impact + Positive impact on the
M- Moderate environmental impact environment
B- High environmental impact - Negative impact on the

environment
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Consejo Nacional de Desarrollo

Oficio No.

001815

Quito, a
e QL 100
Sefior
John Sambrailo,
Representante de la AID,
Presente.

Estimado sefior Sambrailo:

Por su comunicacién RD0O-8--0070 de junio 19 estoy enterado que el pro-
yecto "Sistema de Transferencia de Tecnologfa Rural”, que presenté a

su consideracion para financiamiento de la AID, ha sido remitido a la
oficina central en Washington..

Con esta oportunidad le estoy remitiendo el "Proyecto de Desarrollo
Rural Integral" para la ejecuci6n del cual, estamos solicitando 1la
participacién financiera de la AID. Este proyecto comprende la ejecu-
cién de los proyectos de Desarrollo Rural Integral de las &reas de Qui-
miag-Penipe, en 1a Provincia del Chimborazo, de Salcedo, en 1a Provin-
cia del Cotopaxi y el apoyo institucional a la Secretarfa de Desarrollo
Rural Integral, DRI.

Los proyectos DRI de Quimiag-Penipe y Salcedo, serdn ejecutados bajo

Tos términos de organizacién isntitucional establecidos en la estrate-
gia de desarrollo del sector rural del Plan Nacional de Desarrollo del
Gobierno Democrdtico, la que contempla el establecimiento de una Uni-
dad que cumplird la funci6n de programar, coordinar, organizar y eva-
luar las acciones de los proyectos de Desarrollo Rural Integral, al
jgual que proponer la asignacidn de recursos financieros para la eje-
cucién de los referidos proyectos. Ella garantizard una adecuada imple-
mentacion, tanto técnica como financiera, que ser8 canalizada a las a-
gencias y organismos del sector piblico participantes en su ejecucién.

Los proyectcs de Desarrollc Rural Integral "Quimiag-Penipe" y "Sal-
cedo”, asT como el apoyo institucional a 1a Secretarfa de Desarrollo
Rural Integral, tiene un costo de 806.7 millones de sucres (US$ 32.7
millones), que serdn invertidos en un perfodo de cuatro afos. Se ha
previsto un financiamiento por parte de AID de 11.8 millones de d6-
lares, para las actividades agricolas y un financiamiento posible en el
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Consejo Nacional de Desarvollo

../ &< 2.

.MM

futuro de 4.3 millones de db6lares, para actividades de infraestruc-
tura social. La totalidad del financiamiento solicitado representa
50% de las necesidades previstas.

E1 CONADE, como organismo encargado de l1a planificacién nacional, a-
sume la responsabilidad de la presentacifn, tré&mite y firma del con-
venio de ejecucibn de este proyecto, hasta cuando se¢ constituya la
Secretaria de Desarrollo Rural Integral.

Le saluda atentamente,

DIOS, PATRIA Y LIBERTAD,

Dondlbldlilooks—

Osvaldo Hurtado,

VICEPRESIDENTE DE LA REPUBLICA,
PRESIDENTE DEL CONSEJO NACIONAL
DE DESARROLLO.
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DEPARTMENT OF STATE

Memorandum of Conversaiion

DATE: June 26, 1980

SUBJECT: AID Integrated Rural Development Projects

PARTICIPANTS: Jaime ROLDOS Aguilera, President of Ecuador
The Ambassador

DATE: June 24. 1980
PLACE: National Palace
DIST: AMB DCM AID ECON ARA/AND AID/LAC

At my request I called on President Roldcs on June 24 to review
the status of USAID programs, with particular emphasis on our
three rural development projects: Integrated Rural Development
(IRD) Loan/Grant, Rural Technology Transfer (Title XII) Grant,
and the DSB/ED funded Rural Non~Formal Education Project.

Roldos was well briefed on all three projects and said he endorsed
them fully. He stated that he considers integrated rural develop-
ment to be one of the highest priorities of his government. With
regard to the GOE's institutional framework for implementing IRD
programs, Roldos stated that he will soon (probably nex: week)
issue a decree establishing an IRD Secretariat within the Presi-
dency. Roldos said that by placing this new e;ecutive agency in
his office the IRD Secretariat will be in a better position to
direct and coordinate the participation of the various ministries
and other government agencies having implementing responsibilities
in the rural sector. While some thought had been given to placing
the IRD Secretariat in CONADE, Roldos observed that under the
Constitution CONADE is assigned a planning function mcre than an
implementing one. The IRD Secretariat will have a small staff

and draw on the ministries and agencies as needed for technical

AMB: mc%@l{z

(Drafting Office and Officer)

UNCLASSIFIED

FORM
oy Ds-1254
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support. The President placed considerable importance on the
AID proposal which envisages supoort for the new integrated
rural development mechanism, observing that cur influence will
thereby extend well beyond the two regional projects in
Chimborazo and Cotopaxi Provinces. At the same time, Roldos
concurred in the choice of these locations for the specific
IRD model projects in our proposal.

The President also expressed satisfaction with the Title XII
and Rural Training System projects commenting that they are
interrelated and complementary to the IRD project.

Roldos saw no difficulty in generating the necessary counter-
part contributions of at least one half of the total project
costs from the GOE's own budget in the 1980-84 period.

I explained that the projects were still subject to AID/W
approval but expressed confidence that we would obtain at least
initial £funding for all of them. Based on this assumption,

I explored with the President the desirability of an appropriate
signing ceremony in Auqgust with the possible participation of
Congressman Paul Findley and Assistant Administrator Vaughn.
Roldos responded enthusiastically and said he would be pleased
to invite these officials to such a ceremony in the latter

part of August.

UNCL2' SIFIED
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UNITED STATES GOVERNMENT

Memorandum MNEXE £ 6)

The Files Yo DATE: June 11, 1980
»%74; ALl

John A. Sanbrailo, AID Repfesentative

)

SUBJECT: Meeting with Vice President Osvaldo Hurtado

I met with Vice President Hurtado on June 10, 1980, to discuss the
three AID rural development projects: the Integrated Rural Develop-
ment Loan/Grant, the Rural Technology Transfer (Title XII) Grant and
the DSB/ED funded Rural Training Project. I outlined for the Vice
President how AID understood the scope of each project, the counterpart
requirements expected of the GOE and the implementing arrangements,
particularly the use of the RDS that the GOE had requested. I thanked
the GOE for the cooperation that we had received from the staffs of
CONADE, MAG and other agencies. I indicated that each project was
still subject to AID/W approval and that we could not specify exact
funding levels until after the AID/W reviews.

The Vice President indicated that he had been briefed by the CONADE

staff on each project, agreed with the scope and was aware of the

funding levels at which each project was developed. He indicated that

I would be given the GOE's formal letter of application for the Title XII

Project after our meeting and that we would have the formal GOE letter of

application for the IRD loan/grant by June 30 once he and the CONADE staff
finished the review of the details of the project.

The Vice President indicated that all three AID projects would support
high priority GOE efforts and he thanked us for the responsive manner

in which USAID assisted CONANE and other agencies with project develop-
ment. He further said that he was very disappointed that more progress
had not been made in implementing rural development programs. He expres-
sed his confidence that given changed conditions during the past month,
that more progress could be made in the coming years.

We then turned our attention to the main purpose of the meeting which
was to discuss the status of the Rural Development Secretariat (RDS).
The Vice President recalled how he had requested USAID assistance for
IRD and the RDS concept when the Ambassador and I first met with him
back in October 1979, and again in January 1980, when we discussed the
AID program in Ecuador. (Note: In January 1980, we reviewed with the
Vice President the outlines of the AID/Ecuador strategy as presented

in the FY 1982 CDSS). He was pleased that we had moved forward quickly
and again erpressed the importance of an improved coordinating mechanism
for rural development programs.

Bey U.S. Savings Bonds Reguiorly on the Payroil Savings Plen

Meite
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I indicated our concern about the slow progress in creating the RDS.

I said that this would be an issue at the AID/W review of the project.
The Vice President again expressed his personal frustration at the

slow progress on rural development programs. He indicated that the RDS
decision was pending with the President. Current problems that we were
familiar with had prevented a decision. He again reaffirmed GOE policy
to create the RDS and have the RDS administer all IRD projects, even
those not funded by AID. The Vice President said the only pending
question was the lccation of the RDS—-either in the Presidency,6 Vice
Presidency or CONADE. He indicated that the President would make the
£final decision shortly.

I indicated to the Vice President that the U.S. Ambassador had planned
to visit the President to discusss various matters including the AID
rural develcvment projects. The Vice President indicated that this
would be positive and again indicated that we could advise AID/W that
it is GOE policy to create the RDS mechanism to administer IRD and
related projects.

We then turned to the status of other AID projects including the inte-
grated urban development project/low cost housing and training for
development. We reviewed the status of each.
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5C(1) - COUNTRY CHECKLIST

Listed hedow are, firct, statutory critaria applicable generally to FAA funds, and then criteria

applicable to individual fund sources:

A,

v £REL CRITZRIA FOO COUNTRY FLISIBILITY

1. FAA Sec. 116. Can it te demonstrated that 1.
contenprated acsistance will directly benefit

the nradv? If not, has the Dedartmant of

State determined that this goverrment has

erz2ced in 2 consistent pattern of gross

viciaticns of interrationally recognized

human rights?

2. FAR Sec, 431, Has it teen determined that
the qoverrzant of recipient country has failed
to taxe 2ceguate steds to prevent narcotics
drugs and other controlled substances {as
defined by the Comcrebznsive Crug Abuse
Preventicn and Control Act of 1970) produced
or orocessed, in whole or in part, in such
country, or transnorted throuch such country,
from being sold illeczily within the juris-
diction of such country to U.S. Government
percannel or their dzcandents, or from
entering the United States unlawfully?

2.

3. FAA Sec. 620{b)., 1f ascistance {s to 3.
a govern~grt, has the Sacretary of State

determinad that 1t i3 not controlled by the
international Communist movement?

4, FAL Sez, 6201c). if assistance ic to 4.

goverroent, s the goverrment liable as
deptor or unconditional guarantor on any
debt to & L.S. citizen for geods or se - les
furnished or ordered where {a) such citizen
has exhausted availatle legal renedies and
(b) cebt is not denied or contested bv such
government?

5. F2A Sec. 620{e}{1). If assistance is to 5.
2 gqevennent, has it (1ncluding government

agencies or subdivisions) taken any action

vhich has the effect of natienalizing,

expropriating, or otherwise seizing owner-

snip ar centrol of procerty of U.S. citizens

or entities teneficially cwned by them with-

out taking steps to discharge its obligations

toward such citizens or entities?

Development Asistance and Economic Support Fund,

The Department of State has

not so determined. In addi~
tion, it can be demonstrated
that a major share of the
proposed assistance will direct~
ly benefit the needy.

It has n~t been so determined.
The GOE has an active narcotics

control program with USG sup-
port.

The Secretary of State has so
determined.

No such case is known.

No.



G. FA: Smc, F200a 3 FY 79 Apn. Act,
Sec, 1i,, 115 nd tib, s recipient courtry
2 Car.oiit coantiry? Will assistance te pro-
vided tn the “ccialist Penublic of Vietnam,
remhbogia, Lans, Cuta, Ugar ., Fozambique, or
fngola?

T, Frf ez, 129(4). Is recipient ccuntry

in any vy iv.oived in (a) sutversion of, or
pilitary ongricsicr against, the United States
ar any courtoy raceiving U,5. assistance, or
fu) tie plarnirg of such subversion or
angrescion?

£, E2h fes, 220 14), Has the country permitted,
cr fai'z! Lo tc.@ adequate measures to prevent,
t-e di~:ne r.r destruction, by mob action, of
L.S. progere?

6, F22 Soc, £20(1). If the country has failed
to incTItuE .2 investrent quaranty program
tor tre cpacific risks of expropriation, incon-
vertitility or confiscation, has the AlD
tZ-vinistrator within the past year considered
donying assistance to such government for this
reason?

10. FfA Sec. 62010); Fishermen's Protective
Fot oF 777, T3 cTwroad, SeC, 5. LF couniry

ras seized, Or i.-.23ed any penalty or sanction
2gairst, ery U.S, fishing activities in
internationz] eaters:

8, has any dezuction required by the
Fishermen's “reotective Act been made?

b. has complete denial of assistance
been considered Ly AID Administrator?

T¥. F:23 Sez, €20; FY 79 Anp, Act,Sec, 603,
(a) Is the covernment of the recipient country
in default for more than 6 months on interest
cr princinal of any AID loanto the country?
{b) Is courtry in dafault exceeding one year
on interest or princigal on U.S. loan under
program for which App. Act appropriates
funds?

12. FM Sec. 620(s), If contemplated
assistance is deveicpment lo2n or from
fconomic Suprort Fund, has the Administrator
taken into account the percentage of the
country's buicet which is for military
experiitures, the amount of foreign exchange
spont on military equipment and the

6.

7.

8.

10.

11,

12,

Annex 1
¥o. Page 2 of 12
No.
The GOE is taking measures conaidqr¥

ed adequate by the USG.

The AID Administrator has not so
considared.

In recent years no such incidents
have taken place

No.

Yes, as per the annual report on
implementation of Section 620 (s).
Ecuador's CY 1980 budget does not
increase the percentage spent for
military purposes
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amount spent for tre purchase of sophisticated Page 3ot 12
weapons systems? (An affirmative answer may

refer to the record of -the annual "Taking Into

Consideration” r-~m2: “Yes, as reported in

annual report on i-slurentation of Sec. 620(s).*

This ranort ie precived at time of apnoroval by

the Acninistretsr =© the Operaticnal Year Budget

an¢ can be the taicis for an affirmative answer

during the fiscal yiar unless significant changes

in circumstances occur.)

13, FiA Zec, FZ7(t). Has the country severed 13. No.
diplc.atic reictiing with the United States?

If so, have they Leen resumed and have new

bilateral assiztance anreenents bzen negotiated

and entered into since such resuzption?

14, FAA Sec. €2714), that is the pa:—2nt status

of the Co.iiryis W.v. chligations? [ the country 14. Payment status is current.
{s in arrears, v--¢ <.ch arrearages taken into

account by the 21D 7~ inictrator in determining

the currert AID Cprrational Year 2udget?

15. FXA Sac, 7272, FY 79 Anp, Act, Sec. £07. Has 15. No.
the country grantod c:nltuary ircm prisecution to

any ingividual or grc.n which has cemmitted an

act of international terrorism?

16. FAAL Sec. ££6. [res the country object, on 16. No
basis o1 race, relizf<n, national crigin or *
sex, to tne presance cf any officer or employee

of the U.S. there to carry out economic

development pregran uncer FAA?

17. F2t Sec, £59, £7C. Has the country, after

Auoust 3, 1477, aem;red or received nuclear 17. Mo,
enrichrent or renrocecsing eaquiprent, materials,

or technolcay, withocus srecified arrarg:-.-ents or

safeguards? Mas it detorated a nuclear davice

after August 3, 1577, aithough not a “nuclear-

weapon State” under th2 nonproliferation treaty?

FUNDING CRITERIA FCR CCLMTRY ELIGISILITY

1. Davelcc-ant £ssistirce Country Criteru

a. F2& Sec. 102/hV(3), HKave criteria been l.a. AID/W has established such
establishc 1m0 toeen 1600 account to assess criteria and they have been
cermiitment orparess of country in effectively : :
involving the poer in cevelopment, on such tlken mt? account 1in
indeves as: (1) increase in agricultural reinitiating an AID program
prodyctivity throuch cmall.farm labor intensive in Ecuador.
agriculture, (2) reduced infant mortality,

{3) centrol of peculaticn growth, (4) eauality
of incone distrinction, (5} reduction of
unceployment, and (€) increased literacy?
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b. FAA Sac. 104(d)(1). If appropriate, is
this develnnment (incTuding Sahel) activity designed
to huild motivation for snaller families through
rodificaticn of economic and social conditions
suppiortive of the desire for large families in
programs such as education in and out of school,
nutrition, discase control, maternal and child
hralth services, agricultural production, rural
development, and assistance to urban poor?

2. Fconomic Suprort Fund Country Criteria

a. FAA Sec. 502B, Has the country engaged
in a consistent pattern of gross violations of
internationally recognized human rights?

b. FAA Sec, 533{h). Will assistance under
the Southern Africa prcgrem be provided to
Moze~hique, Angola, Tanzania, or Zambia? If so,
has President determined {and reported to the
Congress) that such assistance will further U.S.
foreian policy interests?

¢c. FAb Sec. 609, If commodities are to be
qranted so that sale proceeds will accrue to the
recipient country, have Special Account (counter-
part) arrangements been made?

d. FY 79 &=n, Act.Ses. 113, Will assistance
be providsa for tne purucse ot aiding directly the
efforts of the governmant of such couniry to
repress the legitimate rights of the population
of such country contrary to the Universal
Declaration of Human Rights?

e. FAA Sec. 6208, Wil security supporting
assistance oe furnisned to Argentina after
September 30, 19787

b.

2.a.

b.

C.

d.

donex 1

Page 4 of
Only indirectly, as recipients
achieve higher agricultural produc-
tivity and incomas. Complementary
health and family planning services
will be provided to the same
beneficiaries from other AID
projects.

Not applicable.

Not applicable.

Not applicable.

Not applicable.

Not applicable.

)
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5C(2) - PROJECTY CHECHLIST

Listed below are statutary criteria 2onlicable oennrallv to projocts with FAA furds and v irct
criteria applicable to irndividoal fu-d seurces: [esoslor=ont Agsistance (with a subcatervy for
criteria applicable only to loars); ard [connmic surrors Fund,

CRCSS PEFLRENCES: IS COUNTRY CHICHLIST UP TD DATE?
HAS STANCARD 138" CHECKLIST BEEN REVIEWED FOR THIS PROCUCT?

A, GENTPAL CRITERIA FCR PROVECT

1. -FY 79 fam, f-:t z-—n-~~~.,~»-.-e: T't ¢ac £33 (b); 1. Project was originally the major

Seci AU (@) Coforiid fa Lo Tios oh component of the Technological
FIpETyTIEticns of €12 prd i fits Vave tnen or Access Networks for Small Farmers
will te rotificd Corcaraine tbs nraients . . . 0

(b) is assistancc it de {7 ooratieral Yaor Project, _llstﬂd in FY 1?8

Budgat) country or intcrratise 2] ersanization Congresaional Presentation. A
allo:i.iov. recorted tckc:'-v--c (;r not rore revised notification to Congress
than S1 million ever shat fisure)? will be made due to changes in

2. F!A Sec, 611f2)11), Price to sSligaticn funding levels and certain

will stz to (a) engi- components.
neering, firancial d cshar 2ians necessary
o

to cerry cut the 2scizzanse ond {%) a reascnably : :
fim estih.'-te of the c s, to o..a L’-.. Of the 20 Reasonably flm ‘.tmtes Of COBtS

in excess of Miia. .,
e

assistance? have been made and are summarized .
in this Project Paper. Relevant
3. FAA Sec. 611({2172%, [If further legislative engineering and financial plans

action 1s rejuirsa within recisniant country,
vhat is basis for rezsc-23le evzoctztion that
such action will b2 co—rletss ir ti~a to permit

have been prepared.

orderly accerplish-ant of curs3se of the 3. No such action required.
assistance?
4, FAA Sec, O1M(w}: F¥ 72 frc, fet Ssc. 101, 4. USAID believes so. See Annex 1A,
égn:‘:;l,“tigr c-’r: ;*:ir-)-:il‘:ss .5ﬂ:sl'iigu:sg Section III for Statement of (ll
as oroicgt rat T-@ stindard
and criteria 2s per g Fei=zizigs end Standards (b) Compliance.
for Planning \ater and Talatesd L2nd Roesources
dated Cctober 25, 18732
5. FAA See, 611(e), If croject is capital 5. AID Representative for Ecuador has
assistirze {e.9., constroctics', ard AN so certified.

U.S. assistanse fer it w11 ovze2d &1 millien,
has Miscion Director certifisd a~d Rzaional
Assistart feministeacor t2ion frip gonsiderztion
tra courtry's cagavility &fcscy ﬂy to maintain
and utilize the project?

6. FA: Sec. 209, s rrofezt suscestible of 6. ‘No, the Project is Ecuador
exacuticn as part of raziz-al er -ultilateral ~specific in its institution-
project? If so why s rrriact =ot so execuzed? . i

Information and camclusiin et 2r assistarce building aspects.

will enccurzae regional de.els;-ant programs.




7. FAA 3Sec. 601‘:‘. Information and conclusicng
whether project w encourage efforts of the
country t2: (a) increase the flow of international
trade; (b) foster private initiative and competi-
tion; (c) encourage developrant and use of
cooperatives, credit unions, and savings and loan
associations; (d) discourage monopolistic practices;
(e) improve technical efficiency of industry, agri-
culture and commerce; and (f) strengthen free

labor unions.

8. FAA Sec. 601(b}. Inforuiation and conclusion
on how proaect will encourage U,S. private trade
and investment, abroad and encourace private U.S.
participazion in foreign assistance programs

{including use of private trade channels and the

services of U.S, private enterprise).

9. FAA Sec, 612(b): Sec. 635(h). Describe steps

taken to assure that, to tre aaximum extent possie
ble, the country is contributing local currencies
to meet the cost of contrastual and other services,
and fureign currencies owned by the U.S. are
utilized to meet the cost of contractual and

other services.

10. FAA Sec, §12(d). Does the U.S. own excess.
foreign currency or the country and, if so, what
arrangements have been made for its release?

11, FAA Sec. 601(e). Will the project utilize
competitive selection procedures for the awarding
of contracts, except where applicable procurement
rules allow otherwise?

12. FY 79 Aopn. Act Sec. 608. If assistance is
for the production of any ccmmedity for export,

is the ccrmodity likely to be in surplus on worid
markets at the time the resulting productive
capacity becomes operative, and 1s such assistance
14kely to cause substantial injury to U.S.
producers of the same, similar, or competing
commodity?

FUNDING CRITERIA FOR PROJECT

1. Development Assistance Project Criteria

a. FAA Sec. 102(h); 1113 113; 281a.

Extent to which activity wiii la) effactively
involve the poor in develosment, by extending
access to economy at lacal level, increasing
labor-intensive production and the use of
appropriate technology, spreading investment
out from cities to small towns and rural areas,
and insuring wide participation of the poor in
the berefits of development on a sustained

7.

10.

11.

12.

l.a.

Annex 1
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The Project is geared to increasing
agricultural efficiency in the

small farm sector. Cooperatives will
be used as a vehicle to achieve
improved small farmer production

and income whenever possible.

Many goods and services under the
Project will be supplied by the U. S.
private sector.

The GOE is supplying approximately
50% of the Project's costs. In
general, foreign exchange costs will
be provided by the AID component.

No.

Yes.

No assistance is contemplated directly
for export crops. Indirectly, assist-
ance is being provided for planning

an integrated rural development
project in a coffee-producing zomne.
This assistance is not expected to
have a significant effect on the
coffee market.

The basic objective of the Project
ig to assist the productivity and
incomes of the rural poor through
integrated rural development
projects. The system has been
designed to enhance the participa-
tion of the beneficiaries in both
the planning and the implementa-
tion stages of the projects. The
diffusion of resources and appro-
priate technologies to the
beneficiaries is an important

part of the proceas. Cooperatives

will be assisted to be part of the

integrated rural developzent
process. Addressing its rural
poverty problems through integrat-
ed rural development projects is s
high priority self-help effort of



."l.‘

basis, using the appropriate U.S. inttitutions;

{b) help develop cnoneratives, especially by tech-
nical ascistance, to assist rural and urban poor to
help themcelves toward better life, and otherwise
encourage domocratic private and local covernmental
fnstitutions; (c) support the sclf-help offorts of
developing countries; (d) promote the rarticipation of
women in the national eccrenies of develoring countrie
and the irprovement of woren's status: and (e) utilize
and encourage reqgional cocperation by developing
countries?

b. FRA Sec. 102, 1033, 104, 105, 175, 107,
Is assistance being rage avarlatie: (inclune only
applicable paragraph wnich corrnzponds to source
of funds used. [f more than one fund scurce f{s
used for project, include relevant paragraph for
each fund source.)

(1) [103] for agriculture, rural develooment
or nutrition; if so, extent to which activity is
specifically designed to inczresse procuctivity and
fncere of rural poory [103A1 if for agricultural
research, is full account tiken of needs of small
farmers;

(2) [104] for populztion planning uncer sec.
104(b) or health under cec. 104(c); if so, extent
to vhich activity emchasizes lgw-cost, intesrated
delivery systens for health, nutrition and fanily
planning for the poorest pecple, with particular
attention to the needs of rathars and -young
chiidren, using pararedical and auxiliary medical
persennei, clinics and health posts, conmercial
distribution systems and other modes of community
research,

{3) [105] for education, public admini-
stration, or human resources development; if so,
extent to which activity strenathens nonformal
education, rakes formal education more reievant,
especially for rural families ard urban coor, or
strenothens maragemant capability of institutions
enabling the poor to participate in developrent;

(4) [105] for technical assistance, energy,
research, reconstruction, and selected development
problems; if so, extent activity is:

(1) technical cooperation ard develop-
ment, especially with U.S, private and voluntary,
or regional and international development,
organizations;

- (11) to help alleviate energy problems;

(11i) research into, and evaluation of,
economic development processes and techniques;

(iv) reconstruction after natural or
manmade disaster;

b.
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the GOE, which AID is actively
supporting. Women's problems have
been taken into account in the
design of the Project's activities,
and it is believed that the
specific interventions designed
will improve the participation in
development and the status of rural
women in Ecuador.

The assistance is being made avail-
able for agriculture, rural develop-
ment, and nutrition, under Sectiomn
103 of the FAA, The Project will
stress the building of an integrat-—
ed rural development system to serve
the needs of the rural poor and to
help them improve their incomes,
productivity, and well~being.



0.1,b.(4).

{v) for special development problem,
and to enable proper utilization of earlier U.S.
infrastructure, etc., assistance;

(vi) for programs of urban development,

escecially smal) labor-intensive enterprises,
marketing systems, and financial or other insti-
tutions to help urban poor participate in economic
and social developrent.

c. {107] Is appropriate effort placed on use
of appropriate technology?

d. FAA Sec. 110{a). Will the recipient
country provide at least 25% of the costs of the
program, project, or activity with respect to
which the assistance is to be furnished {or has

the latter cost-sharing requirerent been waived
for a "relatively least-developed” country)?

e. FAA Sec. 1NC(b). Wil grant capftal
assistance be disbursed for project over more
than 3 years? If so, has justification satis-
factory to the Congress been made, and efforts
for other financing, or is the recipient country
"relatively least developed“?

f. FAA Sec, 281(b). Describe extent to

which program recognizes the particular needs,
desires, and capacities of the people of the
country; utilizes the country's intellectual
resources to encovrage institutional development;
and supports civil education and training in
skills required for effective participation in
governmertal and political processes essential

to self-government.

g. FAA Sec. 122(b). Does the activity

give reasonable promise of contributing to the
developrent of economic resources, or to the
increase or productive capacities and self-
sustaining economic growth?

2. Development Assistance Project Criteria
(Loans Oniyv)

a. FAA Sec., 122(b). Information and

conclusion on capacity of the country to repay
the loan, including reasonableness of
repayment prospects.

b. FAA Sec. 620(d). If assistance is for

any productive enterprise vhich will compete in
the U.5. with U.S. enterprise, is there an
agreement by the recipient country to prevent
export tt the U.S. of more than 205 of the
entarprise's annual production during the 1ife
of the loan?

d.

£.

8-

2.
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The Project is specifically design-
ed to demonstrate and disseminate
technologies appropriate to the
needs of small farmers.

Yes, the GOE wili provide approximate
ly 50% of the costs of the Project.

The Project does not involve graat.
capital assistance.

The Project fulfills a high priority

Bead, as stated in the GOE's Develop-

a.

b.

ment Plan and publicly by top of=-
ficials. Ecuadoreans were involved
closely in its design. The Project
will be carried out through a
variety of Ecuadorean institutionms,
from the nighest governmental levels
to local levels.

Yes, the Project should cause an
increse in the incomes of a large
group of Ecuador's poor, and an
increase ir. Ecuadorean food produc-
tion. Thus it should directly
contribute to the country's self-
sustaining economic growth.

Not applicable.

Not applicable.
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3. Proiect Criteria Solely for £conomic
Su[.:wrt Fund

a. FRA Sec. 531(a). Will this assistance 3.a. Not applicable.
support prowmote cconcnic or political stability?
To the e«tent possible, does it reflect the
policy cirections of section 1027

b. FAA Sec. 533. Wil) assistance under b. Not applicable.
this chacter be used for military, cr
paramilitary activities?



Listed below are statutory items which nor=3lly will b
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SC(3) - STANDARD ITEM CRECHLIST

[ I o]

s ey

vered routinely in those provisions

of an assistance agreemcnt dealing with its imple~entaticn, cr covered in the agreement by
i-~psing limits on certain uses of funds.

These items are arranged under the general headirgs of (A} Pracurerent, () Construction, and
{Z) Other Restrictiocns.

»
o,

Procurement

1. FM Sec. 602. Are there arrangsmerts to
perrit U.S. small businass to particirate
equitably in the furnishing of aocds ang
services financed?

2. FAA Sec. 604fa). 11 all commodity
procurerent financad he from the U.S. escept
as otherwise determinad by the President or
under delegation from him?

3. FAA Sec. 604(4). If the cooperating
country discriminates against U.S. marine
insurance companies, will agreement reguire
that marine insurance Se placed in the
United States on commadities financed?

4. FAA Sec. 603fe), If offshore procurerent
of agricultural coomodity or procduct is to be
finarced, is there provision against such pro-
curesent when the domastic price of such
commodity is less than parity?

5. FAA Sec. 608!a). Wil U.S. Government
excess personal property be utilized vherever
practicable in lieu of the procurement of new
items?

6. FAA Sec. 603.
ment in section 901{(b) of the Merchant arine
Act of 1936, as amended, that at least S0 per
centum of the gross tonnage of cormodities
(computed separately for dry bulk carriers,
dry cargo liners, and tankers) financed shall
be transported on privately cwned U.S.-flag
comrercial vessels to the extent that such
vessels are available at fair and reasorable
rates.,

7. FAA Sec. 621. If technical assistance is
financed, will such assistance be furnished to
the fullest extent practicable as goods and
professional and other services from privaté
enterprise on a contract basis? If the

(a) Compliance with require=-

l.

5.

In accordance with AID regulations,
procedures encouraging small business
participation will be followed.

Procurement is planned from U. S.

and host country for grant funds,

and also from Oode 941 countries

for loan funds. Waivers from such
sources will be requested as required.

Not applicable.

Not applicable.

Yes.

Such provisions will be writtem
in the Project Agreement.

Technical assistance is expected
to be contracted primarily from
private firms and individuals.
Contracts may also be made with
international organization.



A7,

(]
.

facilities of other Federal agencies will be
utilized, are they caritculerly suitable, not
ceonetitive with private enterprise, and made
asailetie withnut undue interference with
drrestic programs?

2, Intarmatinnal ~ir Trersport, Fair

C"W0g1 3 vrarriieg Act, 1GJA. IT air

tr roigriation Go er3ons or p:,oerty is
rancts on grent basis, will provision be

r:fe trzt U.S.-£132 carriers will be utilized

tn the =«tent such service is availaple?

9. FY 73 Arp. Act Sec. 105. Dloes the contrac
for preiccoant contain & crovision authorizin
thz ter-iration of such contract for the
convenicnice of the United Stales?

Corstrucion

1. FAL Ssc. 601(d), If a capital (e.g.,
cerstrutsion) projest, are engineering and
proossiznal servicas of U.S. firms and their
affiliates to be used to the maximum extent
consistent with the national interest?

2. FAA Sec. 611(c). If contracts for
cerstrultion are te be financed, will they be
let on a competitive basis to maximum extent
practicable?

FAL € £20(% If for construction of
prezuct i B n e»pr1se, will 2ogrecate value
of 2ssistance to be furnishad bv the United
States net exceed $100 million?

Otnhar Reswrictions

1. FAA Ssc. 122 {e), If development loan, is
interest rate at least 2 per annum during
grace period and at least 3 per annum
thereaftar?

2, FAA Ssc. 301(d}. If fund ig established
solely ty U.5. rontributicns and administered
yy en international organization, does
soratrolier General have audit rights?

. FAA Sac. §20(h}. Do arrangements preclude
reT2TINS or assistirg the ‘oriegn aid projects
r activities of Carunist-bloc countries,
ontrary %9 the best interests of the
nitad States?
FAA Sec, 628{i). Is financing not permitted
» b2 uses, witnout waiver, Yor purchase, long-
amt laasa, or exchanze of ~otor vehicle
inufacturaed outsice the United States, or
aranty of such transaction?

9.

3.
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Yes, the Project Agreement will
80 state.

Yes, it will.

Not applicable.

Yes. However, no contracts for
construction are expected.

Not applicable.

Yes.

Not applicable.

Yes, arrangements preclude
activities as stated.

All motor vehicles to be financed
are expected to be procured from
the United States.



5. Will arrangements preclude use of financing:

a. FMA fec. 1G3°f). To pay for perforrance o
alr,. tinns or tn rollvite or coerce persons to
mrectice abortions, to ray for performance of
insluntary sterilization, or to coerce or
preside financial ircentive to any person t.
wiergo sterilizaticn?

b. FAA Sec. 622721. To compensate owners
for expropriated naticnalized property?

€. FA_Zec. 680, To finance police training
or other Taw erforce-ent assistance, except for
narcotics programs?

d. FAA Sec. 662. For CIA activities?

e. FY 79 App. Azt Sec. 104. To pay pensions,
ete., for military personnei?

f. FY 79 App. Act Sec. 106.

To pay U.N.
155855Mencs ?

g. FY 79 App. Act Sec. 107. To carry out
wovisions of t~a sscoicns 2os(d) and 251(h)?
"Transfer of FAA funds to multilateral
woanizations for lending.)

h. FY 79 Aro, Act Sec. 112. To finance the
xpert of nuclear eguicment, fuel, or technolegy
r to train foreign nations in nuclear fields?

i. FY 79 Asp, Azt Sec. 601. To be used for
ublicity on prcraganca purcoses within United
tates not authorized by the Congres:?

5.
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Arrangements preclude the financing
of all items listed.
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DRAFT PROJECT AUTHORIZATION

NAME OF -COUNTRY: Ecuador

NAME OF PROJECT: Integrated Rural Development

NUMBER OF PROJECT:

1.

3.

Pursuant to Section 103 of the Foreign Assistance Act of 1961, as
anended, I hereby authorize the Integrated Rural Development Project
for Ecuador involving planned obligations of not to exceed $9,800,000
in loan funds and $2,000,000 in grant funds over a four (4) year pe-
riod from the date of signing of the Agreement to the Project Assist-
ance Completion Date (PACD), subject to ‘the availability of fumds- in-—-
accordance with the AID OYB/allotment process, to help in financing
foreign erxchange and local curreacy coststfor the project.

The Project consists of making operational Ecuador's integrated rural
development mechanism through: (1) the financing of technical assist-
ance and related activities for the Rural Development Secretariat (RDS)
(2) the provision of financial and techni:al assistance for implement-
ing two IRD field projects located in the central Sierra (the Salcedo
area of Cotopaxi Province and the Quimiag-Penipe area of Chimborazo
Province, and (3) financing the planning of new IRD projects and
agsistance for regional development organizations.

The Project Agreement which may be negotiated and executed by the
Officers to whom such authority is delegated in accordance with AID

regulations and Delegations of Authority shall be subject to the
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following essential terms and covenants and msjor conditions, to~
gether with such other items and conditions as A.1.D. may deem ap-

propriate.

4a. Source and Origin of Goods and Services

b.

Except for ocean shipping, goods and services financed by A.IL.D.

under the Loan shall have their source and origin in Ecuador, in the
United States, or in countries included in Code 941 of the A.I.D.
Geographic Code Book, except as A.I1.D. may otherwise agree in writing.
Ocean shipping financed by A.I.D. under the Loan shall be financed only
on flag vessels of the United States or of Ecuador, except as A.I.D.
may otherwise agree in writing. Except for ocear shipping, goods and
gervices financed by A.1.D. under the Grant shall have their source
and origin in Ecuador or in the United States, except as A.I.D. may
otherwise agree in writing. Ocean shipping financed by A.I.D. under
the Grant shall be financed only on flag vessels of the United States,
except as A.I.D, may otherwise agree in writing.

Conditions Precedent to First Disbursement

Except as A.I1.D. may otherwise agree in writing, prior to any disburse-
ment, or the issuance of any commitment documents under the Project
Agreement, Ecuador shall furnish, in form and substance satisfactory

to A.I.D., evidence that:

1. a Rural Development Secretariat (RDS) has been legally established;
2. an Executive Secretary cf the RDS has been appointed and is work-

ing in that capacity.
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¢. Conditions Precedent to Disbursement of Project funds other than

dl

for technical assistance, studies and related items

Except as AID may otherwise agree in writing, prior to any disburse-~

sant or the issuance of any commitment documents under the Project

Agreement for other than technical assistance, studies and related

itiis, Ecuador shall furnish in form and subetance satisfactory to

A.I1.D., evidence that:

1. the operating procedures for the Rural Development Secretariat,
including appropriate regulations and operating manuals;

2. the IRD Fund be established, including accounting and operating
procedures;

3. the RDS have a plan for evaluating the IRD program as a whole.

Conditions Precedent to First Disbursement of funds which will be used

to implement any of the activities (except for technical assistance) in

either the Salcedo IRD proiect or the QuimiggrPenipe IRD proiject

Except as AID may otherwise agree in writing, prior to any disburse-
ment other than for technical assistance for the Salcedo or Quimiag-
Penipe IRD projects, Ecuador shall furnish in form and substance sa- .
tisfactory to AID:

1. an implementation plan for the individual IRD project that must
include signed agreements with MAG, INEéHI, BNF, IERAC, INIAP and
all other participating institutions each such agreement to include
detailed technical plans of specific activities to be uncertaken
within the IRD project. The implementation plan should also in-
clude the following: ‘

(i) detailed irrigation plans prepared by INERHI for all irriga-

tion works to be carried ocut, including distribution canals and
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fdentification of parcels to be benefited;

(11) a complete first year operating plan for the IRD project
including activities proposed, objectives, budgets; and
mathods for monitoring environmental aspects of the

proposed activities.

(111) the evaluation plan for the specific IRD project,
including baseline data or detailed arrangements on how base-

line data will be collected.

e. Conditions Precedent to First Disbursement of funds for IRD Planning
Activitie:s

Except as AID may otherwise agree in writing, prior to any disburse-

ment for IRD planning activities, Ecuador shall furnish in form and

substance satisfactory to AID:

1. An agreemsnt between the RDS and the respective local planning
and coordinating organization, such agreement to include a de-

tailed description of, and budget for, the proposed study.





