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EXPLANATORY NOTE

Resolution 250 (XI) of 14 May 1965, adopted by the Economic Commission for
Latin America (BCLA) at its eleventh session, requested the Latin American
Governments "to prepare national studies on the present status of their
respective industrialization processes for presentation abt the regional
symposium", With a view to facilitating the task of the officials respon-
sible for the national studies, the ECLA secretariat prepared a guide,
which was also intended tc ensure a certain amount of uniformity in the
presentation of the studies with duec regard for the specific conditions
obtaining in each country.

Studies of the industrial development of fourteen countries were
submitted to the latin American Symposium on Industrial Dewelopment, held
in Santiage, Chile, from 14 to 25 March 1966, under the joint sponscrship
of ECLA end the Centre for Industrial Development, and the Symposium
requested ECLA to ask the Latin American Governmonts "o revise, complete
and bring up to date the papers presented to the Symposium",

The work of editing, revising and expanding the national meonogrephs
was completed by the end of 1966 and furthermore, two new studies were
prepared, The ECLA secretariat attempted, as far as possible, to standardize
the presentation of the reports, in order to permit comparison of the
experience of the different countries with regard to specific preblenms,
particularly in the field of industrial policy,

The national studics on industrial development, to be presented to
the Imternational Symposium relate, in alphabetical order, to the following
countries: Lrgemtina, Bolivia, Brazil, Central America, Chile, Colembia,
Cuba, Ecuador, Guyana, Mexico, Panama, Paraguay, Peru, Trinidad and Tobago,
Uruguay and Venezuela,
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Chapter I

THE REIATIVE IMPOREIANCE, STRUCTURE AND GENERAL
CHARACTERISTICS OF MANUFACTURING INDUSTRY

1, IThe gross manufacturing product
5 -%he total gross product

Manufacturing industryt!s share in total gross domestic production in -
1963 was 14,6 per cent, This represented a decline over the period studied,
1950-1963, reflecting the lack of dynamism in the sector whose progress
depends on the over~-all growth of the economy instesd of being a cetermining
factor in it (sece table 1).

Table 1

EGUADOR: CONTRIBUTION OF MANUFAGTURTHG INDUSTRY
TO THE GRCSS DOMESTIC PRODUGT, 1950-63

(Thousands of dollars at 1960 prices)

L d

Gress domestie product

Year Percentage
Total Manufacturing ' share
1950 L70 ) 75 16,0
1951 k75 77 16,3
1952 532 8l 15,3
1953 567 a9 15,7
1954 592 90 15,2
1955 620 93 15,0
1956 635 97 15.4 .
1957 666 100 15,1
1958 710 111 15,6
1959 727 113 15.5
1960 ‘ 786 124 - 15,7
1961 759 117 15.4
1962 765 108 1.1
1963 820 120 4.6

Sourcess: Central Bank and National Economic Co-ordination and Planning Board,

JIndustry in
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Industry in Ecuador is, therefore, not playing the dynamic role which
it ought to in economic development, since, as demand for manufactured
products is increasing more quickly than demand for other types of goods and
it has access to a wider range of import substitutes than other sectors, it
ought to show a more accelerated growth, so that its share in the ecconomy
would increase, - U )

Within the mamifdcturing sector, manufacturing industry is the dynamic
activity. Its average rate of growth, between 1950 and 1961, was 8.4 per
cent, In the increase in manufacturing industry, it is clear that the
various activities had different shares, due to factors which will be
analyzed below with particular asttertion paid to the most significant.

(See table 2,) o S |

. Table 2

ECUADOR: GROWTH RATE OF PRODUGTION BY BRANCHES OF
MANUFAGTURING INDUSTRY, 1550-61

(Annual Everages)

' Growth vate’ - Growth rate Growth rate

Branch of Industry 1950-1955 19551961 1950-1961
Food ' 1.1 : 10,1 10,5
Beverages 15,4, 6.6 .. . 10.6
Tobaceo -2.1 2.5 C.k4
Textiles - . 8.5 5.9 - 7.1
Footwear and clothing Led -1,8 “1.1
WOOd . .o . 6‘4 : . 007 3-3
Wooden furniture 8.4 8.3 8.3
Paper and paperboard 18,6 18,5 18.5
Printing 6.3 8.0 7.2
Leather products 5¢3 -2l 1.2
Rubber products 16.5 - 9.k 12,6
Petroleum oroducts 5.7 14.7 10.6
Non-metallic mineral products 21,0 8.2 14.0
Basic metals - - -
Metal-transforming - 13.6 9.0 11.2
Other mamufacturing activities 20.7 25.6 23.4
8:4 (8.3 8.4

Total

Source: National Economic Co-.—o'i'c;ination. and :E.lam}ing.Boa..trd..

/2. Evolution
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2. Evolution of the main types of industrial setivity

In this period food production has grown constantly, with an annual
average rate of increase of 10.5 per cent, showing, between 1950 and 1955 a
slightly higher increase than this average. The relatively high rate of
growth of this branch of industrial activity has been favoured by develop- .
ments achieved in the principal componentss sugar - milling, wheat -
milling, and edible vegetable oils and fats. This is particulariy true in
the case of the sugar - mills which, in recent years, besides supnlying the
‘domestic market, have succeeded in exporting significant quantities abroad.

Beverages production, like food, has also shown a high average rate
of increase 510.6 per cents but with appreciable differences in the two
periods illustrated by table 2: 15.4 per cent in the first period and a drop
to 6.6 per cent in the second. In recent years, the developmeni of its

mein activities (production of beer, soft drinks and mineral waters) has

been limited by the imposition of state taxes on production which have raised
the price of these articles,

Tobacco production has shown an average rate of increase of Q.4 per cent
per year, there having been in the first five years a decrease which was
made up for in the rest of the period by a slightly higher increase, This
may be interprete.l as a consequence of the creation of a mismanaged monopoly,
which ¢id noticeable harm to a previously flourishing activity, In 1960, the
monopoly was abolishsd and thie accounts for the recovery which this industry
has shown in recent years. ' :

Textile production grew at an annual average rate of 7.l per cent,
Between 1950 and 1955 its anmual rate of expansion was 8,5 per cent, going
down to 5.9 per cent between 1955 and 1961, This lower rate of increase is
explained by the smuggling of textile products from Colombia, which became
acute from 1955 becaucs of the greater productivity of the Colombian, as
compared to the Ecuadorean textile industry,

The growth rate of footwear and clothing production was one of the
lowest in manufacturing industry: 1.1 per cent as a result of the decrease
between 1955 and 1961, Although the clothing industry showed a moderate
growth, factory-made leather footwear suffered an obvious decline, this
being compencated far by an increase in hand-made production. Thais has
been one of the few artisan activities which in this period has shown a
sustained growth, cne to the ligquidation, one after the other, of a number
of industrial concerns, because of the former's particular efficiency, as
will be explained below,

Wood production, with an average rate of growth of 3.3 per cent, went
through two different stages of development: firstly at a rate of 6.4 per
cent, a period of relatively rapid expansion encouraged by the rise in
exports (especially of balsa wood), and, a second when exports fell and the
production of manufacturing industry for domestic consumption was almost
at a standstill, showing an annual rate of growth of 0.7 per cent,

/The manufacture




The manufacture of wooden furniture, limited to a few small businesses;
almost indistinguishable from artisan activities, showed a growth of 8,3 per
cent in this perlod.

Paper and gagerbo productlon, with a rate of growth of 18 5 per cent,
shows one of the highest of all manufacturing ‘industry, This. development
is not dve to the production of paper which has still not begun in Ecuador,
but to the substitution of manufactured imports of piper and paperdoard
products, in the form of bags and packlng cases,

Printing is an activity which has expanded at an average annual rate
of 7.2 per cent, In the second period 1956-1961 the ‘average rate of growth
was higher than in the first. ‘

' Leather manufacturing has shown similar characteristics to that. of
footwear and clothing and, “like them, showe a low rate of growth (1.2 per cent).
In the period 1950-55, growth was 5.3 per cent, but in the later period -
declined to 2.1 per cent, This is another of the'abtlvitles ‘ih which the
closing down of a numbsr of industrial plants has been compensated for by
greater artisan activity.

Industrial rubber production grew at a rate of 12.6 per cent thls
being much hlgher in the first period than in the second when, for reasons
of demand and diversification of productlon, its development was slowed down.

- Vlith an average rate of growth of 7.5 per cent, chemical production
in the period 195561 succeeded in doubling the growth achieved in the
years 1950-~1955, Besides being due to an appreciable increase in the -
production of paints and a rise in exports of pharmaceutical goods, this
~can be aCLounted for by a new industrial activity, with many prospects for
the future, i i.64, pfrethrumpbased 1nsect1c1des.

The petroleum products 1ndustry, with an average rate of grcwth of
10.6 per cent, also shows two periods with differing rates: the first of
5«7 per cent and the second of 14.7 per cent, the change being attributable
to the setting up in 1960 of the new refinery. Nevertheless domestic
production of crude petroleum has stagnated, which has made if necessary
to import large quantities of this product for refining locally,

The non-~metallic minerals industry showed an anmual averags increase

. of 14 per cent, one of the highest in the whole manufacturing sector. After
an initial period of rapid increase of 21 per cent between 1950 and 1955, the
rate dropped in the second period to 8,2 per cent, The prineipal activities

of this branch of industry are the production of cement and cement products.
The construction industry underwent an appreciable contractlon after 1957 which
adversely affected the 1ndustry,

/In the
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* In the metal-transforming industry, average annual growth was ll.l per
cent, which is above the average for manufacturing indusiry, Nevertheless,
the growth rate in the second period has been low, perhaps because of the
developrent of artisan industries,

As for other manufacturing industries, their growth has been the
highest of 411, the rate 1n both periods and the amual average being
23.4 per cent, This rapid growth can, for the most part, be accovnted for
by the development of the plasties industry.

3. Structure of industrial production

An anlysis of the structure of industrial production by types of
activity shows the marked over-all preponderance enjoyed by the industries
most typically productive of consumer goods. In fact, as far as manufacturing
industry is concerned, food, beverages, tobacco and textiles represent
60.5 per cent of total production (see table 3),

The production of the artisan industries mainly consists of footwear
and clothing, wood and furniture, metal-transforming activities and other
manufactured products, ,

Industry in Ecuador has shown a marked tendency to concentrate its
efforts on the production of consumer goods, and has been rslatively slow
to develsp intermediate and capital goods industries, It is thus following
the process waich has been demonstrated as typical of almost alli the
developing countries in their first stages of industrialization,

Onse a high level of domestic self-sufficiency has been reached, this
tendency should be modified in the next few years, especially by factors
directly related to income elasticity or demand and greater import substitution,

4e The share of manufactured products in foreign trada

'Because of the part it plays in the balance of payments, the share
of manufactured products in foreign trade deserves serious attention,

A marked contrast may be observed between the composition of the
country's imports and exports, On the one hand, manufactured goods
aceounted on an average, for 86.5 per cent of total imports in wle years
1961 to 1963, a high percentage maintained throughout the last decade,

 whereas the percentage of manufactured goods among total exports was, in

the years 1961 to 1963, an average of 10.4. This is an insignificant
proportion and represents an appreciable drop since 1950, when manufactured
goods represented 16.4 of total exports (see table 4),

/Table 3
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Tablo 4 .

ECUADCR: IMPORPS AND EXPORTS OF MANUFACTURED GOODS, 196163

. J'mw‘rta - S : v b:pér{s .
!&1,:‘, va.lua in mll:lons af dollamz {F.i0.b. value in willicns of dollars}

Year " . A T D vemtaes 0 Manufass
Total - tempastures TS o pia L erirestures TR B9 B

o L . peroentago, - . . persentage
' ‘of the total - of the total

T X R B R =
wee 89 . B . SN . 18 . 1 oo 150
wes w8’ 13 1z 98

1961-13€3 . s . 90 . . . B65. 06 . a1 T 104

Sourse: Netionsl Escnowio Ce-ordination and Plenning Fcard, on me basis of dats from the
_ - Ministry of Flunanse foreign trade yea.rboo}m. ‘ o
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(a) Growth of imports of manufactured products and the extent to which
gubstitution has occurred (See table 5,)

Within the general industrial framework, it is in the food industry
that the most important substitutions have been achieved in the period
astudied and, of these, that of wheat flour has been the most appreciable,

In the beverages industry there has also been an appreciable process
of substitution, in spite of the faect that liquor is smuggled ir significant
quantities, The most important type of gubstitution in this field has been
in malt for brewing; 1mpor¢s in recent years have been particulariy of liguors.

The tobacco 1ndustry has shown high 1mport figures and a rapld growth
in the perlod even though the fipgures given refer to legal imporus and do
not include contraband; which is very sizeable. Only in recent years has
considevable 1mport substitution, especilally in pipe tobacco, been discernible,

Imports of textiles increased rapidly up to 1954 and from 1956 to
1961 were kept at a constant level, Since 1961 an increase has once more
been apparent. Although domestic industry in the same period grew in a
moderate way, textile smiggling in the last five years has undceubtedly
accountved for the more or less stationary behaviour of imports,

Imports of footwear and clothing are insignificant in the total,
especially in recent years when they fell eppreciably,

Inperts of wood showed a tenﬂency to rise, especially imports of
plywood and wood strlps.

In the wood furniture industry, although substitution in certain years
has been almost complets, imports have heen recorded at the end of the period
which cculd be replaced by domestic production.

Imports of paper and naperboard have, throughout, shown a tendency to
grow, because of the laclk of paper mills in the country,

In printing, impoarts are not significant; ﬁevertheless, there are
some goods, espacially lithographical, which have maintained this activity's
volume of imports and have increased it slightly.

Imports of leather and leather articles have (except in 1954 and
1955 when they were exceptional) been constant and supply specialized demand
only, because the respective customs duties are high, _

In the rubber industry the main types of imports are tyres, inner tubes
and treads, and these have shown a rapid growth, The new plant which began
production in 1963 is giving rise to an appreciable process of import
substitution.

/Table 5
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Table §

ECUADOR: IMPORTS OF MANUPACTURES, 1950-53

s/

{Faosbe ¥alue in thousands of dollars)

Branoh of induatry 1950 1951 1952 1359 154 1955 1956 1957 1958 1959 1960 1961 1962 1963
1gal roducing c#nsumer
Rgoods
Yood 3212 byho 5uye b og6s 6930 5553 baoy Losz N2k L1Bs L O56 3935 L 266 3 960
Bevoragea 506 610 7y 831 1 218 952 658 669 556 349 256 213 . 2i2 220
Tobasoo 536 692 1 dn 995 716 11sh 19383 21% 2439 2580 2298 18 99 72
" Textilea 3992 550 B0 8329 12664 9535 5596 6366 61 HoeB 5 i33 SLOW 7092 8593
Footwear and slsthing 199 331 213 21 316 529 373 W 488 215 241 204 232 293
Yooden furniture 41 11 & 82 17 10 é 4 2 U 33 100 38 21
Printing 112 1%z7 224 204 452 n iy 306 23l Yo 1 302 il 50y 812
Total 8538 11915 16 208 15 €21 22 303 18 2hh 12 767 14 o5z 14 o087 12785 14 219 11 638 12 W48 13 a1
Typloally produsing
intérmediete and sapital
gacds - : ‘
Wood and eork 39 31 79 86 125 .9 112 90 113 134 211 157 . 1Bz 247
Faper and paperboard 1259 13 2608 18m 2399 2695 240k 2700 2692 2940 3321 9176 %Al 3175
Iaather products 61 43 68 51 237 137 81 95 104 8s 108 92 B 113
‘" Rubber produsts 1o 1417 1685 1748 2769 2h66 2492 2993 2906 2996 3564 284 2863 2 k99
Chemisal produsts Yoréd 5849 6338 680z 11155 11 332 12 Bo7 14 704 13 343 12 168 14 261 13 005 1b W37 1y 228
Potroleum products 1022 1471 1901 1635 4884 1699 H427 1660 2466 2269 3h21 3083 1646 3 uz2
Non-metallie mineral produsts 1 133 1 345 1 349 1 432 2785 2004 1926 1908 1974 2122 21379 2403 2 o6 2 520
Basio motals . 2069 2252 2885 hUuss 540 5996 6712 6039 5450 Lokg 58 6031 4960 614
Metal transforming 14 370 20 997 19882 23 772 37 Iyh % 731 32 24% 31515 37 713 32 338 40 239 35 945 29471 Lo 088
Other manufasturing astivities ' . ’ L
agtivitiea 905 918 1183 1117 3250 2810 2190 2516 2851 2683 LBl 2733 2628 3856
Tota) 25 961 36272 3/ 978 Ln g0y 70178 64 OB1 65 595 64220 69 612 62 684 76 762 69 519 61 628 79 832
Grand total 34 559 47 987 54 186 58530 geMor 82235 78 362 B gFn 83699 75469 91 081 81157 74 o7 93 803
Sourse: National Boonomic Jownrdination and Planning Beard, on the basis of dala from the forelgh trade yearbooks of the Departament of

Customs and Ministry of Finance,
ef Converted inte dollare at the average exochange rete for each year,
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Imports of chenncal groducts show one of the most significant increases.
Items such as basic chemicals, pharmaceutical. products and cosmetics, man-
made fibres, fertilizers and 1nsect1c1des have. grown rapldly in the period
studied,:

In the field of petroleum products the tendenqy has always been for
imports to rise, dus to the lack of, or deflclencles in national production,

Inporte of non-metallic mineral manufacturea fluctuated violently in
the first few yars, . perhaps because ‘of the very nature of the imported goods,
Then, in recent years, they maintained a more or less stable level, Two
groups of manufactures are the most representative in the total imports in
this field, i.e., glass producté ard pottery, :

Imports of steel products grew especially repidly in the first five
years of the period and.this growth was maintained afterwards with slight
fluctuations., The lack of a national industry has forced the country back.
on supplies from abroad, which have varied in direct relation to fluctuations
in the construction industry and to the avallabllity of foreign exchange.

In the metal-transforming industry, imports have grown ccnsistently,
and only in lep1° metal manufactures has there been some substitution., In
imports of electrical machinery and transportation materials, the increase
has been rapid and sustained; with industrial machlneny, on the other hand,
there has been in cextain yeurs a decrease,

- Imports of gther menufactires have shown a significant increase, despite
the fact that the development of national production has also been pronounced.

In general, it has been imports in the branches that are most typlcally
productive of consumer goods that have shown the least growth in the perioed
studied. In some, such “as the food and beverages industries, appreciable
reductions can even be discerned, corresponding to the growth reg*stered by
domestic production in these branches of industry, = - .

In the branches of industry that are most typieally productive of
intermediate and cepital goods, the small amount of substitution which has
occurred in certain fields has been imperceptible compared with the rapid
inerease in imports of the majority of these goods, Especially prominent
on account of their growth are the chemical and the matal-transforming
industries, These form the most dynamic part of indusiry since their
products show a higher elasticity in the process of economic development,

(b) Evolution of exports of manufactured goods .

o The analysis of the share of manufactured goods in the country's
exports established that little. progress had occurred in menufacturing
industry from this stand point. An examination will now be made of the past
evolution of these exports, their trends and in which branchea of 1ndustzy
‘changes of importance have taken place (see table 6).

/Table 6
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Table 6
ECUADOR: EXPORTS OF mrumcﬂ'ums, 155053

(F.aahq value in thousands of dollars) y ‘

Bransh of industry - 1950 1951 ;1952 - 2953 1954 1956 © 1956 1957 1958 1959 1960 1961 1962 1963
Food , ) 3% 10 - 21 . b3 289 198 290 1736 343 2263 173 2921 9721 7 797
Boverages T - - - . -- - - - - o - o= - -
Tobasse L - - T - T T - - - e a - - " - -
Textiles 266 121 46 . By - 69 4o pE° 13 25 21 'S 7 5 2
Footwear and olo'ﬁhing - 3196 2962 2698 3068 1 554 931 1 365 1000 824 732 1030 45§ - 576 379
Wood 63+ 1090 553 959 902 . 932 965 181 rTusl 143y 1a2s7 Li6L 1152 1556
Wooden furniture oL - - - - - - . - - - - - © e - - ©
Paper and paperboerd = 3 '3 - - e - - - - - - 3 5 76
Printing ' B S T T 2 1 1 <« - - “- = - -
Leather produsts  ~ -105 139 107 - U9 137 11 127 - 90 107 74 17 100 10z - 116
Rubber produats , 2 1.7 1 B S - - L -
Chemioal produets . 388 ' 559 823  -735 957 . 820 684 - a9y B9x 9 10 1436 1386 15777
Petroleum produsta = - B S 15 ‘- - - - - " - - -
Nonemetallio mineral . - - S Co cL E B . '

produsts . - 2 5 2 . PO SR S - 3 - 1 - - -
Basfo metals  * :. -6l = w7 = 29 18 1% o2 e 10 31 28 30 25
Motal transforming - 878. 235 % 25 105 5 11 B b3 112 77 1 56 218
Other manufacturing , o '

sotivities - 102 - 73 a8 L9 8y - :n 12 129 8 3 7% - 96

Totals ,-5_0_;3:5__;23 4759 5496 H209 3 206 4 253 - 5M67 6946 5l 5320 07 134 12 Ow

-

Soum' Netional Eoonomlas Gn-ordination and Planning Board; on the barls of data from the foreign tmde yearbooks of the
Department of Customs and mnistxy of Piunioe. g ‘

g/ Gcnvarted into deliars at the average axcha.nge rate for sash year,

-1t =




Specifically, there are four branches in which exports of manufactured
goods are relatively important; food products, processed wood, chemical
. produets and footwear and clothlng.

An appreclable growth has taken place in sales of food products abroad,
mainly because of larger exports of sugar in recent years.

Exports of textiles, footwear and clothing, which, at the begiming of
the period, were relatively important in exports of manufactured goods, have
become almost negligible in recemt years, This decline is explained by the
fall in exports of Panama hats, which sharply affected the areas where they
ars produced.

Wood has been a staple item in Ecuadorean exports, but, nevertheless,
in the period analysed, there was first stagmation, and then from 1957 {when -
export figures were at their peak a continual decline. Exports consist,
for the most part, of balsa wood which the country is especially fitted to
produce; nevertheless, demand from abroad for this product has shown a lack
of stability,

Exports of chemical products have fluctuated appreciably in this period, -
but, in relation to other goods, their value has always been significant,
The main chemical products sold abrecad have been pharmaceuticals, in which
the country has specialized to a certain extent, MNevertheless, the market
has not been a safe one, as the importing countries, especially Colombia,
have developed their own domestic production, giving it high tariff protection.

In recent years there has been a slight reaction in exports of
pharmaceutical products, while as pyrathrum extraction has provided a new
- type of export, with good prospects for future growth,

Recorded exports of basic metals consist of scrap, which, in the years
1956~58, was of significant volume, Domestic plants now exist for the melting’
down of scrap metal and so, in the future, these exports will cease.

Bxports in the metal-transforming field consist for the most part of
re-exports, as is also the case with the greater part of sales of other
manufactured products,

(¢) lUnrecorded jmports of manufsctures

Illegal trade in manufactured products, which, in this type of item,
affects Ecuador almost unilaterally, through clandestine imports, represents
an important part of total foreign trade and provides competition for many
branches of domestic production. An estimate made by the National Planning
Board, for 1961, of the principal items affected by this type of smuggling
gave approximate values as follows (in millions of dollars): textiles 5,53
metal~transforming products 2.5; tobacco 1,7; chemical products 1.4; beverages
1.4; other manufactures 3.0.

/Although the
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Although the figures given do not include illegal operations such as
false declarations and other forms of contraband which are difficult to
quantify, the importance of this clandestine trade is obvious from the
fact that the total estimated amount is equal to 17 per cent of all imports
of manufactures recorded that year.

The effects of this illicit trading have become a depressing and
disturbing feature of the economic development of the country.

(d) Domestic and imported supplies of raw materials and intermediate
products

The proportions of national and imported supplies of raw materials
and intermediate goods used by manufacturing industry, broken down by types
of industry, are given in table 7. _

It will be seen thaet A3 per cent of the raw materials used by industry
are imported. Those branches of industry whose operation depends on a high
utilization of national resources are: wood, wooden furniture, leather and
non-metallic minerals. The paper, printing, metal-transforming and other
manufacturing industries depend almost completely on foreign raw materials,
In the petroleum products branch, the percentage is distorted by the fact
that the value of domestic petroleum used in refining cannot be properly
estimated,

Many of the raw materials at present imported by the country could be
produced domestically without great effort, especially those originating in
the agricultural sector: wheal, cotton, tobaceco, rubber, ete. These branches
of industry using paper and iron as raw materials depend entirely on imports,
as there is no national production of these basic items, Future economic
and industrial development wiil have to put special emphasis on the greatest
possible import substitution of raw materials and intermediate goods, if it
is hoped to reduce the extent to which these items figure in the balance of
payments, and allow a much broader margin for the imports of the capital
goods which will be so badly needed for development purposes.

Delay in raw material substitution for industry would reduce the latter's
contribution to national income, and thus weaken the influence it could have
on other sectors of economic activity if those were to supply the raw materials
in question, apart from the adverse effects that would ensue for the balance
of payments.,

5. Investment in and financing of mapufacturing industry
(a) Private investment
It was calculated in 1961 that approximately 3,736 million sucres of
fixed capital were invested in manufacturing industry, This sum, msasured
against the 1,18l million sucres produced, gives a capital-product ratioc
of 0.32 per cent.

/Table 7
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Table 7

BCUADOR: CONSUMPTION OF RAW MATERIALS IN -

© - MANUFACTURING INDUSTRY, 1963 =

Total consumption

Percentage composition of

Branch of . .
.. (Thousands of raw material consumption -
industry dollars)- ‘Domestic Imported .
Food L7 360 71.5 28,5
Beverages 8 8,7 76.6 23.4
Tobacco a5 bl . 55,6
Textiles X0 931 K15 58.5
Footwear and clothing 1 583 ALl - 58,5
Wooden furniture -5 80.4 196 .
. Paper and. paperboard 3 619 - 2.8 972 .
 Printing . 2 538 0.1 999
Ipather products - 1 437 . 8.8 15,2
Rubber products - -1 843 U5 85.5 ..
Chemical products 6 27 30.6 69.4
" Petroleum procducts 7 064 55.7 “AL.3
Non-metallic mineral ' '
products 22, 83.0 17.0
Bagic metals - - -
Metal transforming 2 650 9.4 90.6
Other manufacturing o
" activities - ' 1 390 8,8 .2
Total 99 863 21,0 43,0

_Sogce': .Mtiormi~Mmmc Co-ordination and Planning Board.

/The productivity




- 15 -

The productlvity of manufacturang 1ndustry and the capltal-product
ratio are in direct relation to the-greater or lesser utilization of equipment,
From two studies made about this level of irdustry; in 1959 and 1961, figures
have been obtained for unutilized capacity and are presented in table 8.
From these, it can be goneluded that manufacturing: industry in Ecuador
employed only about 60 per cent of its productive capacity, which indicates
that with only a small amount of investment, this actlvity could attain
better productivity indéxes in- the future. :

Table 8 _'fA'
ECUﬂDOR UNUTILIZED CAPAEIE!'IN MRNUFACTURING INDUSTHY

(Percentgge ) RO

" Branch of industry 1959 survey 1961 survey
Food | 36,5 . 34,0
Beverages = ' S S 2% < RPN ¥ -
Tobacco e 0 50,0 22.1
Textiles 10.0 52.4
Footwear and clothing e v w6308 0 L. L 47.8 . L
Wood . 59.9. . - 5745

' Wooden -furniture L 50,0 .0, 52,1

.- Paper and paperboard 3ke2: - 59.3
Leather products ‘,- S 40.30 - - 58,3 =
Rubber products o S 6l.5 : 53.8
Chemical products S 53,97 40,2
Petroleum products _ S 50.0° - o -
Nen-metallic mineral preduets = 32.6 o 2l -
Metal~-transforming | 43.3 - 7 0 53.9
Other manufacturlng activities - - U ULLYT UTIUU U0 v 33.10

Total - - - e BRT MR

Source: National Economic Co-ordination and Planning Board,

Nevertheless, any progress obtainable in this field will depend largely
on the elimination of those obstacles which cause under-~utilization of
equipment.

/The causes




The causes of the low utilization of productive capacity are:

(i) Lack of demand due to the small size of the market. or to the low
income of large sectors of the population;

(ii) Over-investment in activities which already show unutilized
o capacity; .

(1ii) Provisions in labour legislation, which though on the one hand
very just, penalize overtims; and

(iv) The legal constitution of firms, the majority of which are under
gingle ownership, although many are disguised as corporations,

The irregular nature of industrial investment in 1950-61 may be gathered
from the figures for imports of indugtrial and mining machinery and equipment
(see table 9), Their value increased appreciably between 1950 (4.6 million
dollars) and 1954 (10.2 million dollarsg with an anmugl average increase
of 9.5 million dollars in the rest of the period.

Table 9

ECUADOR: IMPORTS OF INDUSTRIAL AND MINING MAGHINERY AND
EQUIPMENT, 1950-61

F.O.b. Value Flo.b. va:l'ue
Year Tons {Thousands Year Tons {Thousands
o of dollars) of dollars)
1950 6 160 4 592 1956 7 825 11 158
1951 5 821 5 981l - 1957 6 249 9 247
1952 7 682 6 671 1958 7719 10 731
1953 6 449 7 052 . 1959 4 931 7 483
1954 8 065 10 200 1960 5 431 , 9 336
1955 7 279 9 314" 1961 7 009 9899

Sourcess Estimates based on customs statistics and foreign trade yearbooks,
1950-54¢ National Bconomic Go—ordlnatlon and Planning Board'
1955-61: Central Bank, :

/Although the
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Although the policy of low tariffs for imports of machinery and

- equipment has been continued throughout the period studied and, at the

same time, first the Industrial Protection Law and then the Industrial
Development Law exempted industries wholly and partly from duties on imports
of this equipment, investment in industrial and mining machinery and equipment
has failed to grow to an acceptable level as the figures in table 9 show.

This has resulted, and will result even more so in the future, in the
supplementing of tariff incentives for: machinery exports by others of a
different kind and may also lead to endeavours to remove structural obstacles,
in order to reach the desired level in investment and so speed up the -
1ndustr1allzatlon,process. _

(b)_ Fineneing of Qrivateginvestmenéé. R A

.. A rough idea of the structure of the sources of “industrisl investment
can be.cobtained from the sample for thirtyeeight enterprises based on
balance sheets for the years 1953 to 1957. Although the Bseomple is small
and its time span may not be representative of the period studied, the
relation established will give an idea of how industrisl investment is ~

‘financed and may point to. mayor changes that ought to be made in future '
(see table 10).

It will be seen that financing from sources external to the enter<
prises themselves outbtrlpped contributions from internal sources, Among
the internal sources, it.is clear that only a small part was played by .
reinvested proflts which barely represent- 1A per cent of the total net . -
amount obtained in the period. Of the external sources of finsncing,
credit was more important than capital contributions,

Cmaplerdo o
ECUADOR: SOURCES OF INVESTMENT FUNDS IN INDUSTRY

:: E?°g§§§g§s:ff“_"f‘, o .Percénﬁage.
Domsétid L - S - ‘ "1'818.'1i " o ?h;- o é;:i
Reserves T gl L 33,8
Undistributed profits ' 336.7 7e7
External 2 56,5 58,5
Loans 1 352.4 30.9
Capital contributions 1 212,1 27.6

Total L 382.6 100.0

Source: National Economic Co-ordination and Planning Board,
' /{e) Bank




{¢) Bank credit
Bank credit has been a very important factor in 1ndustrlal development.
In the period 1950-61 it increased by 176 per cent; nevertheless, in certain
years, its relation to total credit hardly expanded at all (see table 11).
Table 11

ECUADOR: BANK CREDIT FOR INDUSIRY, 1950-61

Total Industrial Industrial credit as a percentage

Jear of the total
(Millions of dollars) = = ; '

‘ Percentage Growth
1950 - 120 13 10.9 100,0
1951 129 15 12.4 125.4
1952 1L, 21 4.5 156,0
1953 181 26 .k 195.2
1954 201 23 11,6 174.6
- 1955 225 23 10.3 178,0
1956 244 23 9.3 176.1
1957 248 31 12,4 238.3
1958 246 34 13.9 258,4
1959 257 32 12.3 246.9
1960 307 : 37 12.0 287.1
1961 286 32 113 275.6
1962 282 29 10.4 222.9
1963 333 38 1l.5 291.6

Source: National Beonomic Co~ordination -and Planning Board, on the basis
of Central Bank data,

In the composition of bank credit for industry, there was a substancial
increzse in loans from private banks and the Central Bank, eSpeclally-the
former, whose share rose from L.5 per cent in 1955 to 13 per cent in 1963,

The Development Banks, on the other hand, have kept their credit
ocperations for industry at much the same level, chiefly because they have
been concentrating to a much greater extent on the agricultural sector.

This trend is compensated for by the resources which the Natlonal Flnance
Corporation provides especially for industry.

/The current
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The current credlt paxrons gre as follows:‘

Institution - ; . Interest Rate Term o -Security
Comereial Banksif »;10“ - fUp to 6 months, ~ Any type
Development Bamks . = 9 1 to 10 years -  Any type
National Finaneing Corp. C
For fixed investment 10 ~Upto 10 years Mortgage and collateral
For working capitai 0 Up to '5 years’ Mortgage and collateral
Period of grace:‘ V '
2 years
* Private financing _ o 7
For fixed investment 10  Up to 10 years . Any type
\ o ‘ . _Périod-éf,gréce:‘ '
| e ©. ..z 3years T N
For working capital 10 © Up to 3 years - - Any type
- " Gondition: o
- .50 per cent in

It may - be sald that in Ecuador's caae the’ credlt needs of the
industrial sector are to a large degree satlsfled., ‘The loans granted by

 ‘the international .organizations (Interhﬁmerlcan Development Bank,

International Development Agency, Atlant;c Oommunlty Development for

Latin America,.ete.) to the domestic financial institutions are very -
considerable, Unfortunately they are not needed to' the extent which might
be desired, Theentrepreneurs show considerablé reluctance to ask for credits
from the Ecuadorian financial organizations, chiefly because the conditions
required by the IDA for credit grants to users are difficult to satisfy:
purchase of North American machinery, importation in ships flying the
United States flag, etc. For this reason IDB loans, which allow the
entreprensir greater freedom of choice in purchasing machinery, have been
much more widely used, These restrictions on the providing loans for
credit grants have limited the normal growth of the sector, and especially
that of medium~ and small-scale industry, the most suitable machinery and
equipment for which is preduced in the European countries,

(d) Public investment

" The contribution of public capital to the financing of Ecuadorian
industry has been small,

/At first,
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At first, it played a direct part, financing and administering
enterprises, Lstely, with the weskining of the Development Corporation
and Development Bank, this policy has been modified and replaced by one.of .
participation t¢ a differing extent in the capitalization of enterprises, -
leaving administration in private hands, and in recent years it has been
the saving bank which, on a share basis, have invested in industry. '
Furthermore, the Ministry of Development has financed and supported
subsidized industrial enterprises where theae have fulfilled a non-profit
development function,

The value of public capital invested in industry may be estimated at
85 million sucres for 1961, which is a very small proportion of the total
capital of the sector,

(e) Foreign investment

The share of foreign capital in the financing of Ecuadorian ingdustry
has also been limited., The small size of the market has been the main
reason why the country has been unable to benefii {rom the flow of foreign
capital which has played an active part in the developuent of other countries
of the region., Nevertheless, in certain fields of activity, the part played
by such capital has been very valuable, Table 12 shows the distribution of
this investment by branches of industry in the years 1955 and 1961.

Besides extending to only a few enterprises, foreign investment
in 1955 was concentrated in certain activities; nevertheless, in recent
years, as the figures for 196) show, a diversification of investment to
other fields has taken place, and foreign capital has shawn greater interest
in investing in industry, as a result not only of very favorable
institutional circumstances, but of the prOSpects of the Latin American
Free~Trade A58001at10n, which overcomes the major obstacle caused by capitalls
lack of interest in investing in Ecuador. Moreover, ‘today, there are many
countries which send their capital to the developlng regions in search of
remunerative investments,

/Table 12
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Table l?

EGUADOR FOREIGN INVESTMENT IN INDUBTRY

(Thousands of dollars)

Branch of industry ' 1955 1951
- Food ‘ o 1978 3 005
Beverages 6 471 , 9 98
Textiles I - ‘ 1o
Paper and paperboards ' - 436
Chemical products _ - 1 628
Petroleum products—/ .9 764 14 112
Non-metallic ‘mineral products 2 095 1 167
Metal-transforming = 397
Other menufacturing activities - =12
Total L 20 308 32 323

Source: GenLral Bank.

a/ Approximate distribution of industrial 1nvestmant

6. Gquragblcal location of industrg

Thé country s lack of geographical unity and structural shertcomings
have led to a concentration of industrial activity. An uneven distribution
- of industries means great differences in the development impetus which the
different areas’ and reglons receive from this dynamlc sector. (See tabie 13,)

Hanufacturlng lndustry is concentrated in two provinces in particular:
Guayas and Pichincha, In 1963 they accounted for 77 per cent of all
employment, 83,5 per cent of wages, 87.4 per cent of the product and
80, 6 per cent of the gross value of producticn,

. .An examination of the reglonal distribution of production by branches
of industry reveals a certain specialization of the different areas in
particular activities. The whole of the petroleum industry is concentrated
in Guayas, as is 86 per cent of the tobacco industry, 78 per cent of weod
and 75 per cent of nonsmetallic mineral production, Pichincha has 80 per
cent of the footwear and ¢lothing industry, 78 per cent of paper and paperboard
production and 70 per cent of the -textile industry. In the rest of the
country only rubber, leather and textiles are of any importance with
36,31 and 23 per cent of the total respectively.

/Table l3
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7. Ihe industrial labour forre:and its preductivity

Labour employed by the manufacturlng sector wes estimated at
32,000 pecple in 1963,

A relevant fact.which it should be clearly established is that
manufacturing industry is not well equipred to give much employment or to
provide relief for redundant lahour from other sectcrs, Industry is
becoriing more and more mechanized and, consequently, 1ts need for persomiel
i declining at the same timc as hisher cualifisations are being called
for., This constitutes a serious prob&em, for which appropriate planning

18 necessary, since the labour force is growing each year, while work is
becoming less and less available,

Within mamufacturing industry, productivity Varles appreclabﬁy in tue

'different kinde of activities (see table 14).

The cigaretle end petroleum products industiries’ show fairly high
productivity averages cowpared with other activities, due, firstly, to the
taxes levied on production and, secondly, to the .iiffieuity of ssparating
the extraction of petroleum from the industrial activity of refining.

Productivity is at its iowest among those branches o? manufacturing
industry which fage shrong conpatition from artizan astivitics: the fool-

‘wear and clothing, wood, wéoden furniture, leather aid metalatrah, orming

industries, Strictly speaking, these mcstly consist of emall industrial
enterprises which have evolved from crafts,

/Table 14




ECUADCR: IABOUR FORCE AND PRODICTIVITY IN

Table 14

MANUFACTURING INDUSTRY, 1963

- e,

Gross Labovr
Branch of product force Productivily
irdustry (Thousands (Number of - (Dollors)
. of dollars) persens)

Food 26 113 8 950 2 9l
Beverages 10 208 2018 -5 053
Tobacco 3 556 257 13 €146
Textiles 10 608 8 155 1 300
Footwear and clothiig 1185 1 378 859
Wood 1l 278 1113 1148
Wooden furniture 67 63 1 080
Paper and paperboard 927 Lh1 2 106
Printing 3 122 1 6L 1 876
Leather products 613 52L 1 169
Rubber rroducts 1 g4 T 2 641
Chemical products & 156 18y 2052
Petroleum products 5 160 1 564 3 299
Non-~metallic mineral

products 4 212 1310 3 215
Basic metals - - -
Metal-transforming 1471 1 28 1 169
Other manufacturing

activities 1 460 668 2 185

Total 78 020 31 883 2 hh7

Source: National Economic Co-ordination and Planning Board, on the besis
of data from the 1963 industrial survey.

/Chapter II
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- Chapter II-
INDUSTRIAL DEVELOPMENT PLANS OR PROGRAMMES

Two years have now gone by since the adoption by the Government of

“Ecuador of the General Develomment Plan 28 its overall economic policy,

and it may be said that the most difficult stage in the execution orf the
plan has been passed: that ig, the establishment of the foundations ar-
adinstment of the whole administrative machlany to -the requirements ol the
programmes, Common to the various economic sectors in the country, this
situation has also obhtained in the case of manufacturing industry,
Industrialization polizy, guided by mezsures such as the Industrial

- Development Law, the C-mpanies Law, the Handiorafts and Small Industries

Development Law, as well as by the creation of bodies for. channeliing of
credit, such as the atiomual Finence Corporaticn Gecurities Commission
and the Ecuadorean Isvelopment Corporation (the first a public and the

'second a private body) has succeeded in fulfil: 1ng th@ rrle requlred of it
by industrialization which will make this sector che motlve force in the
country's growth,

. Indusirial rial Programme

Within the general -development programme, the central aim of tte ,
industrial sector is to achieve a rate of growth related to general economic
development ‘and, at the' same time, to become the dynamic factor behind .
the expansion and growth of the remaining sectors of the econcmy.
Within this framework, industry has three functions to fulfil:
(a) To contribute, by its production, to thé éﬁpply of manufactured

(b) To make avallable and to generate forelgn exchange, through Ampert
substitution and the growth of exports; and . -

"{c) To contribute to the provision of employment and esp601ally to the

. creatlon of more productlve forms of employment, -

. But, apart from these functlons related to. economlc theory and general
development, the industrial progremme will fulfil an important social
objective by helping to reach the targets set for the supply of food,
clothlng and houszng for the Ecuadorean people.- :

For the full implementatlon of the 1ndustr1al development programme, the
following important points must be met:

(2) Production to meet established targets of domestic and foreign
demand through traditional and new industry. An 1mportant feature of the

.o /programme will
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programme will be the transformation of a ccrnsicerable part of the artisan
sector into a small but dynamic irdustry, and the allocation to that sector
of fields of activity really suited teo its development,

(b) Investment reguirements to carry cut this programme and the forms
of domestic and foreign financing,.

{¢) The necessary industrial inputs in terms of raw materials enc
domestic and imported equipment, fuels, energy, etc.

(d) The employment to be generated by industry znd the suitability of
labour to carry out the tasks assigned to it. ‘

The use of an interindustrial maitrix, by branches of industry, will
ensure the programme's coherence, and the soundness of the projecticns and
related requirements, ‘

Industrial policy will complement the industrisl programme, The former
will establish industrislization strategy and policy measures to achieve the
aims proposed for the industrial plan.

2, Possibilities of growth in the manufasturing sector

In the development plan, the manufasturing sector and, more specifically,
manufacturing industry have a great responsibility te fulfil, #n exariralion,
follows in general tecrms, of the possibilities for growth shown by the sector
and, particularly, the manufacturing field, as regards the development
objectives assigned to it.

(a) Degvelorment resulting frem better provision for the basic needs
ci the population

The high demographic growth characteristic of Ecuador, the increace in
r capita income and the better distrilbution envisaged by the programue,
together with the greater clasticity of manufactured products, will biirg
about a very substantial increase in the requirewments of the domestic market,

The basie needs of the people - food, clothing and housing - which at
present are catered for at too low a level, represent a high potential
demand for manufactured goods. The fulfilment of this demand, at the level
foreseen in the plan, will call for and stimulate the growth of industry and
of the primary activities which supply it with raw materials.

The industrial sector will provide the manufactured foodstuffs nesded
to satisfy the diet requirements laid down in the plan: meat, dairy products,
vegetable oils and fats, flour and preparations of flour, and refined salt
and sugar.

In clothing, the main burden lies with the textile industry, which has
to provide fabrics of suitable quantity, quality, and price, The progreme
estimates a 42 per cent increase over the 1961 figure in consumpbion per cavite
of textile materials, ' '

Jhere housing
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Where housing is concerned, the industrial sector will provide the
materials needed to meet the proposed construction goals., The prograwne
_ estimates that the demand for construction materials such as cement, structural
steel, iron fittings for construction, electrical installation materials, ete.
will be completely satisfied by domestic production, ‘although some of the
raw materials will have to be supplied from abroad.

(b}  Industrial deveiomment through import substitntion

Import substitution is of great importance for the country's industrial
development, for achieving production goals, and abcve all for freeing foreign
currency for uses coppatible with the needs of econcmic girowth,

The field is a broad one, and the effort of substitution, apart from
being directed towards consumer goods (especizlly durable consumer goods), will
bring special attenticr. to bear on intermedicoie goods of top priority, and
the substitution of scme capital goods will alsv ve undertaken.

{c) Development of export industries

As previously stated; the export of manufactured products is abt present
a relatively wmimportant item; and the industrial ent:rprises tnat have
operated in foreign markets zre few and far between., The industrial

-

develcpment programme plorz for 2 considsrable inereaze ia the exports of
manufactured geods, bearing in mind the actual possibiiities of the country,

which will be put into operation by means of a more vigorous peolicy.

Agricultural production will continue to be of prime importance as a
future export item; however, high agricultural productivity and guality will
be made use of to industrialize and export agricultural produce in the form
of manufactured goods either in a semi-processed state, or ready for
consumption, These goods will undoubtedly be the mzin export items for the
industrial sector, but to an even greater extent than has been the case in
the past, .

The Latin America Free-Trade Area offers great scope for the expansion
of export industries, the development of which is not yet clearly forseen,
but which may exceed the estimates already made, since these estimates mainly
took the colntry's traditional exports and foreign markets into account., A
detsiled survey which is now being carried out will give a nore prec1se
picture of the future possibilities, -

If Ecuador made full use of the skill and traditions of its craftsmen,
it could develop precision industries which in Latin America have not yet
been f11ly launched, This is a fact which industrial promotion will take
highly into account, as representing a field of specialization with a promising
future. If the high proportion of manual labour required for production is
teken into consideration, the structural shortcomings characteristic of
developing countries would then be of less importance.

/{a) Daveiogpent




(d) Development through displacement of the produciion of the artisan
sector in favour of manufacturing industry

This is a structural change which has to be carried out within the
manufacturing sector itself, and in accordance with the established prog:amme.
Such a displacement offers an important possibility of bDOStlng the production
of manufactured goods,

There are certain activities in the artisan sector which have little
possibility of future development, and although the country has a wortiy
tradition in craftsmanship which must be made use of in its industrial develop
development, some production methods will have to be changsd. Changes are
particularly necessary in the case of articles of everyday use, which industry
is in a better positicn to supply at a lower cost, and which can consequently
be made available to s larger number of consumers, The competition that the
artisan sector can offer marufacturing industry is in many cases due to the
low wages paid to crofusuen, or to the marginal conditions under which
artisan work or cottage industry is carried cut as a complementary activity
to agricultural labour.

Industrial development through displacemznt of the artisan sector in
favour of manufacturing irdmg+“y is shown by a compariscn of the estimeted
growth rates in the programme for the two ltems., While manutecturing industry
with an annual growth rzbte of 10,5 per ceni, is expectad Lo increase its
production by 145 per cent between 1964 and 1973, the artisan sector, with an
annual growth of 5.4 per cent, will be increasing its production by only 61 per
cent,

This displacement will become an important factor in boosting
manufacturing industry, and will therefore be encouraged or even brought about
where such a displacement is deemed necessary, However, in cases where manual
labour gives the finished product a special quality and a higher price, it will
be maintained and encouraged as true craftsmanship.

Several considerations, of course, wil arise during the gradual
displacement which will be put into operation when the programme is carried
out: the development of manufacturing industry, which will give good scope
to a number of artisans; the transformation of workshops into small dymemic
industries; the improvement of those workshops which have future pnssibilities,
and displacement in the direction of other productive activities,

(e) Development by means of industrial integration

This refers to the promotion of certain kinds of industry, the setting up
of which is important mainly because of the possibility of development they
would permit in other industries.

A small merket like the one existing in Ecuador, which, in the case
of certain commodities is shared among many centres of production, shows in
several instances the need for industrial integration by means of factories
which carry out production with suitable quality and prices. Examples of
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this type of integration in industrial fields would be the textile and

" metal-transforming industries, where flnlshlng, forzing or smelting equipment

which would nct be praetical to-install in small individual plants; would

_carry out work for all of them., The same would apply, for example, tO'*

mouldings needed by a number of enterprises, cr to hezvy presses ‘with ‘high
production capacity ard which, because of the high ccst 1nvolved, have not

~been installed in the country so far,

Industrial integration and development along these linss are of sr-cl. .
importance to countries like Ecuador which do.not have huge sums of capi 5ai

ravallable and muSt therefore make the utmost cf each and every lnvestment

3. Prgg ammlngwggggg;za ion. and crepanizations esgon51b1e ior
: can ‘ing cut industrial devels:ment

Industrial programmlzg in Enuador, which ?orms nart of the country s
General Development Plin, is carried out by the National Committee For
Programming and Economic Coecrdination. This committee is an organization
registered withthe Presidency of the Republic in an advisory capaciiy, which
supervises the realization of programmes by means of au rﬁnual laylng down of

_prlorltles for the ca"rylng out of projects,

The organlzatlons respcnulole for carrying out the 1ndustrlal devnlopmert
progracme are:

(a) the Ministry of Industry and Trade, which is in charge of
administrating the Law. of Industrial Promotion and the Law of Small--scale -
Industry and Artisan Industry, through the Government Department of Industry.
The Ministry's responsibilities also include the gzovernmental control of
industrial enterprises as well as the assessment of progects to be put into
operation;

(b) the Development Contre (GENDES), whose programu:ss for uorklrg out
promotion, market, and:engineering surveys are co=ordinated with plans laid
down by the National Programming Committee, promotes industrialization and
gives technical essistance to existing enterprises or to specific new projects,

(¢) the National Finance Corporation and the Ecuador Uevelopment
Corporation have the specific function of financing the Marufacturing Frogramme
by granting loans to enterprises which are starting up or which néed to'.expand
their installations.. The Vational Promotion Bank has a slm” ar credit system
for smallw-scale industry and artlsan 1ndustny, and Lo

© (d) organizations at’a reglonal level such as the promotion centres of
Azuay, Cafiar y Morona Santiago, Manabi, Esmeraldas, loja, Carchi, El Oro, etc,
which. carry out projects on a local scale for their respective zone or provinee,

‘h rThe‘ggneral strategz of 1ndustrlal dﬂvel_pment

The group of prlnclpales relatlng to industrial development strategy and
to industrial ;policies which are part of the proposals contained in the general
programme form the brosd guidelines for industrial development,

/(a) The




(a) The industrial programme

The industrial programme is compatible with and relevant to the general
programme, and covers the complete manufacturing sector as a form of sectoral
programming, It incorporates the fixing of objectives, of general and sectoral
production targets, investment, financial resources, import substitution,
exports, etc., as well as ineluding the drawing up and analysis of practlical
industrial projects.

(b) The role of industry in ecoromic develorment

The plan intends to get rid of economic stagnation; provide work for
a large propvortion of the labour force =t present unumployed; reducs the
serious gaps in the Lzlance of pesyments, and incresse the country's general
productivity level, by means of an orgsnized effort aimed at finally
overcoming the countir!s main difficultiss,

Indusiry will in fact, directly or indirectly, provide employment for
a considerable proportion of Ecuador's population., ZEconomic growth will
bring about changes in the s nnyment structure which faveix the
non—agricultural sector, will raise the level <f average productivity of
the whole economy, and will irncrease the populaticn's income. Industry will
make great efforts te subhituie izports in order to free means of payment -
abroad for purposes more in line with the gonls stivlated in the plan.
Industrial development will produce a series of repercngsions whichk will
reach both the sources of raw materials as well as the consumers of gocads,
thus bringing about a general resuscitation of the ecanomy, with consequent

fresh impulses to industry itself,

(¢) The objectives of industrial development

The analysis of the industrial programme clearly showed the essential
role to be pleyed by industry in the country's future development: its
contribution to the supplying of menufactured goods, the freeing and earning
of foreign currency, and the absorption of manpower and increase in
productivity,

The goal laid down in programmes is the achievement of zn average anmial
development rate in the manufacturing sector of 8,5 per cent between 1944 and
1968, ard of 8,7 per cent between 1968 and 19733 the figures for the
manufacturing industry over the same period are 10,2 per cent and 0.7 per cent
respectively, The growth registered in the sector would be in the region of
110 per cent more than the 1964 production level, and the gross product of
mgnufacturing industry would increase from 1,443 "million sucres in 196k *o
3,540 million in 1973 ~ representing a growth of 145 per cent, The growth
in artisan and home industries in the same period would be 61 per cent,

This vigorous development of the manufacturing industry would enable
it to produce é8 per cent of the total gross product of the manufacturing
sector in 1973, as opossed to 58 per cent in 1964, The structural change
will also to some extent be caused by the gradual transformation of artisan
industries into small and more dynamic industrial units,
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The scheduled growth would tend to mske manufacturing industry &
highly dynamic unit which would set the pace for economic development.

{d) Private initiative

industrial development will be chiefly carried out with private
enterprise and investment, The government.!s position will be to help
and encourage such private activity through industrial policy. The government
will make industrial investments only in exceptional cases where basic projects
for economic development are concerned, especially in industrially backward:
areas; its wain role will be to invest in infrastructure, to remove any

institutional obstacles to investment, and to encourage and actlvely promote
industrial investment., -

This means that the greater the private sector's responsibility of difect
action becames, the more dependant the application of the industrial programme
will be on the efficiency of economic policy to encourage private enterprlse
to operate in. accordance'w1th the basic outlines of the. plan.

(e} - Location and decentralization L T R

A survey of manufacturlng 1ndustny has shown that a very high proportion
of ite persornnel and of an even higher proportion of its total value are
concentrated in two provinces: Guayas and Pichincha, A balanced developuernt
of the country as a whole must aim at avoiding a concentration of the benefits
of industry in certain areas, The industrial projects listed in the programme
include & high percentage of industries which are extremely flexible ‘as far’
as choice of location is concermed. - In this respect a suitable promotion
programme will be carried out with the. follcwing policies as a'basis: e

(1) regional survey and publlshlng of avallable raw materlals and the
other resources useful to industry;

(ii) promotion of “1ndustr1al parks" which will prov1de indispensable
amenities and services for the installation of 1ndustrles 1n the
area selected in the programme;

(iii) establishing in such areas branches of leading banks and- govefnhant
' offices interested in industrial promotion, and of 1nst1tutlons for
.employment guldance and labour training;

(iv) easier credit terms, and/br epeclal tax rellef in the selected
.areas, and ' : ‘

(v) investment in strong power—generatlng plants bring "wanderlng“
' industrles to the selected areas.

The measures 1ntended to decentrallze 1ndustrlal development will only
be taken Yo favour provinces which have been selected as areas for the 1ocatlon
‘of projects- included in the industrial programme,, The effort of =
decentralization will- mainly be aimed at two new. industrlal areas-'
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Manabf-Esmeraldas, a coastal region in the north of the comtry, and Azuay-Cafiar
in the southern sierra. These two areas would represent an efficient national
distribution, and organized industrial growth would result,

(£)  LAFTA

Ecuador's membership of the Letin American Fee=Trade Association (LAFTA)
has meant a serious responsibility for the economy as a whole, and for the
industrial sector in particular, as well as an opportunity for expanding the
economy abroad, thus removing the problem of restricted markets which has
been a gerious cbgtacle to industrialization.

The policy to be followed by Ecuador and the other LAFTA natione has
not yet been decided as negotiations began a short time ago, and it is still
tco soon to judge their results,

The lack of research in the field of intergration is undoubtedly
responsible for the slow and very tentative advance of negotiations, which
neglect the very fields in which specialization at an international level
is required in order to achieve a suitable distribution of sources of income
which would permit graduated economies and reduction in investments, Only
- when the spirit of nationalism and initial reluctance have been overcome by
the ideal of a Latin American Free~Trade area, can integration be accelerated.

As mining resources are unexplored and because of the lack of basic raw
materials such as iron, coal, gas, petrolsum, etc., the country's present
possibilities in LAFTA are to concentrate on industries based on the
development of agricultural, animal and forestry resources, This will be
the position until the programmes of prospecting and assessing the country's
resources are finally carried out, when new possibilities can be mapped out
which are still not easy Lo define because of the country's small industrial
experience.,

One field which must be studied and encouraged and which Ecuador may
be able to specialize in is the precision instruments industry, which has
been developed only to & small extent in Latin America, and which would make
use of the skill and spirit of dedication characteristic of certain sectors
of the population,

The policy of reducing tariffs will mean facing progressive competition.
from LAFTA countries, Many products manufactured in Ecuador today and which
have their place in the market because of tariff protection will have to
reduce costs in order to stay in the market, or run the risk of being
eliminated by competition, This is a very serious matter for industry,
which must make national manufacturers concern themselves with the progress
and future of LAFTA negotiations., '

Cn the other hand, the fact that Bcuador is considered as the relatively
least developed country within LAFTA gives it a certain right to obtain
special concessions from the other members. YHowever, the situation has not
been fully taken advantage of, partly because of the lack of negotiztion, and
alsc because several member countrlas do not recognize such concessions
granted to Ecuador.
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The setting up of a technical department of the LAFTA Office in the
Ministry of Industries and Trade is a step designed to give efficient
supervision of negotiations, analyse their present and future consequences,

co~ordinate regional integration policy with development plans and shape
their future action.

The Latin American Free-Trade Association raises new problems for the
industrialization of Ecuador. Fields of specialization, location of -industrizs
with-LAFTA markets in mind, exploitation of resources and of geographical
position, low degree of development, etes, are all points which will be -

-studied in great detail in order to establish the position  of Ecuador's

industry with regard to these new circumstances.,

A1l availsble methods of negotiation will have to be fully uéed: ‘the
schedules for negotiation, complementarity agreements, special concessions for
being the least developed country; these must all be dealt with by means of

flexible mechanisms for hlgh-level negotlation, and aystematlc preparat*on of
basic technlcal studles.

-

/Chapter III




—31{_—

Chapter III
PGLICY MEASURES AND THE INSTITUTIONAL FRAMEWORK FOR INDUSTRY

There ¢an be no doubt that the industrial growth rate will not be
able to reach the programmed level unless govermmental measures and conditio .-
affecting industry are modified. It is the govermment's task to cieavwce
a suitable institutional framework for industrial investwent, which will
remove obstacles and establish sufficient encoursgement for investment
to be increased by the required amount, This will be carried oul in the s& o
systematic way as other measures of economic policy contained in the plan
for each sector.

1. Law of industrial promotion

The new Law of Industrial Promotion of 29th December, 1964, includes
a number of modifications and recommendations added to the Law of 1962, and
has set up very favourable incentives for investment in the sector.

"The most important changes contained in the new law are, among
others: the creation of a special category for industries which are
considered as necessary for the country's industrial development, and
which are affected by technical and econemic difficulties; greater amenities
for the installation of assembly industries; tax relief for the formation
of companies, and in general, greater incentives in categories where
enterprises are classified according to their importance in the country's
development,

A relative streamlining of procedures for application for protection
has already been achieved, and it is hoped to do the same for procedures
granting benefiis derived from industrial classification,

4 strict application of the law and of the benefits laid down therein
will depend to a great extent on study, approval, and application of rules
which will include programming in sectors, as well as on strict control
of development of those industries under their jurisdiction,

2, Regional laws for industrial promotion

In Ecuador the following organizations are responsible for regional
development: the Austro Reconversion Centre, the Marab{ Rehabilitation
Centre, the Loja and Zamora Chinchipe Restitution Centre, the El Oro
Province Development Board, and most recently created, the Development
Corporaticn of the North., The work of these five regional development
corporations is producing excellent results for those regions of the country
which need to be stimulated into development. It is also more fruitful
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_and effective than of other organlzatlons at the provincial level, which
have a certain amount of political influence but have not con51stently
‘fUlfllled the functlons which have been assigned to them.

_ The grantlng of ‘special tax concessions for regions of poor industrial
development is one of the decentralization policies under consideration,

The Law of Azuay and Cafiar, of 195L, extended to the provinces of Loja, El Oro,
Esmeraldas and the Eastern Region, has been an effective step forward in

this respect, However, it needs remodelling and the inclusion’ of dynamlc
‘specifications whlch help industrial development._'

- There is no 1ndustr1al activity in Ecuador except in the provinces
of Guayas, Pichincha, Tungurahua, Manabi, Chimborazo, Jmbabura and Azuvay,
.and even among these, in Tungurahua, Manahi, Chimborazo, Imbabura and
Azuay, industrial development is very poors On the whole, provinces with
no industrial development should be the ones to receive special legal

‘gonicessions to encourage investment for the location of new industries,
The policy adopted up to now has been one of protecting frontier provinces
(exoeprarchl)unth special laws = provinces with no industrialization,
This policy was originally established.for Azuay and Cafiar, which suffered
a severe depression caused by theVSIump in exports of straw hats,

The policy of protection is a falr one, and the law will be remodelled
1n accordance with the followung points:

(1) that concessions granted be made subject to a progressive scale
of reduction which aids the dynamic development of euterprises
and gradually prepares them to compete on equal terms with
other 1ndustrles in the country.

(14) "dupllcatlon of concessions to be avoided under the General Law
‘of Industrial Promotion, .

‘(iii) to modify the formalities for the granting of concessions, taking
-+ the Law of Industrial Promotion as a basis for the procedures to
be adopted in each case.. - _

3. Tariff Eoliqg'

 The present tarriff might be~call§d‘protectionist, since it imposes
suitably heavy duties on products which compete with the domestic preduction,

i The official tarriff in force can be varied according to any changes

or modifications which may be needed in the tarriff items and thus forms
an instrument of industrial promotion. However, in spite of the substantial
- change which has been made in the official tarriff, administrative procedures
have in most cases rendered it in operative and have given it a lack of
flexibility in face of the changing conditions of the economy such that,
instead of being an instrument of promotion, it has become an obstacle to
industrial development,
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The organization which controls implementation of the tarriff is
the Central Bank of Ecuador; its exscutive activities in this sphere are
co-ordinated with exchange policy on the basis of previous deposits and import
lists., Products of necessary consumption and lwwury articles are listed
separately with the latter lisble to higher changes,

It may be said that the tariff policy measures have had good resulis
as regards the orientation of industrial activity. The import restrictions
have on many occasions accelerated or given the first impulse to the
installation of industrial enterprises which are now contributing to overall
economic growth of the country. '

The use of 1sriffs as an instrument of economic policy will be a
valuable element in achieving the goals laid down for the industrial sector.
In this respect, measures which have already been put into action with the
passing of the Law of Industrial Promotion, and which will be strengthened
and maintained in the future, are:

(i) partial or total exemption fram import duties for capital goods
which aid production; reduction or increase in duties for certain
raw materials or intermediate products, according to the progress
of industrial development§ imposition of suitable tariffs on
products which would cause harmful competition for national
production,

(ii) to foster assembly industries where this is practical, by
lowering the import duty on individual parts and increasing
it on assembled units; to encourage the use of a greater
proportion of home-produced parts by increasing the duty on those
which can be manufactured in the country; to encourazge a
home packaging industry of those articles where it mey be
practical and economical to do so, by lowering duties on
materdials and products imported in bulk, and increasing the
duties on the same products imported in packaged formj

(ii1) Tariff protection, apart from being for a fixed period and cne
which ecannot be prolonged, will be granted to industries which
satisfy certain requirements of quality and price.

In order to achieve the objectives proposed, the Foreign Trade
Council will create a permanent technical department (with a representative
of the National Programming Committee on its staff) which will use tariffs
as an instrument for industrial development. In this way, the National
Programming Committee and the technical department will act in close
co~operation with the aim of ensuring that its policy is compatible with
the goals and objectives laid down in the General Plan for Economic
Development, '
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h. Taxatlon nollqz

Artlcle 23 of the Industrial Development Law clearly states the
benefits which industrial enterprises can derive from accelerated
depreciation of their machinery (during 5 years 20 per cent of the value
of the investment).  This princirie, which is intended:to encourage
equipment renewal and thus to keep industry up to latest technological
advences, has perhaps not fulrllled its purpose in Ecuador, since industrial

machinery and equipment, excapt in'a very few cases, is never renewed in
such a2 short period,

‘The Industrial Promotion Law includes within its general benefits the
special tax deductions - according to which the taxable basis of income t:x
is determined = which may be made for sums reinvested or new investments
in all enterprises which have been granted protection. These deductions
have been of considerable effort in channelling the profits of indusirial
enterprises into reinvestment, and have thus helped produce a considerable
erpansion of ex;stlng industry.

The adoptlon of a taxatlon ‘policy favourable to 1ndustr1allzatlon
will result in a2 suitable allocation of funds in accordance with the
general proposzls of the plan, '

This taxation policy will be based on the follcw1ng

(i) removal of tax barrlers whlch affect or slow down 1ndustr1al
developnent., :

(i1) adoption of positive incentives for re-investment or for new
investments in industry;

(1i1) application of taxstion measures to discourage investment in.
activities which are socially less productive.

- Many aspects of current tax legislation act as serious obstacles to-
industrial development. For this reason, in order to reach the aims
assigned to the manufacturing sector, the government will introduce certain
reforms in industrisl taxation with the aim of easing the influx of capitsl,
Although the new Law of Industrial Promotion includes certain modifications
of this kind, changes are needed in the taxation system directly affecting
industry. Above all, action is also required outside industry with a -

view to directing 1nvestment towards 1ndustry as opposed to 1ess productlve
sectors, , . _

The remnval of taxation barriers will operate in the follcwzng new
fields: , ,
(i) - changes in the collection system of sales tax by applying the tax
to the aggregate value of an article, and not to the sales price.
- This avoids double taxation in the production process of an
article, which is against the interests of specialization and
increase in productivity.

J(ii) simplification
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{it) simplification and reduction of sdditionel import duties,
especially for industrizl pachinery and certain raw materials,
by establishing a single rate of duty and avoiding new taxes,
and

(iii) progressive implementation of payment of income tax in advance,
which is paid 75 per cent in advance and calculated on the
previous year's profit.

The following taxation measures will be sdopted to reduce speculation
and to direct available capital towards industry:

(1) the inclusion of income from ordinsry mortgage certificates in
income tax declarations.

(i1) pericdicel revision of real estate, in accordance with the law,
' in order to apply taxes besed on the actual commercial value
of property;

(iii) improvement in the system of payment of construction rights for
buildings which are to let, and

{iv) income from the letting of property to be considered taxable as
"umnearned income from capital”,

liost of the incentives for industry in the field of taxation are

included in the Law of Industrial Promotion; the new Income Tax law zlso
contains items which encourage investment in industry.

5. Treatment of foreign investment

Foreign capital receives no special treatment in Lcuador; the szme
laws are binding on the foreign investor 2s on the Ecuadorian entrepreneur,

As was mentioned above, foreign private investment in iadustry increasad
by 73 per cent between 1955 and 1964. All the same, the conctry will need
a gruater contribution of foreign capital than it has had in the past if the
propesed industirial development targets are ta be reached. Such capital,
especidlly when of private origin, brings with it technolegisel,
administrative, end merket know-how which is spread anong, ar<d becomes part
of, national ingdustrial experience, and which is just as important for
develicpment as the investment itself.

The follcwing measures, which have alrady begun to be put into
praciice, will be furthered in order to attract foreign capital:

(i) a cozporshensive survey of projosts in the rrogramce which are
congivered iadustrially practical, based on a system of
priorities, and the selection of projects worthy of investment;

/(ii) as far
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(i1) as far as a "friendly economic atmosphere" for foreign investment
is concerned, conditions in Ecuador c¢an be claimed to be favourable
there is no discrimination of foreign capital - it enjoys the
same guarantees as national capital, a friendly disposition
towards foreign investment, tariff privileges, etc., general and
specific promotion lawe are the same for foreign and national
entreprensurs, The country is historically and traditionally
better disposed towards foreign investment than many other
developing countries; the fact that there has never been a
single case of expropriation of foreign funds or property bears
this out; indeed, special contracts involving incentives and
privileges for foreign investment have been granted,

(iii) as pert of the guarantee and incentives offered to foreign
investment, efforts will be made in agreements with industrialigzed
countries to avoid double taxation, and to have Ecuador income tax
exemption recognized in the country of origin of the invesiment,
Specifications will be laid down concerning guarantees against
expropriation or nationalization (for a period of 20 years), and
remittance of dividends, interest, royalties and salaries, exchangs
and withdrawal of capital invested in the enterprise, and the
righte to introduce a reascnable number of foreign technicians and
executives, (for a period of 10 years), and

{(iv) systematic promotion will be carried out with the aim of
publicizing abroad the guarantees and incentives Ecuador is
offering to foreign investment, of propagating projects which are
industrially practical, and of helping investors in pre-investment

. procedures, The organizations in charge of this work have already
been formed, and have begun their activities,

6. Study and protection of natural resources

Obviously, the existence of natural rescurces would make the setting
up of industries more likely and more attractive, For this reason, systematic
prospection, surveying, and inventory of the country!s natural rescurces is
being organized and carried out under special government sponsorship, as one
of the most important factors in industrialization.

A detailed survey of the country's natural resources would take more
time than the period covered by the development programme; however, with
the survey carried out methodically according to priorities, as is being
dane, systematic results can be made use of in a few years as the survey
progresses,

Some surveys have already been started, and others will bagin when
the plan is put intc operation; all have detailed programmes and include:

(1) an aerophotogrammetric map of the country;

(ii) detailed mining prospection, with priorities according to zones
and products;
/(iii) survey
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(iii). = survey df hydrologlcal resources i‘or hydro-electr:.c schemes,
--'-:.rra.ga,ta.on canals, and water suppiy, i

(iv) inventory of forest.ry resources, and’ forestry develo;xnent plan,
- and

{v)  survey of fishery resources.

These programmes and their operatlon are all of vital mportance for
the industrial and economic development of Ecuador.’ However, there are
gome partial surveys which will have priority for the country's industrial
future: the foresiry inventory of Esmeraldzs, for the installation of wood-
pulp and paper mills; a thorough research into the availadbility of natursl
gas, for use either as fuel or for the development of important petro=-
chemical industries; prospecting and locating of sufficient iron ore and
coa}. for the :Lnst.allauon of steel—manufacturmg plants, atec,

: For the carrying out and supervision of the survey programues for
natural resources, a Department of Resource Surveying has been formed in the.
Minigtry of Agriculture, and it is likely that a Resource Surveylng Sector
will be formed in the National Programming Committee. :

Some prograimes have already been started with the technical and
financial- assistance of international organizations, and steps are being
lt.aken to put the rema.mmg programues into effect. :

o, Enmloymnt Admimstmtlon

The most mpoz*tant of Ecuador's resources is probably J:ts monpower s
however, because of its apparent abundance, it has been rather neglected,

- A well~defined policy of employmént administration will-be carried out
under the Ministry of Labour and Social Security, and will meinly concern -
the following points: the setting up of ari employment service and
employment centres in the country's principal citiesj ‘bralnl"xg of the
manpower required by economie¢ and industrial developmen‘b" and ‘industrial’
hygiene and safety. - .

(a) %h{:_n%nt' services and mobility of manpowor. Mob:.l:x.ty of- manpower
is essential Tor indusirial deve opment, so much 8o that-a clearly defined

policy is required, and one which is co~ordinated with development plars. ,

The general projects of the development plan, when broken down mto
different sectors, show a required rate of growth for the manufacturing
sector in which a certain rate of growthin labour force is 4lso involved.
For this reason, it is not sufficient merely to direct the necessary total
of investment rescurces towards intlustry, but also to impose upon it the
additional need to absorb manpower. .
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: In order that the manufacturing sector may suitably meet'tﬁie_‘
requirement, a detailed policy will be put into operation which eases the
mokility of manpower according to the needs of industrial development.

- The centrel government will establish employment cenbres with suitable
technlcal control in the most important cities throughout the country, with
' the a&m of achieving the proposals outlined above,

The 1ndustr1allzatlon of Beuader needs human material skilled in

- industrial labour, and becauge of the shortcomings in the present educational
and labour-iraining systems, promotxcn policy will lay special emphasis on
measures which remove these obstacles znd which can supply industry w1th

" the necessary personnel for dynamlc development.

(n) The Lraining of exceubives, The executive and administrative

side of induztry bhas not been fully ceveloped becuase of factors such as

the poor lavel ¢f development of the manufacturing sector, the legal

constitution of avterprises, the lack of training establishments, and the
" abzence of large-scale enterprises with capltal contrlbution from 1arge

.- groups of sharehoclders, etc. S

It is therefore necessary to take actlon to remedy a situation '
. which coula bold up induptrlal development and programnatlon.

The training of technlcal and administrative personnel w111 be carried
cout in two flields: Improved training of executives in present enterprises,
. -and the training of new personnel to satlsy the requirenents caused by

- future growth in 1ndustry.

Improvement in the technlcal level of executive staff will be carried
out with short courses at varying levels under the direction of the
Development Centre (CENDES) with the help of the International Labour
‘Organlzatlon.

The tralnlng of admlnlstratlve technlclans will be scaled according
to the time available, and other to conditions prevalent in the co_unt.ry.‘

The follow1ng Short-term measures w1ll be adopted‘
~ - Ta send pre-selected graduates on: trainlng courses abroad..

- Specialization of teachers in technical subgecte, in order to
improve teachlng condltlons in exletlng technlcal 1nstitutlons.

»eryThe introductlon of foreign.technlcians to co-cperate in the training
~ of nationals; and to adm;nlster or help in ‘the admlnistration of
new enterprises, .-

.The long=term policy for the’ development of executive treining will be

: the. formatlon and improvement of university faculties for this type
of education.

/University engineering
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University engineering and economies syllabuses will become integrated
for administration subjects, with the aim of training graduates for
executive posts in indusiries,

The armed forces will also co-operate in the training programme, by
organizing courses on administration for high-ranking officers.

() IMempower training programmss., Training and instruction programmes

for irdostrial manpower have bLeesn suppiied by the fiscal, municipal and

private vechnical collsges and schools, There are 27 of those institutions

in Ecuador, which with their differsnt spe:ialized courses (mechanies, carpentry,
radio technics, electricity, plumbing, tailoring, motor vehicle mechanics,
inuistrial mechenics and general pre-vocational education) have been making
isictaed contributions to industry's needs. It is also worth mentioning

that, apart from these technicsl sehools, there are 37 centres whose work

might be considersd a contribution to industry or as providing the educational
bagis (e.g. in tacir courses om cloth cutting and sewing, embroidery and
dressmaking in geveral) for the future formation of small-scale enterprises,

It is not yet possible to access the services applied by these training
centres in relation to the manpower demands of the industrial sector because
it is only recentiy that Ecuvador has begun to undertske training and
instruction work on the basis of the needs which are arising, Nevertheless,
some contribution has been made to the training of manpower belonging to

~existing marufacturing enterprises or to enterprises recently established.

The circumstances in which the training programmes came to be organized
put their firancing into the hands of the Statej they are financed as a part
of the public expenditure, in accordance with the budget allocations
egtablished every year.

Up till now there has been no link between the private sector and the
training programmes. The private sector has only sporadically taken part in
the programmes or provided facilities for the training of their personnel,
Nevertheless, the entrepreneurs are now beginning to alter their attitude and
it is hoped that a climste of understending will be created by the specific
prograimes, '

Training courses in shoemaking and ceramics have been established for
artisan and small-scale industrial manpower with the help of IDA experts.
These courses will be supplemented with others in mechanics, cabinet-making,
wearing apparel, etc.

The creation of a design centre, to be attached to the Faculty of
Architecture of the Central University, is being considered as a possibility
for the immediate future, The most important contribution to manpower
training will be the creation of the professional training service,

Another projéct'which‘is being considered for the future concerns the
field of training for the small-scale industrialist. The first steps towards

/preparing this




- 43 -

‘preparing this project and applying for aid'froﬁ'the Unitéd NaﬁionS'Special
Fund through the International Labour Organization are now: being made,

As regards profe581onal training, the creation of the professional
training service {SECAP) has alresdy been fixed for 1967.: This organization
will have a grant from the budget and will also receive a contrlbutlan from
workers and labourers. s :

Shortcomings in manpower treining are noticeable at all skilled levels,
from sewd-skilled workevs up to top~level technicians, It is intended to put
industrial pclicy intc acticn at ail these levels in order to flll present
vacancies and account for future ce4lclts. ' .

The following systematic measures will be put into practice: i

= The organization of training courses for skilled or semi-skilled
‘workers o2 become techniciszns or assistants, Theses courses would
give instruction in new irndustrial production techniques according
to the needs of industry, and at the same time have the effect ‘of
raising the cultural level of personnel.

~ Ths dlreating of" technlcal education in technical schools and
higher eduecation establishments towards the rzquirements of
ecchomic and industrial development; -and the supply of enough
equipment, teaching aids, and laboratories suitable for all—round
training of skilled profe551onal men ‘end technlczans.

~ Scholarship programmes based on prlorltles accordlng to enmﬂnyment
and qualifications, for training within the country or for
specizlization abroad, of skilled workers, technicians, foremen ,
and supervisors, and engineers, as well as for the specialization of
"teaching staff of educational establishments,

Industry will need skilled help from abroad in the form of supervisorS‘
and technicians, particularly to fill short-term needs. Similarly, the s
government .will contract the :foreign personnel needed in educational -
establishments and in advisory capacities for enterprlses. Special migration
of selected personnel'will also be encouraged.

The Ministries of Social Welfare and Education, as well as the
Nationszl Programming Cammittee and:thé Development Centrée, will be the
organizations responsible for carrying out the persomnel.training programmes
and for co-ordination work with 1ndustr1al leglslatlve bodles, enterprlses,
and trade union organlzatlons. e o .

(a) Indnstr&g& nggene and safeyz : Industrlal hyglens -and aafety

are social and economic necessities, Labour accidents and damage to
equipment, adversely effect the country's economw and the health of its
citizens, Apart. from its duty to protect the welfare and health of the o
population, the government has a:vital ‘economic intereat in promoting
1ndustr1a1 securlty as part of its 1ndustrial devglopment policy. -
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The policy to be put into effect by the government through its
specialized technical organizetions (the Ministry of Social Welfare and CENDES)
covers the following pointe:

= Mcdern. industrial safety legislation which protects the worker and
helps to improve the productivity of enterprises.

- The limiting of industrial zones in cities in order to protect the
inhabitants as a whols from dangers such as air and water pollution,
ncise, el:.,

- A permanent educational campaign for industrial safety, as part of
the programme to increase productivity in enterprises.

- Training of specialicts and inspectors in industrial safety, for the
ingtruction of workers in safety practices, and to keep persornel
ceastantly aware of the dangers by means of publicity and safety
posters. . .

- The setting up of industrial hygiene centres under the health plan,
which will include the cities of Guayaquil, Quito, and Cuenca in its
‘first stage, and will eventually spread to the other industrial cities,

8., Promotion policy for manufacturing exports

Beuador pfovides no joint, organized promotion for exports of industrial
products, as it does for artisan production, which is centrally promoted
by a specialized organization, OCEPA,

: It can be said that promotion of the industrial sector, by which it
is helped to win markets in LAFTA and other parts of the world, exists,but
only on an individualistic basis,

It is expected, however, that if the concrete short~and medium-term
possibilities which have been analysed are realized, the value of manufacturnng
exports will rise from 114 million sucres in 1964 to 275 million in 1968 and
to 523 million in 1973. Among the manmufactures showing the best prospects
are semi=processed chocolate, fruit juices and preserved frult castor oil,
plywood, pellitory extract., (See statistical annex.) .

'9, Provisions in aid of small-spale industry

The organizations responsible for carrying out development programmes in
aid of small-scale industry are: the Ministry of Industry and Trades . -
Department of Artisan Activity and Small-Scale Industry, the Industrial
Extension Section of the Development Centre, OCEPA and, as the credit
institution for the sector, the Development Bank. It is important to notice’
that a serious obstacle to the normal growth of smalle-scale industry arises
from the lack of uniformity in these organizations' criteria:for distinguishing
small=-scale enterprises from artisan workshops and mediumw-scale industrial
establishments. The Dovelopment Law for Artisan Activity and Small-Scale
Industry defines the latter as industry which has a predominance of mechanical
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over manual operation, is ‘engaged in processing, including alteration of the
form of, raw materials and semi-manufactured products so as to produce

firal or intermediate goods, and whose fixed. a»sets excluding land and
buildings, do not exceed 200 thousand sucres. The Development Bank, bases its
leans to this scctor.on @ definition of the small-scale industrialist or
j“small-ucade artizan 4s a person engaged in any of the above activites, which

* is of amall economic capacity, whose fixed assets, depreciated as to date,

in mb.nl.ery, equipment and tonls do -not exceed 50 thousand sucres, and whose
gross annLa_ production value does not exceed 150 thousand sucres.

: The Natlonal Finance Corporatiom's regulation é for the operatlons of
its special development and securities fund for small-scale industry states
thzi for the purposes of the operations of the fund any indvstrialist whose net
capital does not ciceed 200 thousand sucres will be classified as small-scale,

By ret capital is wunderstood the difference between the entrepreneurs
assets and nis 17 "bilities to -third parties, that is, the whole of the
private rescurces which the -industrialist, whether of real or legal perscnality,
has contributed to the exploitation of his enterprise {paid-up share capital,
capital reserves, accumulz ted proflts, additional furnishings of capital).

" The 4 sparlty of these crlterla for determlnlng vwhat is to count aa
small=scale industry is extremely obvious,. .

- A bagic factor in the transformation of present artisan activity or
incipient small-scale industry into dynamic and productive small-scale
industry is the: training of small-scale entrepreneurs, who may either be
-drawn from the present class of manufacturing artisans or from young people
vho desire to dedicate themselves to these activities, We believe that a
positive step towards the training of the small-scale entrepreneurs of the
- future would be the creation of a training centre with assistance from ILO
given under the United Nations Special Fund Programme. If backed up by
sufficient credit with suitable conditions this would enable the programmed
development 1n thls field gradually to be achieved.

The Developmsnt Law for Artlsan Act1v1ty and SmallyScale Industry
“-constitutes a fundamental industrial policy measure in aid of small-scale
industry, since it establishes tax incentlves and special provisions for

_ encoursging artisan manufacturing to develop into dynamic small-scale industry..
- Besides this legal instrument, there is a specialized organization « OCEPA
concerned with promoting exports of articles produced by artisan activity and
small-scale industry. OCEPA's budget derives from the Ministry of Industry
and. Trade and it is governed in matters of pollcy and field of action hy a
board of directors. L . s

Ecuador has no enterprises working ‘under sub-contract. The existing
industrial enterprises carry out the whole of process of menufacturing or
purchasing raw masterials (usually fro othets’ of their own activity) as
can be seen in the case of smooth: fabric yarns. The installation of further
larger-scale enterprises in the country will probabiy create new opportunitles
of 5ub-contracted work for small-scale industries, -
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Industrial complexes for both medium scale industry and small-scale
groups are now beginning to be installed in Ecuador. An example is that
programmed for the city of Cuenca, which is now under construction. The
programue has also got under way in the city of Ibarra where it comprises
activities of the footwear, furniture and metzl~transforming branches; it
is planned to exiend it to further branches. In the city of Tulcan a complex
consisteing of 7. industrial wings for small-scale industries of the footwear,
wearing appsrel, carpentry, metal-transforming, hard fibre and other branches
is to be installed,

These complestes have been organized under the auspices of resional
entities, of the Government and of the production co-operatives., For the
Cuerica complex zssistance from the United Nations Special Fund has been
appiied for,.

As regards co=operztive orgsnizations, the Programme of Artisan
Activity esu abl¢u ad that the development of artisan activity inte
smell-scale indvstry should be furticred by bringing together groups of a
certain number of WOrkshops which, under a co-operative system, would then
all together be trmnsformed into a single smell-scale industry., The same
programme contains a far-reaching project for co-operatives which assist
production by providing common services, The essential pattern of these
co=operatives will be common use of mechinery whose hizh cost would have
prevented individual purchase.

Production co-operatzves have so far been established in the provinces
of TLngurmhua (wearing apparel and footwear), Imbabura (metal-transforming,
carpentry, saddel and harmess making and footwear, fibres), loja (wearing
apparsl and carpentry), There are sales co-operatives in Guayas, Imbabura
and Carchi. Even though the National Development Bank provides an ample
credit hire for smalle~scale industrialists, there are no credit co-operatives
in the field of small<scale industry in Ecuador. Practice has proved that,
given the very special characteristics of the artisan and small~-scale
industrialist, though production co-operatives may not give satisfactory
results, common servmces systems for a3615t1ng productlon end sales most
certainly do. -

Technical a551stance for small~scale industries is provided through the
Industrlal Extenolon Section of the Development Centre,

The technlcal assistance supplied by this institution reaches as far
as the level of the workshop or small-scale industry itself., Besides this
CENLES makes feasibility studies on which projects conforming to the special
conditions and peculiarities of each province and of each particular branch of
industry selected can be based, ‘

lﬂg Technologgcal research

In industry, technological research has been practically non=-existent;
"new techniques and processes have all been introduced into Eeuador from

/ induaﬁriallzed count.riea,




- 47 =

industrialized,cbuntries, without taking into account the differences which
exist in available resources.. Higher education establishments have not been
. able to give sufficient support in this field owing to education deflclenCIGS
and lack of necessary means and equipment, : - :

. In order to achieve a gradual removal of these obstacies, the country
will establiczh a definite programme of tecbnlcal research and study based
oh the fellowingt

- Donstion of equipment, laboratories, and materials to research -
institutes, universities; ond technical schools, with the aim of
supplementlng students! education with applied technical research.
Puring the first stage of the programme, this equipment will also .
be used for tecnnologlcal reserarch at post-graduate and professional
level, _

=, Wzste cof human resources will be avoided by specializing the
different faculties in cerhein fields of research, as well as by -
gearing research work to pre-established aims, A technological -
research programming committee formed by research centres and by
‘representatives of government technical organizations will plan
and superv1sé the work to be carried out., This committee will
later become the dirsctorate of the Technologlcal Instltute, which
" has not yet come into. being. : . .

~ A second stage in the technological research programme, according
- to the list of priorities, will be the creation of the Technological
* Institute. The main task of this Institute will be to advise..
industry and to solve ‘technical problems which may arise; this:
will aupnlement the economic programme to be carried out by CENﬁES

11. Industrial standardization

Nothing - has yet been done towards preparing technical standards in
the field of-industry. ~The Manufacturing Programme, hcwever, includes a
preliminary survey of what needs to be done ‘in connexion with the ..
standardizatlon of industrial products. ‘

A programme for aetermlning standards, partlcularly qpallty standards,
is to be carried out by the Ministry of Industry-and Trade, which ought to.-
glve it high priority.

12, The goverrment's role in industry -

The policy of the'development programme is that private enterprise -
should teke on the main responsibility for industrialization,. On this .
principal, the government will examine its investments in this sector, and-
consider industries from the point of view of their social utility. and -
efficiency, with the aim of either'handlng industries. over to private.: -
enterprise, or keeping them under government control, but at'a high level -
of efficiency - this step will be carried out on the basis of management
contracts,

-
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The government will meke industrial investments only in exceptional

" cases: to protect the interests of the commumnity, or to carry out pioneer.
work in basic projects for industrizl development, particularly in backward
areas, where heavy investments are involved, and which private enterprlae
would find diffisult to make,

There are some important practical industrisl projects included in the
industrial development programme which are essential factors for its
completion becauss of the effect they have on induatry itself and on other
economic activities, Such projects are, for exampie, the naval dockyard for
shipbuilding and shipping repairs; the coal-processing plants, which make
up for the insufficient exploitation of petroleum; the wood-pulp and
paper plant, to setisfy the high consumption required by the manufacture of
cardhoard boxes for bancna exvort., 4n intensive campaign will be carried out
in national and foreign private investment circles to promote these projects;
however, iz a certain amount of time lapses, and no interest in the projects
is shown, the govmmment will take charge of putting into operation projects
considered of basic importance for the normal evolution of the country’s
economic develoument plan.

In accordance with established prineciples the government is at present
developing tne Tobabuela sugar-mill and the Guapén cement factory
projects by means of social security funds, A techniczl aid mission is
studying these and other government industrial enterprises, in order to
establlsh & working policy,

The industrial programme also includes the creation of a Finance
Corporation, dependent on the govermnment, designed to put into practice
projects which need goverrment intervention, either in the form of
helping to start up or finance enterprises, or of directly taking over
their organization and operation and to hand them over to private enterprise
after a suitable period of time.

13, Finenecial policy in industry and its organization

(3) Financing of the industrial programme

_ In order to achieve the planned increase in gross product for the
manufacturing sector, it has been estimated that net investment in industry
will have to reach the figure of 463.7 million sucres per year between 1964

and 1973. :

In addition to the net investment figure, stock replacement or increase
has to be considered; this would make a total of gross investment and
necessary stock increase for the decade 1964~-1973, of 786.9 million sucres
per year. If the amount of financial investment, such as acquisition of
old assets, bonds, ete, is added to the above figure, the total amount of
resources needed to attain the high levels of investment would reach

858 milljon sucres per year, This is the financial objective which will
have to be met by national saving. and foreign capital,
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In the chapter referring to projections of capital requlrements and
financement, general explanations are given which may prmre useful in
defining a finance policy.

The effort behind investment will be intense, and for this reason
it is necessary tc construct a suitable legal framework, and to modernize,
modify or crente the necessary institutions for a massive movement of
funds directed towards industry,

{b) I'vnar'r'.nl 3 stit b_Lons, _toegislation, and mobi 1ization oi‘ cap.Ltal

Government financial policy will be guided along two main lines. The
first concerns the formation of a suitable legal framework for the
orguitization of medorn institutions, both publie and private, which would
diract the large-c-ale movement of capital towards indusiry; the second
deals with the government organizations.and the promotion of private )
organizatinas which are considered to be of immediate necessity, and which
will be mentivned later,

On the legal side, government action will include commercial and 7
banking legislation, and specifically, the introduction of reforms considered

as indispenzable in the Commercial Code, the Monetary Control Law, and the
General Barking Lew,

(i) Commercial Code reform, The Commercial Code at present in force is
out, of dete, and many of its articles are obstacles which must be removed
in the interests of accelerating the process of industrlalmation. The
. generzl. aspects of the reform are:

(a) Changes in the classification of "businesses" and activities under
the heading of “commercial transactions', whereby authorization
to carry out industrizl activities automatically permits the
practice of “commereiszl transactions™;

(b) Provisions concerning the use of modarn systems of mechnized
accounting}

(e) Appropriate regulata.ons concerning labellmg, text (sa.les
literature and instructions), trr,de marks and patents; end

{(d) Popularization of the system of credit. buying, at the same time
setting up efficient legal proceedings for cases where the buyer
fails to honour his agreement.

Reforms will be introduced in legislation concerning the structure of
canpanies which will pernit the formatioh of groups of persons or capital
into companies, capable of attracting private savings and canalizing ‘bhem
towards mdustry. The more relevant are: - ,

(2) Limited lisbility companies, into which category would be admitted
: enterprises in the hands of a small number of persons who wish to
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cperate jointly and pi-ivatew, in a compan;)'r'with 'legal- axﬁ;dnoiny,
and with the adventage of a liebility lindted to the va,lue oi‘
their capital. contrlbution, and ‘ : ‘ ,

(b) ,utOCk rompan:l.es with reglstered shares, with rlghts to sell
shares to the public, thus mr.knrg poqsn)le the formetion of ,
large-sclae enterprises ownea bg a large nmnbex of shareholders.

Ingislaticn concerning _“mlted 1_ab3_11ty ccmpanies would enable .
entercrisss with 2 small number of pariners, or fa.mly concerns (wh:.ch
formed themselves inte stock \,ompa_n,a with the main’ object of limiting -
llab“llty to the amount: invested, sndiof ma}mg the transfer of goods
eacizr) to retain their essentlally private hature and to. continue enjoying:
the "enefits which induced them to form themselves i.nto stock companies -
without re=lly being in.such & category, On the other hand, the new
legislaticn conceviiing stock companies would make capitalization of the
more imporiant cn;uanles through the public issue of stocks and shares
easler, because vi the confidence thet government superv:.slon insplres in o
the :anest:_ng public, '

As & comﬁp‘r ‘part of these leval measures, the Department for Sunervision
of Stock Corpanizs has been onr gan:.zed to give public supervision or control ‘
. of t.he i‘indnrlal practlcc.s of companies which oﬁ‘er shc.res to the publlc. N

- The lcgal reforms concernlng cap:z.tal societies are indispensable for
a prasperons and active stock market, No other measure of govermment finance
policy will be able to stimulzte such a market unless a sufficient number of
share certificates becomes available under suitable control, In this respect,
stock companies under _proper supervision -should form in the future important
sources of securities, It would be préeferable for the circulation and issue
of stucks bi companies not to be restricted merely to ordinary shares of
variable dividend, but to mclude preference shares and bonds m.th a fixed
rate of :mt-erest. - ‘

(3i) Reform of the G-eneml Banking Law_and the Monetam Control Law,. -
These laws .,t.lpulate the character, functions, and interrelations of  financial
institutions, and in particular banks, which are suthorized to operate in
Ecuador, Unfortunately, these laws restrict banking trapsactions and services
to operations and periods of time whi¢h are ofily suitable for commercial
transactions, Such restrictions prevent banks from suitably serving the
needs of industiy, and form obstacles for the creation of specialized
organizations for industrial fmancement wit.hin the present bank:.ng system. '

A reform of the ’oankmg laws is therefore conmdered a fundamental pa.rt
of government policy for f:.nancing industry, in order.to sllow greater. . -
flexibility of transactions in existing banks;-and prmclpally to permit the _
formation of industrizl banks and investment banks in their own right.. ‘The .
setting up of such privete.banking mstlt,ut:.ons 18 ind;spensable for the -
mobilization of na‘bional, and especially foreign ¢dpital towards industry,

. and is a necessary inst.mment for the development of a stock market,
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There can therefore be no doubt that a reform of banking legislation,
..and in particular of the Honetary Control Law and of the Genersl Banklnn
.. Law, is the only way of creatlng a modern and co~ordinated finencial-

- structure.’ This structure is not, only required for furthering productlve

activity at the rate required for development, but zlso as an 1nstrument
. for a better administration of monetary and loan p011c1es.' o

_ In the administrative field, direct govnrnment actlon for creatlng
instruments to control industrisl programme financement has been ainmed ot
the creation of a Nationzl Finance Corporation on the basis of the National
Stocks and Shares Cammission; the organization of a stock morket, and
improving the system of promotion banks, In the private sector the 1/
government will also take part in the promotion of industrial banks,

of finance companies for credit selling, and of other finencial organizatiovs
which are considered necessary to direct capital towards industry, make
_capltallzatlon easier, and activate production and- dlstrlbutlon.

. The National Finance Corporatlon, acting as a government organization,
and the industrizl banks as private institutions, have similar purpcses
fundamentsally, In any case, it is desirable that no monopoly in financial
investment can exist, The two fields of action do differ however, since the
National Finance Corporation {as explained previously) will msinly deal
with the premotion of essential industries which are beyond the scope of
private enterprise because of their size or complexity, or which in spite
‘of their high social importance, may have little immediate interest from a
catmercial point of view; while industrial banks will mainly be concerned
with projects that are practicable without government aid.,

The projects designed to launch the above institutions w111 be
financed prlnclpally by the creation of stock companies having their shares
. totally or partially absorbed at the beginning, and afterwards circulated
. among the public,. Another possibility open to these institutions is to

issue thelr own certlficates for c1rcu1atlon 1n or out51de the country,

The stock market will arise as a spontaneous result of the legal
changes and administrative reforms in the field of finance. The greater
availability of share certificates and their increased liquidity due to
the presence of organizations and individuals prepared to negotiate them,

- will intensify the flow of financial transactions, accustom the public to
this type of investment, and will also.attract to this country national
capital invested abroad in search of greater security or llquldity, in spite
of the 1ow dlvidend. ‘

1/  The nsmes under which such banks are 1égalky constituted might be:
industrial development banks; private 1ndustr1al-f1nance corporztions
industrial finance companies, etc.

/1. Industrisl
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14+ Industrisl promotion

{a) The organization of industrial promotion

In order to achieve the high level of investment in the privete sector
which was referred to previously, high pressure promotion will be carried
out, capable of afttracting capital and of channeling it towards the industrial
projects laid down in the programme,

Promotion of the programme, of the projects, and of foreign loans are
three different phases of industrial promotion which will be closely linked
together. The National Programming Committee and the Industrial Development
Centre share the responsibility of performing the task of promotion, and the
government will continue to support these two institutions and supply them
with the necessary means. to carry out their duties efficiently,

(b) Promotion of the industrial programme

The industrial developmenit programme will be made known and debeted
awong ministries and other government departments a2s well as among private
sector institutions, so that a clear impression can be formed of the effort
that industrial development means,

The Programming Committee will be in contact with the government officials
belonging to organizations active in industrial promotion, in order that
they may feel themselves closely identified with the programme; The Committee
will explain to them development plans and projects, the goals which have to
be reached, the difficulties which have to be overcome, etc., The government
will give full support to this diffusion of the industrial programme,

Similarly, promotion in the private sector will be carried out at
top-level meetings of industrial entrepreneurs, according to their different
industrial activities, to explain the gosls to be reached, projects in which
investments have to be made, the incentives offered and those which can be
accepted, the services that different governmental departments are able to
offer industry at present and in the future, etc.

(c) Promotion of industrial projects.

Of the many specific projects which the industrial development programme
has drawn up, some will be promoted within the country, and others abroad;
in the latter category are included large=-scale progects, or those of a
complicated technological nature.

' The promotion of projects will be along the following lines:
(i) Feasibility surveys of a preliminary, comprehensive, or engineering

nature, depending on the importance of the proaect and on its priority

rating 3
/{ii) Propagation




-53 =

(i1) Propagation of the projects among n:iional or foreign investors,
depending on the simplicity or complexity of the 1ndustr1es under promotlon,

(iii) Government action in the form of measures which would favour the
investor's decision to go through with the investmwentjand

(iv) Encouragement for the investor throughout all the stages: from
the decision to go ahead with the project, negobiation of privileges, benefits,
loans, etc., to putting the project into operatlon and the actusl working of
“the particulsr enterprise,

The promotion department of the National Programming Committee and
CENDES, will prepare a yearly promotlon programme based on the industrial
development programme.

(d) Promotion of foreign loans for industry

The promotion of foreign loans, which would form a part of the total
financial resources needed by industry, is extremely important in furthering
the industrial development policy. The object of such promotion is to ensure
that Ecuador makes maximum use of available potentisl loans, by presenting
to the banks concerned, carefully planned projects and applications, - -

The Foreign Loans Section of the National Programming Committee is the
specialized organization which will handle applications for foreign lcans,
and help in preparing projects and applications in accordance with the
requirements of the banks involved,

The most'impoftant duties of the Section are:

(1) to inform the private sector of the financement possibilities
available in national or in forelgn banks, w1th a recommendatlon of the
most suitable;

(ii) to act in an advisory capacity in submitting projects and
applications for loans; .

(iii) to help in the formalities connected with appllca¥1ons in order
to speed up the process; and

(iv) to co~operate with the 1nternatlonal credit organlzatlons 1n their.
negotiations 1n Ecuador,

15. The most important ifems in industrial expansion

This chopter deals with the most important projects of industrial
expansion, which promotion and development policies will have to consider

as high priority to reach the established goals, o f»*,-' -

These projects are important for the country's éconoﬁic and industrial
expansion because of the repercussions they have in other sectors, the -

amount of labour they require, their capaolty to produce or save CUrrency, etes .

/{1) Food;
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(i) Food; this item represents the rost important industrial activity
in Ecuador, - By making full use of the high agricultural productivity in
many fields, industries based on food and food products will be developed,
with & view to entering export markets, This would be the case of suger,
for example, which is already an important export item; milk products;
tinned fruit and fruit juices; tinned fish; refined and semi~refined
chocolate; flour; and dehydrated banana, There are also items which are in
a favourable position for import substitution, for example: cruds vejehsile
oile, powdered milk, and porridge oats, all of which are closely depend:r.it
on agricultural development, Furthermore, some projects will be ccnsidered
to satisfy honie demand: modern irrigation canals, milk products, and salt
among the most important.

(ii) Cigerettes, cigars, ete. offsr good scope for industrialization &3
a2 substitue for the insorted product, and also for export., The first stage
of the development policy in this field will be to produce cigarettes in this
country using a larg: pircportion of imported raw material; as the programme
of tobacco cultivaticn advances, the foreign raw material will be graduslly
replaced, while care wilil be taken not to deteriorate tha mmality of the
product. The second stage of the programme corczias tho =xport of manulzctured
tobacco goods in the form of cigars, to meet ths unsatisfied deowand created
by the withdrawal from the markest of Cuban cigars,

(iii) Textiles, ancther of the more important industriss operating at
preseni, still has very mucn room for expansion and improvement in the

following fields: combed cotton, closely linked to the development ol
agricultural production; sewing thread and knitting wool; woollen fabrics
{cashmere); and hard fibre cables and fabrics which are foreseen as an
important item for specialization and export in the future. The finishing
plants are of special importance for development and specialization in textiles;
these provide efficient service for all existing fabrics, thereby improving
their guality and price and enabling them to compete on go-ds terms in the
market;

(iv) Wood, There are important possibilities for future development in
industries connected with wood: the production of veneered wood to ment the
as yet undeveloped home market, with good chances for export; prefabricated
wooden houses at low cost, intended to fulfil a social need in coastal towns;
the manufacture of panels for buildings, etc,

(v) In paper and cardboard industries, the production of kraft paper
and wrapping paper are highly important items in develomment plans, %The exports
of bananas in corrugated cardboard boxes for which paper is a raw material,
is creating a demand which will reach considerable quantities within a few
years. -

(vi) Leather industry expansion forms the basis of achieving the
production goals designed to meet the home demand for footwear. Development.
plans for cattle will not be sufficient for supplying enough hides feor
tanning, which makes the promotion of tanning industries for pigskins
indispensable to make wp for the conséquent shortage, This item is one which
has not yet been developed in the country.. =

/(vii) Bubber, .
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(vii} Rubber. The setting up and operation of the tyre factory st Cuenca
is an 1mportant step in the industrialization process, However, it will have
to be supplemented by home production of the principal raw material, as
established in the agricultural development plan, There are alsc some items
of lesser importance: rubber threads; sheets, and tiles for floorlng, and
‘miscellaneus. articles,

(viii) The chemical industry offers varied p0381b111tles for expansion
which are highly important for the country!s industrial develoment: -in
basis chemicals, the productlon of sulphuric acid and caustic soda for
‘industrial consumption; in non-edible oils and fats, the setting up of plonts
throughout the country for producing balanced foods to satisfy a market not
yetl developed, and to help cover the shortage of animal food thus aiding
cattle .development plans together with the installation of castor oil- reflnLJg
plants which partly satisfy home demand and offer good’ possibilities in
foreign markets., In pharmaceutical and toilet Products there-is wide scope
for subtitution. in some 1tems, and 90551b111t1es which. have already been
confirmed, of &n advantageous position in -Central American markets, -
Fertlllzers and- insecticides, is a field in which plants for the production
of chemical fertilizers and pyrethrum extract for export have already been
installed and are being installed; plans have also been made for the production
of organic fertilizers and insecticides.

(ix)} Petroléum products and coal products. The exploitation of the
coalfields in the south of the country by means of processing and refining

plants, is an extremely important item in the development plans., Its
importance depends on the rather uncertain future of the production growth of
crude petroleum, but exploitation of these coalfields would help to cover

the huge demands for fuel contained in the plan., The mining development
programme contains the preliminary work which will have to be carried out,

to which high priority has been given,

(x) The non-metallic mineral msnufactures offer scope for substitution
as the development programme progresses. & first stage will be the development
of projects for ceramic tableware and sanitary fixtures, glass containers, and
tableware; and a second stage will include the manufecture of sheet glass.

The Guapén cement plan, now under construction, will begin production in 1946
and together with the two other existing plants will meet the heavy demand
arising from the completion of housing and private and public works programmes.
Another important item in this field is the development of the project for
asbestos-cement piping, of great advantage to drainage programmes, and whiclh
will even be able to replace iron and steel piping to some extent.

- {x1) In basic metals industries, the country has reached no level of
development whatsoever; but there are concrete projects under consideration
for the manufacture of structural steel from scrap, wire-drawing, and
welded tubing, all of which will prepare the field for a heavy iron aad
steel industry on a long-term basis,

(xii) Motal-transforming industries are probably the most important
items in the couniry's industrial development, and for this reason development
policy will lay special emphasis on their promotion and growth, The

/possibilities of
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possibilities of expansion are extremsly varied, but the most important are
the manufacture of agriculturel and crafismen's hand tools, agricultural and
industrial machlnery of simple design, fittings for constructlon, iron
tableware, enamel ware, and cutlery.

General gssembly industries and paval dockyard project are worthy of

a special mention,

The govermment has been backing assembly projects, and will continue to
do so following an established policy of fostering those ltems considered
beneficial to the country. Important projects are already being carried out
for the assembly of refrigerators and freezers, and metal bodies for wvehiclcr,
while projects ere being promoted for assembling radio and television sets,
domestic electrical appliances,sewing machines and typewriters, among others.

The naval dockyard for the construction and repair of ships, taking
advantage as it does of Ecuador's stretegic position on the continent, could
become the largest-scale undertaking in the country. The dockyard will
principally make use of naval equipment, and the project will be completed in
three stages which have already been established and studied.

[iaapter IV
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 Chapter IV
EXTERNAL ASSISTANCE FOR INDUSTRIAL LEVELORMENT

1. Financial assistance

External financizl assistance is of vital importance for carrying out
the Industrial Programme, The credits which have been obtained z‘e‘cen‘tly
are as follows: ' LT

(i) From IDA, 5 million dollars, of which 3,22&,000 hes been approved
for use in particular credits and 1,062,000 so far disbursed.
This credit is administered by therﬁational Finance Corporation,

© (ii) From IDB, through the Naticnal Development Ban¥, 6 million dollers,
" half of which was allocated for industrial and half for agrzcultUral
credit. The whole of the ‘industrial share has been used;
1,8004133 dollars of the agrlcultural share remalns.

"Ever since the National Finance Corperation was first establlshed it
has been the sole state organization through which industrial credlt is
thannelled, '

Application has been made for further credits of 5 mllllon dollars
from IDA and 3 million dollars from 1DB,

In addition to this, foreign governments have offered industrial eredit
to a total value of 3 million dollars, divided as follows: TFrance, 1 million,
Switzerland, 1 mlllicn' Italy, 1 milllon.

Lastly the Private Finance Corporation (COFIEC) has obtained a 3 millioL
dolle:r credit from IDA and has applied for a further 3 mlll¢na dollars ‘
from iUB

- 2« Technical assistance

The Ewandorian Goverrment and those of its specialized organizations
which are responsible for administering and executing the Generzl Eccnomic
and Social Development Plan have considered it expedient that all technical
assistance which the country receives from international orgarizations,
friendly governments and private assistance xnstltutlons shoula be- CO*OlenutEO
in order that betier use may be made of it,

The first sveps in carrying out the General Plan have producea a more
intensive and somcwhat different form of developent effort from that which
has hitherto takeri place. In some cases, as the type of activity established
or iis degree of intensity has no* precedent in Ecuador, the technical '
knowlzdgé or experience needed for it are lacking. These 1+m1tatlons, which
are natural to an economy of small physical dimensions and in an incipient =

/stage of
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stage of development, mean that specially intensive technical assistance

is needed. At the moment Ecuador is receiving technical assistance from
international organizations, from governments of other countries and from
certain private entities; yet considerably more is needed to cover the
specific projects of the Plan and, more particularly, to enable its first
stage - which may be expected to te the most difficult since it requires a
proportionally greater effort on the part of a2ll sectors of the country = to
be carried out,

For these reasons the Ecuadorian Government agreed with the
Inter-American Development Bank, its financial agent the execution of the
Flan, that a general technical assistance fund should be set up, as an
indispensable instrument for enabling the country to make some response to
the growing demand for technical assistance,

In order that any technical assistance obtained can be properly
managed and achieve satisfactory results, the gensral fund will be formed
out of all the means and programmes now agreed on or available in future
and all resources that may be contributed by entities which intend to
co-operate with Ecuador towards carrying out its social and economic plans,
The State at present msukes relatively large counterpart contributions,
paying local costs contributions end to the organizations providing technical
asgistance and supplying administrative reinforcements to the national
organizations which are using this assistance, and envisages that its
own contribution must increase parallel to that of the entities providing
assistance as new technical assistance projects are carried out., The State
will in addition contribute a suitable sum to the general fund to give it the
power of rapid and flexible action, particularly in connexion with the
immediate local expenses which may be needed for the technlcal assistance
projects to be better carried out.

With these aims in mind & Programme of Technical Assistance for Ecuador
for 1966/1968 has been prepared. It was based on prolonged study of the
capacity of the country to carry out the first part of the Flan and, in
particular, to carry out the Investments Programme which is being submitted
to the First Meeting of the External Financing Advisory Group. As a
complement to this study, estimates were made of the technical reinforcements
needed to ensure the success of the various kinds of activities belonging
to the programmes and projects which form part of the first stage of the
plan,

The initiative in and responsibility for promoting economic developaent

- and social improvement in Ecuador has been tzken by the public sector; as a
first step, therefore, this sector should be provided with suitable technical
assistance enabling it to take part directly in carrying out programmes

and projects, so that a favourable climate can be created for attracting
private capital and entrepreneurs into the projects and for providing technicsl
assistance to the private sector. In other words, it is proposed to

increase the rationality of the public administration and rapidity and
flexibility operations to meke further progress in the improvement of

budget techniques and of the fiscal system which has already begun, to fit

/the executive
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the executive agenecies for running the different economic snd social projects
efficiently, and to maintain a2 proper co-ordination between their different
activities by means of careful assessménts., <Continued of study of better use
of natural resources, preparation of specific projects and the creation of
other instruments of development are.also envisaged. Many of these instrumenis,
such as studies of natural resources and project studies (mainly at the
pre~feasibility and fessibility lewvels), will be made available to the

private sector, . & further class of act1v1tles which deserves special attention
from technical a381stance consists of those concerned with the direct

provision to entrepreneurs of the services, studies and other aids which

may help them to take part in carnying cut the projects contalned in the
plans mentioned above,

/STATISTICAL ANNEX




STATISTICAL ANNEX

EXPORT OF INDUSIRIAL PRODUCTS

(Mi1ions of sucres)

Industrial programme

Products 1961 1968 1973
Preserved tuna 20,7 29,8 40.8
Dehydrated banana - 7.6 15.2
Banana meal 0.1 4.7 13.3
Butter - 5.5 10.5
" Cheese - 5.9 10.9
Fruit juices - 14.0 42,0
Semi-processed chocolate - 28,5 76.0
Preserved fruit 9,6 12.8 32,0
Milk prepared for use by babies - 2.0 12,0
Cigars - 15.0 30,0
Straw hats 10.8 10,7 12,9
Halsa wood 26.6 24,7 30.2
Flywood 3.3 7.2 £3.6
Pharmaceutical products 20,8 21.2 23.%
Pellitory extract 21.9 9.4 42,7
Castor oil - 22,5 56.5
Products n, e. s, - 11.2 31.¢

8/  Real exports made in the year,




