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INTRODUCTION

This study of the comtributiom of imdusirial estates im Ecuader te the
nstion's industrial develorment is ame of s pregramme of six such studies
undertaken by the United Natioms Industrial Develommeat Orgamisatiom in the
sutumm of 1975, The programme is fimamced by the Iwedish Imtermatiemal
Development Agemcy. The study was carried eut by Mr. C.R.Wymane-Reberts,
Conmulteat, durimg the peried 22 November - 7 December, 1975.

Many people contributed te the study. Om the matiomal side, the study was
spomsored by the Cemtre de Desarrelle Industrial del Eouader, (CENTES), whese
Executive Directer, Ecomemista Marcele Avila Orejuels, provided gemersusly the
staff and facilities mecessary for the study md gave much valuable guidamce.
Special acikmewledgement must also be made te Ecomemista FPramklin Lepes J.,
whe accempsnied the Cemsultamt througheut the study, smd whe w s respensidle for
all the local arramgements and contacts. He was im the few leisure meaments, a
most pleasamt compamion.

Officials smd industrialists im Quite sad im the provimces gave freely of ~
their time to maswer questioms smd provide data, As their were eftem descemded
upem at very short motice smd probably had met always & very clear idea ef the
ebject of the visit smd emsuing imterrogatiom, their goedwill smd helpfulmess
are the mere remarkable.

Valuable information was ebtaimed im the imitial stages of the nissiea
from the Chargé d'Affaires at the Royal Swedish Fmbasay, Mr. Ragaer Petri,
aad the Commercial Ceumseller ef the British Embassy, Mr. David Walters.

Mr., Jusa Pagcee, Resident Representative, UNDP smd his Pregramme effieer,
Mr. Jam Heirsm, were helpful threugh the consulimt's stay im Ecuader. Mr. Jelm
¥. Mecegain Clark, Project Mamager of the UNIDO Prsjeet attached te the CENIDES
was aleo very kind amd coeperative,

Pinally, sckmewledgement must be made te semeeme whe was net there, Mr,
diem Carle Ouarda, UNIDO imdustrial estates expert, whe visited Ecuader fer three
menths in 1968, md whose report has preved & mime of ussful informatien amd
whese conolusiens foreshadowed by some seven years memy sf those ceamtaimed ia the
present Repert.
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SULLUARY OF CORCIUSIGNS

1, The officially sponsored industrial estate programe in Ecuador has v

so far failed to get off the ground.

2, ilarkets in Ecuador are very restricted by the small population and

concentration or the limited wealth in a Tew handa,

3.5, The more substantial oil revcnues of the past two or three ycars
and in future will permit greater industrial develoment. This will be
furthcr aicouraged by tlhe andean Group Agreeunents. Industrial estates
have & role to play but expansion may be curbed by lack of qualified

personuel.

6+7. One of the reasons for the failure has been & lack of clear-cut and
consistent policies on the part of the Govermment. Feasibility astudies do
not seem tO have been deep enough nor to have covered non-econouic aspects

of the question,

8. Cooperation Coes not se«n to have been very successful in the past.

Cooperatives have tended to break down quickly.

9, The policy of selection of industrics appears regtrictive and excludes
firms which might offer employment opportunities, It is widely believed to

exclude small firms and existing firms.

10, liost of the estates envisaged are too suall to be vorth the expense.
The originel prograume plamnci claborate facilitics but has never been carried

out,
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11-32. Policics regarding location of estates have changed but carlier

’

log'ationa have continued. There seoms to have been some rigidity om

building size which way not suit smaller fims,

Cemal

113-14. The present system of inmcemtives is more atiractive for large
,firms tham mmall. Setting up estates and inviting firms to join may be

'." the right policy 1o attract new and foreign firms, but for existing fims

»
’

' the desire to create m estate should arise from the cntrepremcuss themselves.

/
15-16., Priotity for tecimical assistamce should be offered to firms om

estates snd uspecial facilities for training workers amd staff provided.

17. The time may mow be rive for a relaunching of the industrial estates
programme. Before doing so, mich more intensive and extensive studies

should be done,

18. There weuld appear to be a comtinuing meed for high quality oeum~
selling ox industrial ewtates which should cover all aspescts of polioy amd

practice.
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1. THE NATIONAL BACKGROUND

1. MO lt.tigt;c! '
el 301,139 im®
Pepulation” (1972 est.), 6,598, 300 o
Gress Demestio Preduct (1974) Uv.8.8 4 326,000,000
GDP per capita (1974) 028J 655
Grewth Rate (Real GDP/capita, 1374) 9.5~10 per omt
Imperte c.i.f. See belew
Experte f.e.b. See belew
Explement (1973)°
Agrioulture 55.4 per oet
Public Secter 13,7 *~ *°
Induetry 131 " »
Cemmeroe 7.2 * "
Censtruction 45 " "
Traspertation smd Cemmumioatione 3.4 " "
Other 207 " "
100,0 "
Adult Idtersey (1970)% @0 * "
Distributien of Natiemal Imceme? (1970)
Lewest 20% ¢f Populatiea 2,17 "
Highest 208 of Populatien 73,2 " °© -

Ourrency - Suores 26 = U.3.81 (Nev,1975)
2. Qmere) Infermation
RBouader lies en the Pacifioc Ceast ef the Seuth imericam oceatinmt, acress
the Bguater. It ie beunded oa the merth by Jelembia md em the south aad east
by Peru. A very large area of eastemm territery mas ceded to Peru after a

short war im 1941, a lese waich has wever bem accepted by the Bduaderimme.

he Newsns The Werld ok of ¥ y 1974, New York, Newspaper
Intexpriee oiatien, Ine. 1974. p.

Cenfederation of British Industriee: Ffisder Now, Repexrt of the CBI Missiem
te Bouader 15-21 March 197%. Lemden May 1975, The figuree fer the GDP are
csnverted frem pounde sterling at the rate of U.8.% 2.1 = &l.

Oalculated frem GDP mad pepulation figures. The CBI Repert givee the per
ocapita inoceme as 5310,
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The coumtry is divided morth and south more or less down the middle by the
cordillera of the Andes, with an average height of 2,500 to 3,000 metres amd
peaks rising to over 6,000 metres. The coastal plain to the west ig rich
agricultural lamd and produces the primcipal expert crovs which, until the
increased oil exports of the last three years, represented 80 per cemt of the
country's exportt. These imclude bamamas, of which Ecuador is the world's
largest producer. It is semi-tropical, but the Humboldt Curreat flewimg up
the coast keep3 the coastal temperatures from rising excessively high. This
is the region of the great lamnded eastates which are very highly mechamised.
The eastemm province is composed mainly of raim forest amd lies betweem several
of the headwaters of the Amazem. The major 0il production comes frem thisg
regiom close to the Colomblam border. The cordillera is also good agricultural
country over a large part of its lemgth, much of it farmed in amall units, As
may be geean from the.statistics above, agrioculture still accoumts for a major
part of the employmemt. Im additiom to banamas, Ecuador exports ceffee, cocea,
sugaxr, fish products, pyrethrum, rice, balsa wood and castor seeds, Maaiec,
barley, osm, wheat and potatoes are growm for domestio cmmptiol.l The
mamufacturing sector is still very umder-developed, but textiles amd clothing

are produced or a fairly large scale amd sone luxury imports are assemblad

behind high tariff barriers.

The per capita imcome varies greatly throughout the coumtry. Of
the populatiom, estimated to be approaching 7,000,000 im 1975, about three
million are considered to be outaide the momey economy, includimg most of the

primitive Indians livimng in the eastem province,

1 CBI ep.cit.



The population is mixed. Eouador was settled by Spaniards in the
16th century and the upper olasses are still mainly of Spanish descent.
Of reoent years there has been immigration from Italy, Northern Europe
and, to a limited extent, from the Near East, the last-named being
strongly commercial and entrepreneurial, In the last two or three years
a certain number of immigrants have come from other countries in latin
America, notably Chile; these are mainly from the entrepreneurial and
professional classes. The total population divides approximately into
one third white, one third of mixed desoent and one third Indian.

The Indians of the cordillera, who form the ma jor part of the
rural population in that region, are almost entirely egriculturalists,
engaging in cottage industries generally as a sideline or part time
activity. In general they do not seem to be comiercially enterprising.
A notable exception are the Peguiohe Indians of Otovalo, of whom more
is said below.

q
The principal cities are'

Quito (capital) pop. 528,000
Guayaquil " 994,300

Other oities with more than 100,000 inhabitants are Cuenca and Porto
Vi‘JOQ

1

World Almanach, op. oit.
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The discevery of major eilfields im the eastern proviace has givea

8 great fillip to the ecomomy, as may be seem from Table I below,

TABLE I
World Trade with Ecuader (U.5.% millioms)

169 1970 wn 1972 1934

Exports f.e.b. 152 201 217 01 1,050
=23 -42 ~40 52 432

1973 was the first year in which oil exports really begam to domimate the
export field, but they were to msme exteat offset by heavy imports eof lumury
goods, to which the Govermmeat put a stop the followiag year. Ia fact, eil
exports suffered some setback im 1974, The first cause was the fact that
Ecuador, as a member of OFEC, was forced to charge OPEC prices amd foumd itself
at a disadvamtage im exporting to the U.S.A. in relation to Venezuelg, by
reason of its greater distance from U.S. porta. Secondly, there was a dispute
with the Texaco Company, exploitimg the eagterm oilfields, which resulted im
the compamy cutting back em its operatioms. The third factor was a break im
the pipeline carrying the oil from thesé fields to the port eof shipment, whick
caused a further slowing dowm of exports. It seems, however, that these latter
problems have been overcome smd Ecuader is seeldng altermative markets for

its oil,

Ecuador is a member of the Andeam Common Market, im which it shares with
Belivia special comcessions as a "less developed" country., It has beem alle-
cated a wide ramge of products to mesmufacture umder the Andeam Group Sectoral
Agreements, which imcludes memny eugiwneerimg products and componemts. However,
the ceuntry is very short of qualified amd experienced professional persemmel

at all levels, purtioularly at the top level, adminmistrators amd plammners, ad

at the mext level of eagingers, agromomists, extemsiom officers mmd supervisors.
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In the labour force, in apite of much matural aptitude, there is an acute
shortage of people with factory skillas amd knowho\v.l The impressiox is
gaimed that the present boen resulting from a trade surplus mmd thus the
possibility of importing capital equipment iam substeutial quantities as well
a8 the allocatioms under the Andeam Agreemeats have caught the Govermmeat
completely umprepared, aad that there will be a contiauing meed to rely om
internatiomal amd bilateral advice mmd assistauce, cspecially mmmagerial amd

techmnical skills, for mamy years to come,

A five year plam was prepared for 1973-77 which is already ackmowledged
to be out of date. It nevertheless gives seme indicatiom of expectatiom sad
performance. The aim was to raise the GNP by mine per cemt per anmum and
exports, wainly oil, by 15.9 per cemt. 560,000 jobs were to be gemerated in
the five years. Lmmd reform and brimgimg imto produoctive use more laad were
provided for, but so far little has beem dome. Total investment over five
Years was foreseea at U.8. ¥ 2,550 milliom, of which industry md comstructioa

weuld reoeive abeut 23 per ont.z

3 The Indugtrial d

Statistical data ea industry are met satisfactory., Table 2 prevides
seme informatiom, but this is already out of date. It cam be seem that it 1s
Rainly muall scale with about 67 per cemt eof employment in the iadustries
traditiomally miomg the earliest im developing countries, textiles sad clothing
md food amd drimk, The engimeering industry is still very mmall. The figures
do mot imclude artismm industries;j it will be noted that the aversge number eof
Persons eagaged per unit in the mailest group - 453,999 micres (¥ 19,230)
output per smaum - is almest eight, The output per persom emgaged in this

group is enly 38,207 sucres (£ 1,470) per smmm.
b |
2

CHI op. oit. p.5
OBI op. oit. Appemdix 4, p.25.
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Table 3 listes amall industries classified by the Directorate of
Development of 3mall Industry and liandicrafts. These are the firms which
have registered with the Ministry of Industry, Commerce amd Integration
(MICEI) so a® to bemefit from fiscal amd other forms of ald umder the Small
Industry Development Law.l It was not possible to recomcile the figures
with those given im Table 2. The data are produced by different departmemts.
However, it may be seen that the average mumbers empleyed per fim by the
1,473 firme listed in Table 3 average 8,3. The only firms with more them
10 persene emgaged per firm are in paper sad products, metal industriee sad
aea-electrical machiwery, 16, 11.2 amd 16.9 respectively., Thus the firms

listed in Table 3 seem te overlap with the two mallest aize groups in Table 2,

There is a preblem te kmew precisely which years are represented im
Table J since Table 3 statee that it is "im the years 1965 - 1974". Frem
the figuree, it is asmmed that they refer te the latest year, 1974, md mst
for the whele 10 year period. If this ie the cass, the cemparisea with ths
figures in Table 2, for 1970, is met really valid, but it is at least imai-

sative,

Based en these tables, mmall industry ooatributed emly 1,886,900, 39%
sueres sut of a tetal amufaoturiag preductiem ef 12,832,545,003 sucres, abeut.
18.9 per cmt mmd 22 per cemt of emplsyment. Howevsr, sutput per werker ia
s mall industry greup of the textils imdusiry, fer exsmple, is 109,990
sueres, while foxr the industry as a whele it is 126,000 suores, Ths differ-

amee is umally greater.

1 Luy do Pememte ds 1a Pequena Industria o Artssenfs. See belew for
dscussien,
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4 The Ecuadorian Small Industrialist
In the course of the study, diescusaions were held with ofricialas of
the MICEI, presidents of mmall imdustry associations, directors of indugt-~
rial estates amd individual industrialiste. Plamts were vigited im Quite,

Guayaquil, Cuenca, Tulcam, Ibarra amd Otevallo. (8ee reports in Appemdix III),

It has proved very difficult to obtain amy plcture of a "typical®
mall industrialist, Evidemce is oftem comtradictory, but certaim charact-

eristics seem commen.

The average mall jmduvstrialist appears to be am imdividualist, met
very good at ceoperatimg im joimt eperations with his fellows. The omly coep-
eratives which were heard of and which showed signs of being successful were
of artisams at a pre-imdustrial stage. Industrialists also seem everywhere
to be unwilling to risk their owm funds in prometing imdustrial estates, evem
where, as in Guayaquil, many of them feel a stremg meed because ot the cramped
acoommodation and peor weridmg comditioms wich they have im the city. Ia
Guayaquil they will mot evem participate fimamcially im the preliminary ltud.ie-.l

Although the typical mmall imdustrialist may mot be an educated mem, at
8 fairly small size he seems to like te have somesnes with university qualific-
stioms to back him up, Im Cuemca, eme of the fime visited, although mow
beyead the mall industry category, had a graluste eagimeer as the sumber twe
ts the owmer, while another firm, which had alse gromm rapidly, had a lawyer
s administrative directer amd a chemiot om develommemt werk, A very mmall
chemical fim in Quits was started by a dector of philosephy., It was said that,
«inos the sil beem, which has led to increased pessibilitiss of industrialie~
atien, lamded families are eagexr to invest ia industry where Previously they
invastad in preperty,

1 The possible reasons for this are discussed in Seotiom III.
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There is a good deal of foreign partioipation in industry and the
reoent Andean Common Market agreements will certainly offer further pos-
sibilities for joint-ventures. Handicrafts appear to be in the hands of
the Indians, of whom the outstanding craftsmen and entrepreneurs are the
Peguiohe. Their country is around Otovalo, about 100 kilomatres north
of Quito. They have a highly developed oommeroial sense and have set up
their own sales offices for their handiorafts produots in North America,
Spain and the Canaries. They oooperate olosely together and, although
their production is still artisanal, they are setting up what may be the
first viable industrial estate in Eouador. (See below).

Two cases were seen of teohnical initiative and inventiveness at
a high level, both in Cuenca. In both oages the firms had established
themselves on their own land outside the town and oould not be bothered
to wait around for the industrial estate, on which they olaimed the land
was too expensive. In general, however, there seems to be a tendenoy
to wait for the Government to improve oonditions, Uufortunately, time
did not allow visits to artisan industries.

5. The Small Industry Associations

The definition of small industry in the Small Industry Development
1aw reads as f‘ollowsz1

"A small industry is deemed to be one whioh, using maohinery to a
major extent, is engaged in the transformation, inoluding forming
of raw materials or semi-finished products into finished or inter-
mediate

! Dotails of the Small Industry Development Law and oertain other re-

levant Deorees are oontained in a booklet issued by the Ministry. MICEI:

Codificacion de la Ley de Fomento de 1a Pequena Industria e
Artesania, Quito, Oficina de Informaocion, Prensa y Relaciones Publioas,

Nov. 1p74.
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products. Its capital assets, excluding lamd md buildiagse, should met
exceed im value that fimed mmnually by the Imter-Ministerial Commission
for the Develcopment of Small Industry and Hmdicrafts, which in ne case
siiould be greater tham 1.5 million sucres®. (Trmslation). The limit

of capital assets as defimed above has recently been raised to 5 milliom,

In Coapter II, Part 2, (Articles 13-16), the mmall industry asscciatioas
sad unions are demed.l There appears to be mo legal ocompulsion to joim mm
associstion, but membership is obligatory for registration with the MICEI,
which ie necessary to obtain the substamtial benefits mad incentives @ffered

under the Iaw. (Sec below, Sectiom §).

In spite of their formal status, it appears as if the mall industry
associations are still rather loosely lmit bodies. Ko full time director of
M asscciation was met with; presidemts are industrialists with their om

buximesses.

Table 4 shows the distribution of registered mall firmms in the pre-
vinces, from which it cm be seem that omly im Guayas ssd Pimchimoha (Quite)
are there my substential numbers, with Asuay (Ouemca) the mext in sise,

The largest association visited was that for the Provimce of Guayas,
with its headquarters at Guayaquil. A long discussion was held with the
President, who has his om fimm empleyiug about 60 people in amcther of the
toms in the Province. The Association has gowm from 60 firms in 1971, a
level maintained for several years previocusly, te 100 firms i 1972 md 650
in 1975. About 70 per cmmt of the maall firms im the Guayas Provimece are
—

MICEI op. cit. pp. 9 smd 10.
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now membors. However, of the present membership, nossibly as much as 30
per cent exist only on paper, having no vremisges or productive facilities.
The great m.jority of the firis actualliy overating are registered with the

MICEI and appear in the classified lists,

There are, ocrhaps, 1,000 small fiims in Guayaquil, together with about
200 large end medivia sizcd ones, and 10,000 artisan wurkdmpa.l meny of them
are repair establishments, excluding garages, which do not therefore appear in
MICEI lists, which probably accounts for the discrepandy between the figures
glven above and tliose listed as being in the GQuayas Province in Table 4 below,
They do not, of course, qualify for bemefits since these ar¢ donfined to manu=-

facturing industry.

This assoclation apvears to be very active on behalf of its mcembers and
provides techmical counsellimg. In 1976 it will have its owmn rooms for
conferences and courses in a new building in the city. A study has reoemtly

been carried out im 100 compemi-:3, (97 actually participated), to f£imd out:

= the needs of thc amall firms;
= what ocou.ations there arc among them;
= vhat capital they have,
A very detailed questionmaire was coupled with persomal interviews with

OVASrs.

T™he Small Industry Association of Cuenca has 243 nmcmbers out of a total
of 422 maall firms in the aity, The impression was gained from the dis-
oussion with the President that the assoociation was not very active im pro-
meting activities of use to its members. The only managerial trainimng pro-
1

Table 4 giving the distribution of industry, gives omly 255 registered
mmall industries in Guayas im 1974,
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grarme was one run by the MICEI with particination of faculty from the

Univeraity of Cucnca.

In Tulcan ther: arc very few amall firms within the meaning of the
Law, The local revresentatives of MICKI said that there were seven firms plus
eight very sall or artisen industries employing five or aix workers each,
The local association ge ms icactive. The Small Industries As3ociation in
uito was not visiteds In general, mall industry in Fcuador does not seem
very well organised and initiatives to rromote 1t seen to come from the Governe
ment rather than from the industry iteelf, This is probably an important
factor in the failure of the industrial eutates programe to get off the
ground which is discussed later in this Reports  Apart from Quite, Guayaquil
and Cuenca, the nunbers of small firms in most towns is too amall to enable

associations tc be effective, (See Table 4).

The National Pederation of Small Industries coordinates the policies

and demends of the associations ad represents them on the Inter-linisterial

Commission for the Development of Small Industry and Handicrafts,

6. Government Policy op Small Industxy ad Handiorafts.

Yor some years the Government has tried to encourage mall industry
and handicrafts. Laws relating to small industry and providing for incemt-
ives for iis develogment have been in existence since 1965, The latest Decree,
No. 921, codifying the various mendncnts, has beem published by the MICEI
in the booklet mentioned in the previous Section, from which the defimition

of maall industry was quoted,

Policy and action relating to small industry and hamdicrafts are
determined by the Inter-Ministerial Cormission for the Develoment of Small

Industry and Handiorafts. The Comuission mects weekly mad is componed as

follows:
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the linister o Industry, Coiuerce :and Intepgration;

the .dnister of Mnuances

the Yechnical bircetor of the National tlanning Boardj

A meprescintative of the Banco I~J:1ciu§al de Fomento
(#ati'mal Develo.ment Bank)

Acting ae advisers without voting .owers are:
- the Fxecutive Director of CKFNDk 82
= a repr:gentative of the ifational Small Industrieas Pederation;

=~ @& representative of the Pederation of Chaubers of Artisans
of “cuador.

The Direcctor of Develoment of Small Industries and Handicrafts at thn MICFI

normally acts as Secrctary to the Commisaion.

The role of the Commisaion, set out in Article 12 of the Law, is to:
~ review qualifications of artisams, unions of artisms sad
mall firme seeldmg registration in order to bemefit umdsr
the laws;

=~ determine what benefits shall be comoeded to firms or
individuals qualified to receive them;

= determine what other atiributions may be given umder the
various laws aad regulations.

It will have been noted that the definition ef small industry withia
the Law is a rather restrictive one amd excludes artismmé sad mall fimse

eagaged solely on repair work. The mames of g}l fime qualified to recsive
bemefits are listed im an emnual publicatiom.

(a) Bemefits md Incentives

Under the Law, small industries registered with the MICEI have the right

to substantial benefits which include:*

1 Or persoms nomimated by the primcipal members.

2 Oemtro de Dearrallo Industrial del Eouador (See belew)

?  Benefite are listed in a publication issued smmmally by the MICEI
4

MICEI, op. cit. Chapter IIl.
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- exemption from duties connected with the formatiom of
companies and unioms of artisans emd the revision of thedr
statutes, imcludimg those on the issue of shares md titles;

=~ exemptiom from taxes en working capitalj

- exemption from duties and other taxes om imports of machinery;
tools amd equimment, imcluding suxiliary equipment, the latter
subject to “he approval of the Commission;

= exemption from import duties on raw materials to be imoorpor-
ated in products for export;

- exemptiom from export duties. ,

- reduction by 60 per cemt of taxes on revenue which is reim-
vested, used to pay off loans or purchase capital equipment
over the first tem yedrs of the compamy's life;

= @accelerated depreciation on capital equipment;

~ exemption of 60 per cemt and 50 per cemt respectively om
imports of all rew materials, including packaging materials,
not producef in the ocountry for firms in "first"™ and "second"
categories,

- exemption from certain municipal and provincial taxes.

These exemptions were granted over a period of five years, but the
Commission studies ap.lications of new firmms to enmure that they do not emn-
danger the interests of existing firms or branches of industry. All requests
for registration must be accompanied by the membership book of a provincial

mall industries association or artisan chamber. o

(b)  Controls apd Ssaotions’

Control over complience with the Law by snall firus is in the hamds of
the Commission. These controle include rights of inaspeotion of financial

records end other forms of iaspection,

Pailure to comply with the Law may lead to the suspecnsion or annmulment
of benefits, Articles 43 and 44 list the various offences for which ssmotions

may be imposed. They include corrupting or attempting to corrupt officishs.
1l

First and second category firms are so listed in the MICEI anmual lists
of registered firms. Third category firme receive lesser benefits.

MICEI, op. cit. Chapter IV,
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(c) Pinance and Credits

The main gources of finange for small industries, apart from the

commercial banks, are:

- Comision de Valores - Corporacion Minanciera Nacional (CV-CFN)

= Banco Nacional de Fomento (BFN)

- Pondo Financiera Industrial of the MICEI

The fundemental objective of the CV-CFN is to promote the econcmi ¢
develoment of Lcuador by providing assistance to nrivate sector cnternrises
and public sector projecty designed to improve the iufrastructure.l Inter—-
Prises which it supports must be well manag:d, technically viable and of clecor
benefit to the national economy., Furely trading ventureg or property invest-

nent are excluded. Criteria detcrmining its priorities include:

use of raw materials of mational origing

- 8saving of foreign exchange through import substitution;

= Production to meet unsatiafied national demand or export
possibilitiea;
= employment possibilities;

= capacity to generate other industries.,
The CV-CPN norwally finamces the acquisition of fixed assets but nay
finaace technical assistance or provide woriing capital, Minimm loan is

200,000 suores. A fund is maintained to assist amall iandustries.

The Bamoo Naciomal de Femento provides credits for amal. industries

ad artisamns. 2

Until recently it was required to regerve 20 per cent of its
credit for amall industries, but this has been teminated, Its main oriemt-
ation is to agriculture, but it has a staff to asmist mmd oounsel industrial-
ists and provide traiming prograsies, The KNP is currently receiving techmical

ald from a tesm of experts of the Bamoo Imter-Americame de Desarrollo (BID).
1

British Bubassy Reference Service Bulletin

2 Iaterview with Boon. Gomszalo Ousmms.
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Ir conjunction with the BID it is promoting four artisan cooperatives, two
of which are developing industrial -states. ‘'hese ta\.re:l
- & union of 8 cooperatives in Cuencaj
= & cooperative of woodworkers in Quitoj

the Peguiche Indiam Cooperative, Otovallo;
- Tulcan clothing acd linen céoperative.

The demands for credit from small industrialists ad artigans are
very heavy and the Bank is shovt of rosources to rect thems So far in 1975,
16,000 loamns totaliing 30 miilion sucres have been granted, mainly for working
oppital, to mmall industrialists and artisans., The average loan is about
30,000 sucres, (rather less than # 1,200). The volume of credit available

has been seriously affected by inflatium.

Some credit for mmall industries is now available from the MICEI
through the FPeade Pinanciera Industrial, set up by Decree in April 1973.2
U.8,~AID is providing U.S. # 5.1 million and the Central Bemk of Ecuador is
providing 200 million sucres for redi scounting loans to small firms, Private
banks are also providing long and short term fumds. Credits to a maximum of
2,000,000 sucrss may be used for working capital, but loams must be repaid im
tw years, FEquiment loans are up to six Years, and building loms to seven

years, Interest is at aime per cemt,

The rcalities from the point of view of the small entrepreneur in need
of funds do not seem to correspond to the offieial information. The President
of the Guayas Small Industries Association said that raising working capital
was the greatest rangle problem mentioned by resnondents to the questionnaire
ciroulated amang his members. (See above). The CV-CFN does not normally work
with amall industry. The BNF provides working capital for two years only amd
the loans must be repaid im that period. Commercial bank rates are very high,

Nost of the ENP loans are to artisams,

See reports in Appendix III

MICEI: Fomdo Financiera Industrial, Quito, January 1975. (Bocklet)
AID - STB YO58

2




entrepreneurs do not like working with the BNF, which has first mortgage
rights. A borrower with a loan from the HNP cannot get anything from a
comercial bank. The CV-CFN can offer more intensive and longer tem support,
but loans are very difficult to get. In general, it would seem as if the
mall industrialist falls between two stools. He is mot big cnough to

intereat the CV-CPN and the BP is mostly concerned vith promoting wrtisans.

(d) Other Services

|
l
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The Director of the Industrial rstate at Cuenca confimed that small
The focal point for all activities connected with all industrial
develoment is CNDXS, CENDES maintains a Teclnical Assistance Departnent
which operated extension services to industry and to which intemational amd
bilateral aid experts are attached. There is at prescnt a UNIDO miasiom im
post with experts in the fields of textile techmology, food technology,

production engineering and marketing.

Ther: is also a Division of Industrial Kstates manned by a ~1all group
of young economists and engineers. At the moment its work seems to be entirely
theoretical and it is developing mew plams for an industrial estates programme
based on much more realistic premises than in the past. It does feasibility
studies and design studies, CENDES, as the main shareholder in the industrial
estate corporations, manages the industrial estates such as Cuenca, where the
Director is an official of the Centre., Regional offices are maintained in
sone provincial towns, the most important being at Guayaquil, from vhich ex-

tension services are operated.

CENDES' role in providing technical assistace to maall industries
ocould be of critical importance and would have been much facilitated had the

industrial estates come into effective operation, The mmall industrialists




need a great deal of aid both in technology and in elemcatary mamagement
tedwniques, especially in basic costing and finance, but tailored specifically

t0 their level and requirements.

The Fxecutive Director of CENDES or his representative sit om all
comittecs connccted with industrial develomment, including the Inter-
Ministerial Comission for the Develo ment of Small Industry snd Handiorafts,

and the newly constituted body on industrial estates.

Unfortunately, the very short stay of the research worker im Ecuader,

much of which was spent in the provinces, did not allow him to study the

teochnical ald overations at first haad,
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II. INDUSTRIAL KSTATES

1. A Brief History of Industrial Estates im Ecuador.l

The first ooncept of an imdustrial estate programme in Ecuador was
embodied in the Natiunal Plam for Social and Economic Develoumemt, 1963,
In pursuance of the policy laid down there, the Government asked for assist-
ance from the United dations and in May 1964°'a mission cemsi sting of Messrs.,
Krestoveky and Alexander came from the U.N. Centre for Industrial Develoment,
They sup:lied advice on a development prograzme for small industry and the
establigment of industrial estates., Possible locations proposed were Quito,

Guayaquil, Cuenca, Tulcan, Ambato, Ibarra, Loja and Riobamba.

Development corporations were established in some of these cities
with the narticipation of CENDES as the Government Executing Agemcy, together
with regional develoyment orgmnisations, municipal amd provincial councils amd
other interested institutions. Projects were gemerally prepared by CENIES
and enthusiastically adopted by Local authorities. Industrial estates were
integrated into the new instituti snal framework for mmall industry develomment,

This included incentive legislatior such as the new development ll'l.z

CENDES was required to provide techmical and naagerial assistance
for the establishment and techmological improvement of mmall industry amd
was thus the natural agent for the establishment of the industxial estates.
It became, on behalf of the Govermmemnt, the principal financing member and

shareholder in the ad hoc corporations constituted in the various cities.

1 The source of most of the information in this sub-section comes from

Part One of thc Report prepared for CENDES by iir. Giam Carlo Guarda,

U.N. expert in Industrial Estates, 1968, already cited. .
2

Ley de Youemto Industrial, December 1964 amd Ley de Pomento de la
Pequella Industria s Artesania, January 1965, .
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The first project was started in Cucnca in 1964 but others quickly
followed in Ibarra (April 1965), Tulcan (.ovember 1966) and Ambato (Dec. 1966).
In addition to Planning Board and CENDLS staff the progrssme received techmical
and financial aid from, inter alia, four U.N, missions, a UN-ECLA Semimar om
Small Industry Development in Quito, 1966, the U.S.A.-AID Mission in Ecuador

and Peace Corps volunteers.

Over the years the poliocy on imdustrial estates changed. Initially
the industrial estates with organised provimion of stadard factory space
were seen nainly as a means to upgrade existing artisa activities emd trans-
form them into muall industrial concerns by meamns of cooperative associations
of artisais, This was particularly aimed at in legs developed regioms sich as

Tulcan, Ibarra and Ambato.

The original objectives were de-emphagised as a result of difficulties
in establishing effective cooperatives im mmall rural towmas, the repeated -
advice of foreign experts amd the growing realisation of the capital require-
ments of industiial estates. A new approach was developed, limiting factory
space in advance of demamd, throwing estates open to industrial establishaemts
of all mizes and offerimg private sites, as at Cuenca, where entr'epreneurs
could meke their own investmemt. This did not preclude the provision of
tum-key factories. However, once it was decided to attract private capital,
1% implied a more selective policy of locatiom, im areas where market pros-
pects, local entrepremeurship smd industrial develomment possidbilitiss offered

BOre certain promise.

Around 1968 further reoriemtation took place away from the lass
developed areas mmd fooussing on the petential rele of orgmised imdustrial

areas in large urdam agglemeratioms such as Quayaquil aad Quite. Apart frem
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congideration of urbam planning in face of growing congestion and uncontrolled

spread of these cities, an awareness of the critical problem of urbam unemploy-
ment and challenge to improve living conditions in large metrojolitcean areas
probably played an important part. Planned locatioms could offer reduced
expenditure in infrastructures and allow for the expansion and modernisatiom of

crammped industrial establisments at reduced costs,

Present nolicy, as explained to the research worker, still geems to
hover round the decentralisation of industry away from the great cities as
the justificatiom for the efforts in Cuemcs, at 19&01:. But on the whole it
is difficult to discern amy coherent policy at all, Certainly there is little
evidemce of sustained effort to introduce Government sponsored estates into
Quito and Guayaquil, although in the latter oity there is a comuittee whioh

has been looking into the matter for the last five yearsu,

Mr. Guarda carried out a very intensive three months mission im 1968
md produced s excellent and most perceptive report, most of which remains
valid sevem years later. He made detailed studies and recommendations re-
lating to the proposed estates at Ambato, Cuemca, Guayaquil, Ibarra emd Tulcenm,
In Mugust 1972, a UNIDO expert, Mr. Wolfgang Englander, was attached to
CENIES for one year. lHis report om his year's work indicates that the sit-

ustion om the individual estates was at that time much as it is today.l

1

Volfgamg Englamder: Am Industrial Estates Programme for Ecuader, Quite,
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2, The Present Situation

The status of the various cstates and situations in the cities
visited is described in greater detail in the Reports in Appendix III.
Briefly the present situation is as follows:

Cuenca ~ Out of the total area of land owmed by the Imdustrial
estate company, 67 hectares, 17 hectares have been provided with the
necessary infrastructure - electric power, drinking water, drainage
for rain and sewage. There are five factories on the lamd owmed by
the compsmy, but they do not form part of the estate and are outside
the improved ares.

They are

= municipal slaughterhouse;
= cement blocke and pipess

- rubber products;

- General Tire Company;

= Vanderbilt Sprimg Company.

The prepared site is vacamnt except for one sample building. The

estate was formally opemed in November by the President of the Republio

and it is hoped that the remulting publioity will attract outasdde,
particulaxrly foreign, fims. So far three firms are negotiating, one
of which is already im Cuenca. In addition, three mmall firms have
been trying to get places but have been mors or less brushed off.

(8ee Report, Appemdix I1I). ILooal opimionm is sceptical,

Quayaquil - There is tc be an estate promoted by CENIES with a mixed

ooupany. Participants include:

= CENIBS

= lamicipal Council

- Proviacial Govermment

= Small Industries Asscciation of uayas
= Cuenca y Rio Guaya 8.A.

= Empresa de Klectricidad de Ecuador

= Beaoo Hacional de Fomemto
= Conmision de Valores
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The investuent is sald to-be very high and, although the
muall industrialists have asked for an estate, they are not
prevared to contribute to the studies necessay to develop it,
for which consultants have been engnged. In the meantime,
there are three private estates for large and medium industry,
including warehousing for incoming mmd outgoing shipmemts of
goods, the first two of which are complete and beginning te
sell plots. (See Revort, Appendix III). The city council has
passed a law forbidding the erection of emy factory or warehouse
within five kilometres of the tom, which may be expected to
&ld: the estates,
Ibarra - The three buildings seen by Mr. Guarda in 1968 are
now surrounded by the spread of the town without further room
for expansion. They are occupied by a timber drying pleat, a
furniture factory and am animal feedstuffs factory. A total of
about 60 persons are employed, The owmer of the timber d. ing
firm acts as estate director, CENDES is negotiating to sell
the estate, but there are differences over the price. Effect-—
ively it has been writtem off as sm estate.
Tulcam - The three buildings on the estate are occupied by twe
firms omed by the same mam, One makes animal feedstuffs smd
the other processes chocolate into cubes for export to makers
of confectiomery. The third building is used as a storehouse
pending the arrival of machinery which will triple the output
of the chocolate plant, The planis were installed im 1968 amd
unquestionably have done very well, but it is really a case of
the Government subsidising a single compeny which would probably
have established itself in Tulcan anyhow for geographical reasems.

(See Report in Appendix III), The roads of the estate are mot
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made up amd become & quagnire after rain. Although heavy
trucks get bogged dowm, the firm has dome nothimg., CENDES

is interested in selling ouv.

The investuent im the estates so far is as follows: L

Ibarra 814,000 sucres of which CENIES 500,000 msucres
Tulcan 943,000 non " CENIDES 500,000 "
Ambato 1,230,000 "om " CENDES 600,000 "
Cuenca 5,000, 000 " (Information not oonﬁ.nned)2

In the case of Ambato, the whole capital was used up in en
ill-advised purchase of two plots, ome of which, at least, was rather um-
suitable., It was not ocossible to obtain confirmed data on the expeaditure
on Cuenca, but it must be considerably heavier tham on al. tihe other eglates
combineds Nothing has yet been spemt ou Guayaquil on the acquisition of
land. Ibarra and Tulcan seem to have justified the expenditure in tems
o' employuent created - about 60 posts at Ibarra amd about 140 at ™ulecem.
But neither of these sites could properly be called industrial estates -
rather they renresent Govermment or municipal subsidisation of some indi-
vidual coupanies and the Tulcan concem would ;robably have been established

in any case.

3e Current Govemnment FPolicy on Indqstr.i.al Egtates

The almost total failure to produce a viable industrial esgtate has
naturally caused a great deal of heartburming and self-quest ioning. None
the less, there seenns to have been recently a sharp recrudescence of interest,
manifested by the President's opening of the aite at Cuenca, the setting up
of a National Counecil for Industrial Estates and the promulgation of amew

law cu industrial estate develoment on November 6. 1975.3

1 Prom a paper sup,lied by CENDES
2 The figure given at Cuencpy was 38 million sucres. It is not know how much
3 of thie is provided by CENDLS
ey de Pomemto de Parques Industriales, Decreto iio. 924~1.
4

Or their nominees.
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The definition of an industrial estate in Article 2 (b) of the

Law is very comprehensive and specifies buildings, infrastructure amd
common gservices, imochuding facilities for training, Article 3 estaclishes
the Netional Council composed of:

=~ Under-Secretary for Industry

~ Under-Secretary for Finance

= Executive Director of CENDES (or nominees)
As advisers without voting powers:

= Director General of the CV-CNP

~ Tecimical Director of the National Planning Board

~ Representatives of the Chamber of Industry

~ Represeutatives of the Chamber of duilding.

The benefits and incentives to be emjoyed by firms entering indus-
trial estates see;n broadly to be the same as those enjoyed by small industry,
Presunably they now apuly to firms of all sizes end not only to registered
mall firms, and thus may represent a real incentive for larger firms but
little or none for the registered small onea, This, in fact, was the view of
the President of the Guayas Small Industries Association who seemed to feel
that mmall indusiries were mow explicitly exciuded from estates, but there
seams to be no evidence of this from the text, Indeed, mmall industries are

not meationed,

The promulgation of this law does not seem to alter amything at this
stage., Ouayaquil CENDES-sponsored estate is more or less bogged dowm; the
Nulcan and Iharra estates are up for sale and the Cuenca estate, s0 far, is
oupty. There is no official initiative at Quito and at Ambate there is the
mbarrasment of two sites which have absorbed all the available fumde.

Thexe does seen to be a real interest in industrial estates on the part af
& growing mmber of imdustrialists, possibly because of the steep rise in lamd
values, but more especially on the part of groups of artisams., However, if

m effective pregramme is to be lmmohed, it will have to start again vire
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tually from soratch and will involve a much more coordinated,sustained

and clear-headed approach than has been used in the past. The Industrial
Estates Division at CENDES is composed of able young men, but they lack
practical experience and would welcome effective aid and counselling from

any source. They would, however, like to be sure of the quality of any

further UN experts, since some past experience has been rather unhappy.
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III. SO0ME GENERAL COMMENTS ON 4lF INDUSTRIAL KSTATES PROGRALLE IN ECUADOR

Ten years effort, aduittedly rather spaamodic, has failed to establish
one industrial estate in Ecuador which would be acceptable under any usual
definition of the term. The situation in the tovas visited has been des-
cribed summarily in the preceding Section, More detailed reports are to he

found in Appendix III,

The question wiich this study was originaliy inteuded to try to
answer wass Is the industrial estate an effective and economical device
for promoting industrialisation in develoning countries or could better

results be obtained for the sauie expenditure of nmoney in other ways ?

A couplete mswer to the question is very difficult to obtain amy-
where because of the problem of getting comparative data for industries set
up privately., It is, however, generally possible to make some reasonably
valid estimates of the retum on iivestment in estates and the cost in
infrastructure and buildings per post of employment created which are mea-

sures of effectiveness.

In the case of Ecuador this is impossible because there are no
estates operational, only a small handful of factories subsidised by public
funde. The question to be asked seems therefore to be: In spite of a great
deal of effort and some expenditure of money on the part of the Goverrment
snd contributions by the U.N. and U.S.-AID in both technical cooperation
and funds, the industrial estate prograeme in Ecuador has failed to get off

the ground, Wy ?

In order to answer that question, it Rray be pertinemt to detemmine
first what factors influence the miccess or failure of an industrial estates
programe and them, taking each factor inm turmm, exammine how far conditioms

in Ecuador seem to have favoured or rum counter to that factor.
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It is suggested that among the key factors are the following:

(1) the objectives underlying the programe. Wiat are the reasoas
for trying to set up estates ?

(2) the level and uature of general and local econowic activity;

(3) national characteristics and socio-cultural patterns;

(4) perception on the part of potential members of estates of their
value to themselvesp

(5) proper selection of the location and site, taldng into comsiderat-
ion the factors above;

(6) mature of the support by the Goverument, local euthorities,
finaencial institutions and industrial associations.

Before embariing om this analysis, it mist be stressed that aay
conclugions drawn regarding the conditions im Ecuador vis & vis the various
factors must be considered as tentative. In two weeks it is virtually im-
possible to gain wore than some impressions, most particularly im the

socio-cultural field,

1. The Objectives of the Progresme

The reasons for wishing to set up an industrial estate may ia- ~-

¢lude any or all of the following:

(a) to attiract mew industry, national or foreigm, to a specific towa,
usually in a less developed region, with the object of providiag
job oprortunities amd/or preventing its establishment im already
overcrowmied metropolitan areas

(b) to remove industries, especially small industries and artisem
workshops, out of congested urbam areas so as to provide better
working comnditions and opportunities for expemsion at reasonable
cost;

(¢) to group existing or mew industries or artissm workshops im
proximity to one amother with the object of emcouraging cooper-
ation, for example, in intra~estate sib-contracting and better
use of capacity and to progide common facilities, includimg
training and advisory services, with the object of upgrading
their verformemce;

) (d) to create duty free zomes mear ports or airports where products
can be processed, often with imported materials, for export or
re-export without havimg to pass through custoas,
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As noted in the last Sectiom, policy in Ecuador seews to have
oscillated between (a) and (b). (c) has been a stated objective, but so
far no such facilities have been established, The objectives of the pro-
gramae do not seem to have been thoroughly thought out and change with the

passage of tiue, but not really as a result of ay serious reassessment.

2, Level and Nature of Gemeral amd especially Local Ecomomic Activities

Elements under this head include:

(a) the nature of local economic activity - indust= al, commercial,
service, including repair, tourim, What are the present
trades in the locality ?

(b) The narkets which the city or tom serves and how well it is
situated to serve them, e.g. near a port or frontier for
exporting, near a road or rail cemtre, central to am important
agricultural area, near large industries able to offer asub-
stantial sub-contracts, near to an important tourist centre
vhere handicraft products can be solds

(c) mmbers and average size of locel ‘ndustrial units;
() 1evel of development of local entrepreneurs amd nen ag ersj

(e) sources of raw material avaiiable locally which could be exploit-
ed by firme on the estate, e.g. wol, timber, kaolin, hides, -
agrioultural products;

(1’) availability of skilled labour, traditions of skill amd train-
ing facilities.

Studies were made by CENDES, U.N, and U.S.-AID of the towms in which
estates were to be created, but it mmst be questioned whether the studies
were done in sufficient depthe At Tulcan it was proposed to set up m est-
ate with only six units on it, yet quite elaborate cemtral facilities were
envisaged. A good deal of expemse was thus sggested in a tom where evem
today there ap.ear to be only ten or a dozen wits likely to be imterested
in moving to am estate. Nor is Tulcan well placed from the point of view
of markets, unless a firn has sonething especially acceptable to the Colombim
merket, the border being only two or three kilometres from the tom. In rfact,
most traffic flows the other way, since almost all Colombism products are

cheaper than their hcuadorian equivalenta.l The two najor activities im
1

Large numbers of Ecuadorians wemt to Colombia to do their Xmas shopoing.
Almost everytning is much cheaper there.
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Tulcan seen to be money changing and suuggling, both of which are artisam
industries and probably more srofitable tham manufacturing, ‘the surrounding
country is agricuitural, wainly ou a mall scale and not highly mechani sed

Or providing a wmarket for muci. other than essentialas,

Cuenca ou the face of it was a far more logical choice, It is a much
larger town than fulcan with a high reputation for craft suamship, a school
for engineers and good trade training schools. ‘Miere was already a lot of
mall industry there whiich, on the face of it, uight have been attracted to
the estate. On the other hand, commuuications until recently vhen the Pan
Agerican Highway was brought through to Cuenca, were very poor and Cuenca

was isolated,

Ibarra is a market towm with very 1ittle industry. It is at the
centre of a1 agricultural area, but it does not se-m to be rich, and tractor
and agricultural equi pment repair is not a very major industry. In any case,
repairers are excluded from Government-sponsored estates. Guayaquil is m
entirely logical choice, because there are a lot of industries there eager
to leave the town, which is very congested. Sites of industrial estates
have to be more than five kilometres outside the towm, which may inhibit

scne muall emtrepraneurs who are afraid of losing coutact with customers.

e National Characteristics and socio-cultural Pattems
M—M

This muy well be the must important factor; indeed this seems $0 be
well demonstrated in Ecuador. Elements would include:

(1) homogemeity or heterogeneity of race and/or religiom. Is the
nation made up of a simgle race or two or moTre, at different
levels of culture ?

(2) treditions of honesty md trust. Do people trust ome mmother
gmerally or omly within their owm families or tribes ? Or
not at all ?
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(3) traditions of working together;

(4) habits of saving for long term goals or of social or conspicuous
expenditure;

(5) traditions of craftsmanship, industry or commerce;
(6) respect for education and training or indifference;

(7) independence or tendency to rely on action by Government or
other authority to supply needs,

Needless to say, the elements in this most complex factor given

above are n ot exhaustive.

Ecuador is a country where several races have come together. The
Indians of the castern province are still largely outside the money eco-
romy. Those in the cordillera are mainly agriculturalists and handicraft
workers. 1In the past the old Spanish stock has tended to be landowners,
but many are now showing interest in industry. On the ccagtal plain, con-
ditions in towns such as Guayaquil show much contrast and poverty and there
is said to be a good deal of crime. The great estates lie in this region;

they are increasingly under pressure for land refori.

Ecuador is still an immigrant country. 1In immigrant countries, by
their very nature, it tends to be every m an for himself and cooperation
does not at first come naturally, Probably the Latin temperament tends
in itself to be individualistio,

Certain of the Indians have a long tradition of handicraft 8, but there
is as yet no tradition of industry and the tradition of oommerce is only now
beginning to develop. Until the construction of the Pan-American Highway,
whioh is still not complete, Eouador was quite isolated. Tt is now
easily accessible to tourism from Colombia and by air from elsewhere and
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the increased oil wealth is opcning up the country., Traditionally,
university md higher education was in the law or the liberal arts, more
recently in economics. ‘here are few enginecrs, fewer still with sound

nractical exvnarieice.

The lack of tradition of cooveration shows in the relative failure
to establish cooperativea, in spite of supoort from the Goverment. U.S,-AJD
which was eager to promote cooneration, failed to do so effectively in the
handicrafts field, The suall industry associations aj;ear to be very loose,
dependent on the initiative of a handful of members. A lot of new coopgrat-
ives have ben formed recently anong artisans, some of wuich are showing gigns
of success, but it is tou ‘arly to determine wheiier they will continue to be
successful as cooperatives, esvecially if they have t¢ face setbacks in

business,

Although the Ecuadorian -ntreoreneur seems to be independeat :#xd does
not cooperate casily with his fellows on joint ventures, he also geems
cautious in risking his own money and expects Government to set thinga up
for him. This is probably because he does not. see the value of industrial

eatates to him. (Sec below),

The one coherent group cncowntered iu l.cuador were the Jeguicue Indisas
of Otovallo. They are highly skilled craftmaen in wool - their ponchos are
beautiful - and wood and cermmics. They have been receiving aid in reviving
traditional designs from a BID expert. liore inportant, they are enter-
prising businessnacn who have set up their own salvs offices in New York, los
Angeles, Spain and the Canaries. 'fhey can sell all they nake and have crafte-
mem producing for them. They have recently taken initiatives to set up

central facilities and fom a cooperative with a view to founding an artisea
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estate. (Sec Report, Appendix III). They are still comparatively um-
sduogted but clearly value educatiom amd the younger gemeration is getting
it. Evideatly the fact of being a highly localised minority grouped im a
mall area and maintaining tribal disciplime and omtual trust withim their
om circles is enabling them to progress amd, im time, they may evercems
caste vrejudice and become sn importamt factor im the Ecuaderisa econeny,
moving gradualiy as they develop their educatiom smd higher commercial sad
technical akills into industry and large soale commerce. The Peguiches sem
te bear out the thesis that evem in a heterogemeous population as im Eouader
with divigions both horizomtally smd vertically, a homogemeous people, hard-
woriing and preservimg tribal disciplime and ethics, can be siccessful, eva

when other Indiam tribes are degemeratimg and probably doomed to disappear,

4, Perception on the part of potemtial Members of Imdustrial Egtateg ¢f
their ¥alue to Themselves.

In order to persusde firms or imdividuals to move om to imdustrial
estates (or take smy other form of actiom), they must be comvinced that deing
90 is going to be of direct bemefit to them md that they will be better off

than they were before. Among the elememts that would naturally eater iate
their thinikdnag wuld be:

(a) that presemt premises have beceme too mmall fer the velume of
business md are restricting business operatione;

(b) that the poseidilities of acquiring lamd or prexises st ressem-
) able prices em their om are limited or nom-existent)

(o) that by goimg om s estate with firms from the sme or related
trades, e¢.g. a sawmill near fumiture makers. business comtaocts
will be easier mmd business will grow faster;

(4) to be able to prefit from ocsmsen facilities not gmerally avail-
able on private sites or im their presemt looatiom;

(o) to be able to obtain special bemefits smd comces:siome ealy
available om imdustrial estateeo.
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These conditions do not seem to obtain in most places in Ecusdor,
As regards (2), Ecuador is a msall country with only about 4 milliom people
in the nouney economy. The per capita income figures are mi sleading, because
T3 per cent of the income is coucentrated in the hands of two per cent of
the population, Thus there is not really a mass wmarket and it would secn as
if most amali industrialiste, even in cities like Guayaquil, have difficulty
in believing that by moving to an industrial estate with possibilities of
expans.on of vroductive facilities they will automotically achieve em
equivalent expansion in their markets., If they wer: convinced they would
certainly be prepared to insest more of their own money. MNost of the
industrialists with whom the question was discusscd liked the idea of larger
preuises and comon services, but none felt that lack of them was really
hampering their production or sales, (ue nan was veheriently opposed, since N

he claiuwed that the cuming together of so many workers pramoted comuunmiam,

The special benefits and incentives in the new Industrial Egtates Law
seen 10 be intended to place larger fime moving on to industrial estates
on the sate baais as registered amall industries. The mall industrialist

moving on to an estate really gaine no new concessions.

There are at present mo industrial estates with stamdard buildings
ready for occupation (except thome already occupied at Tulean and Ibarra),
and anyone moving out would have to buy his plot amd erect his buildings.
The recunt rise in land values makes the land on - say - the Cuenca estate
look cowoaratively cheap, where a few y:ars ago it looked expensive, (see
Report, Appendix III). The use of ojepsided, lightweight buildings which
the climate peruits cau certainly bring down the building costs, but loams
for land and buildings can only be extended over seven Years under the best
omditions, those offered by the Fondo Pinanciero Industrial. The best rate

of interegt is nine ver cemt, comaercial bank rates being eighteen per cemt.
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Under the circwastances the mmalli industrialists can be forgivea for
being sceptical about the benefits of moviag on to industrial estates. A
great deal more work will hav: to be done to find out what real benefits
they uay exnect, especially in terms of exvansion of market opportunities,

So far the feagibility studies do nut seem to nave been very effective,

Wnat is said above does mot smeem to apply to large and medium imdustries
ia general or to new amall industries. They would seem to receive easily
demonstrable advantages in moving to or setting up om industrial estates, if
they were available, Nor does it apply to artisam cooperatives who cam cert-
ainly benefit from getting out of private dwelling houses, where amuch of their
production is carried on, and beimg in proximity to one mother 0 that they
cen share facilities, including ocooperative purchasing, central processing
of raw naterials and, in some cares, cooperative selling, In the matter of
bemefitting frou industrial estates, the mell imdustrialist already estab-
lished geems to fall between two stoo0ls, just as he does im the matter of

fiﬂ‘loj.‘go

e Proper Selectiom of the Iocat.om and Site of the Estate
In the begimning of the Louadorim industrial estates programms, sites

were selected on the basis of a policy of stimulating mmall industries and
hamdicrafts in less developed areas, with the remult that estates were set
up in such places as Ibarra amd Tulcam, where they were not really justified.
Thereafter policy changed and became rather more realistic im terms of

esoomonic realities. The slments in this factor must imclude:

(I) cities amd towmes where there is a real interest em the part of
local industrialists im moving ts am imdustrial estats because,
for ome reason or smother, their preseat premises imhidit their
developing the potemtial sf their businesses: s.g. fims ia
a city where furthsr expmsion is impossidls sad mew premises .
oxhortitmtly expemmives
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(b) cities and towns where access to natiunal or imtemational
markets and sikilled labour make them natural choices for new
industries; (port, main highway, good rail connections)

(c) cities wiere there are sifficient industries to warrent the
construction of a sizeable industrial estate able to support
central services and camion facilitiess

Comversely, cities and towns wherc these eluments ar: not positive

should be avoided unless the Government i8 pre.ared to invest very large
sums for overriding social or politiecal reasons,

Elements in the choice of the site would include:

(a) physical characteristics, viich should be sucu that the cost of
the land and the setting up of the infrastructure, comnecting
fresh water and power lines, making drains and sewers, would not
be excessively high and that the terrain is in all ways suitable
for construction without a lot of earthmoving; e.g. levelling and

filling, and able to support industrial buildings without special
piling, etey

(b) accessibility to the city so that labour cen travel easily amd
delivery of raw materials or despatch of finished goods to loecal
markets is cheap amd easy, and customers cam rcach the estate
easily;

(¢) 1location sufficiently far from the city and on the right side
of 1t so that there will be no pollutiomn from fumes or moise
md it will not be emgulfed in & few years by urbam expamsion.
How do the sites im Ecuador selected for industrial estates stemd up
to thesge criteria ? As a locatiom, Guayaquil certainly meets criteria (a)
(b) and (c¢) positively, particularly simce the mmicipal authorities have
bamned further industries from the tom, At least two of the sites selected

by the private promoters seem to meet the site criteria.

Cuenca does not seem to meet either of the first two criteria as
Tregards locatiom; apart from having a good supply of akilled labour, the
other elments are not very pomitive. Conditions of the mall industrial-
ists do not secm to be s0 bad that they feel the need to move out of thelr
preseat premises. In smy case, presemt policy of trying to attract fims
from outside seems rather to exclude local firms. There are some differences

smong Cuemcsns on element (b). The Director of the Estate, who was obviously
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interegted in gelling it, felt that with the Pan American Highway now
couing to Cuenca, and a good road to Guayaquil, Cuenca had the necessary
acccasibility vliich, coupled with other factors, would make it atiractive.
The Preaident of the Small Industries Association consgidered the town to be
still rather "isolated" and could not see why any firma should come there.

As far as thc site is concerned, it appears to meet the eriteria.

Neither Tulcan nor Ibarra mecets the location criteria. As far as the
gites are conccrmed, Ibarra has uo room for expuus.on beyoud thue three build-
inges already there and is now inside the built-up area of the tom, which
could have been foresecn. In Tulcan the gite seens suitable, but has not
yet been proverly made up and devcloped. It is understood that both the
choice of location and the choice of site at Aubato were dcubtful: im any
case, for some obscure reason, two sites were purchased there, using up all

the avallablc capital.

6. Appropriate Support by the Govermuent and other AutHorities

This seems t0 be the weakest link in the whole programme. laving
decided on the setting up of industrial estates, without actually detemin-
ing objectives of doing so, the Govermment never really provided the plaa
with the financial and technical support needed to see it through. The

enphasis is on the world appropriate above. Elements likely to influence
smiccess or failure include:

(a) specification of the objectives of the prograrme, which may
differ from estate to cstate; e.g. in one city to attraoct nmew
industries, in mother to get industries out of the city ceatre.
The objectives in cach case have to be thought through amd
specified clearly im the light of a thorough umnderstandimg of
the conditiomas in the locality and needs of local industrialists,
(or those to be attracted).
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(b) the quality of the feasibility studies which should take
account of social and cultural factors as well as of
purely econouic and technical ones;

(c) the choice of industries permitted to talke space on esgtates;

(d) a sygten of financial aid to firms wishing t0 move on to the |
estates wiich will cneure adequate suvport without imposing
undue burdens on reasonably well managed firas, but at the |
sane tine will insist on initial contributions by the fims
themselves, so that only those really interested and able %o d
do so will nove on to the estates. (Estates are not interested

in having firms which may go bankrupt after two or three
years).

(e) programies of technical assistance, including training pro-
graames for management, technicians and workers. The estab-
lishment of central facilities, such as common workshops or
olants for processing raw umaterials, should be establighed

only in the light of clear demands mmd with participation
by the industrialists,

(f) the proper selection of extension service staff.

(g) how the programe is sold to industry.

It docs not secm that my of these elements has heen vositively ful-
filled cither by the Govi.rmment or CINDES. The objectives changed ia the
course of the programie in quite an unstructured way. Initially they were
distinetly vaternalistic and aimed at rather featherbedding action for
artisaise When this failed, they tumed to attracting new industries and
then doing something about improving the lot of urban mmall imdustries.
None of these objectives or changes of objective seems to have beem based

on sound feasibility studies - or evem on comrionsense }

The noliecy on vhat types of firm should be allowed to enter industrial
estates hes been restricted exclusively to nenufacturing industry. Ware-
houses and repair workahops are excluded. If the objective ia to im-
crease employment o portunities, such a narrowly rea’tr{ctivL* policy secms
to be a nistake. In many cases, firms which start. by doing repair work,
as in the case of the Mejia Compamy at Cuenca, develop their owm product
lines and tum into fully-fledged manufacturing companies whem they have
space to expand, Service industrie-. such as warehouring are oftem labour-

intensive and may attract manufacturing firms.
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The finmcial aid has been rather half-hearted. Lkver so, much of the
money put into the cstates so far seems to have been wasted or at best
to have benefitted industrialists who had the funds to set themoelves
up without Government aid, as at Tulcan. In spite of incentives such as
the remisaion of various duties and taxes, vhich are enjoyed by registered
mall firms in auy case, moving om to an industrial estate may be quite
a coatly business for a amall industrialist. He has to find the money
for the land, {Cucnca land is 140 sucres per square meire. 500 n?
would tlua cost 70,000 gucres, about 2,700). There is the cost of the
building, cornection of services amd installing the production equip-
ment, If the object of moving is to expand production, additional mach-
inery and equipnent may have to be purchased, more labour takcn on and
increased supplies of raw materials financed. The cost of all these will

only be repaid whon the increagsed production has been sold.

Finamcing by the new fondo Pinanciero Industrial, which seems to be

the most favourable, offers

- credits for buildings, (land is not nemtioned) Max, 7 yecars
- " " machinery and equipment » 6 "
- " " working capital " 2 "
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An additional period of grace of two years may b2 allowed, depending on the
8ize of the crodit and the importance of the projeet. As therc do nut secm
to be auy plans to s=t up estates with remises to rent, purchase has to bhe
agsumeds dintercst is at 9 per cent. The maximum loan for fixed assets,
based on national tunds, is 1,500,000 sucres (rather less tham § 58,000).
Woridng capital up to tw years may be obtained to a value of 2,000,000 sucres.
(% 77,000). The interest rate nakes borrowiig a burden on the firm's finances
and must certainly wak: any auall industrialigt fe-l that perhaps he ahould
stay in his presmt premises, wiich are either owned or reatcd at low remtals,
as loug as e can 80 that, if and vden the tine comes to take advantage of am
industrial egtate, he will b: able to do so with his owa funds as much as

possible, Otherwise the firu would expect a Government gitt,

One element struck the reszarch worker very forcibly. This was the
&ze of the buildings proposed for the mmall industrialists. At Tulcam each
building was 450 square metres (15m x 30m). At Ibarra the buildinge are
about 520 squarc mctires. .hese buildings are probably too large for moat
mall industrialists, may of whom may be employing say, 10 workers in less
than 100 square metres, possibly only 50 sq. metres. The jump in size may be
much more tham the average mpall mam cen envisage needing within any fore-

seeable time.l

No serious attempt scems to have been made to take any ome group of
industries, explore their needs in depth ald direct actkon towards thenm.
Nor does amy action seem to have been takea to try amd sustain imterest in

a proposed industrial estate once emthusiamu had been raised,
1l

Comparisons with other countries have s far been studiously avoided im
this report, but it may be moted that in the highly succesaful Turkish

ndustrial estate amme, areas 0L bulldings renge from about 1 i
%o a very few at gog-rgﬁ 8q. 'm.  the najorityngeingméround 100 sq. l5. "

It is true that these buildimge are of a very much more solid ocomstructios
than those which oan be permitted in Eouador, but it does secem necessary,
if it is wished to attract amall industrialists, to offer them a wider
range of choice amd sizes mearer what they arc accustomed to.
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A major problem faced by all countries which are newly industrial-
ising and where there is no industrial tradition is the gulf between the
Government's prfessional and technical staffs and the industrialists they
aim to help. A university degree in engineering or economics is a sine
qua non for acceptance in the Government service. Very often such staff,
able and keen though they may be individually, have had little opportunity
for obtaining practical experience in industry, certainly not at shop floor
level, since they often move straight from the university to a government
Job,  Small industrialists, on the other hand, not to mention artisans,
for the most part come from among the manual workers and often continue to
work alongside their employees. They have little education but great
manual skills and inventiveness. It is difficult to establish real rap-
port between them and the government officials, who they may respect for
their academic knowledge but somewhat look down aupon as "theoretical®.

The people who go out to help the industrialists - the front line troops -
must be practical men, able and willing, where necessary, to take their coats
off and demonstrate a process or a better way. This means shop trained tech-
nicians, unfortunately rather rare in developing countries, with the uni-

versity graduates behind them for the more complex problems.

It must be said in defencc of the Government of Ecuador that the UN
aid and advice on industrial estates offered to CENDES and on which they
reiied, seems not to have always been of the best. Apart from Mr. CGuarda,
who was only there three months but whose report shows a very sound grasp
of problems and offers much good advice, the industrial estate experts
seem to have been weak, particularly in that they seem to have made little
effort to look at the conditions in Ecuador, economic and social, and fit
their recommendations to the real needs of the country. The last expert
was heavily criticised by several people. Equally unfortunately, some
of the extension experts giving technical assistance in the current UNIDO

projeot do not seem to have been very effective, although the present team
is highly thought of. The project is, however, drawing to a close.
CENDES, at least, still wants help on industrial estates.
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Suuiing upy Governnent policics on industrial egtates have so far
been vacillating in alinost every respect, with insufficient gtudy in depth
of requireucnts and insufficient coiniituents in terus of cither noney or
technical assistauce. Above all, there has bern insufficient objective
analysig of all the factors involved, Perhiaps the wajor mistake has been
that of eetting up the estates and then inviting industrialists to take space
on them. This uay be all right when trying to attract new fims and fims
from outside the regiom., With existing firms, it uay be better to let them
tak: the initiative in foruing cooperatives or coupanics and acquire lad ete.
ad them, vhen the demand and intentgon are ghiown, coming in with the necessary
alde This is what has hapoened in the cage of the uito woodworkers aud at

Otovallo, aud looks like working.

Ts  Comeclusion
The malysis above suggests that in regard to aluost every factor,

action in Ecuador has been inadequpte and often wrongly directed and that
the failure to establish a viable industrial estates programme capable of
contributing substamtially to the industrial development of the country is

due to a cowbination of poor diagnosis and ineffective action,
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CONCLUSIONS
General
1. he oificially soonsored inudugtrial eatate nrogratie in Ecuador has

not go far ot off the ground, in srite of yone expenditure and a good deal

of intermational and bilateral toclinical cooperation,

2. The reasons for this scen to be several., In the first place, markets
are very rcotricted by the amall population and low per capita income of
the masses, 1ore than a third of whom are outside the money economy.

kven in the nodern sector of the ©CORoOMy, u high perccntage of the GDP is

concentrated in the hands of a very small percentage of the populatiom.

3e The oil exports of the last few years have permitted a larger acale
of lavestuwnt and industrialiesation has begun to accclerate. Hithorto the
limited nossibilitics for expansion and the comparatively low land values
outside the cemtres of the cities have made industrial estates legs attrac=-
tive to the amall industrialist, since, smmong other things, noast could see
no probability of increasing their Lusiness as a result of noving to aa

estate.

4 The allocations under the Andean Group Agreemcnts should provide the
narkets vhich have been lacking, at least in certain sectors. However, the
Government has to cnsure that a fair share of the ooportunities resulting
from these markets come to indigenous industiry, whether directly or ia the
form of sub-contracts. In this comnection, industrial estptes have a role
to play, both as amans for providimg opportunities for expansion umnder
svecially favourable conditions and as a means of grouping plaats workimg im

related fields.
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5. The wajor risk is that this imdustrial expmsion may be hempered by
lack of qualified emd experiemced persomnel at all levels amd result in most

of the increased busimess beimg placed in the hends of foreiga firms.

“he Industrial Lstat (1]

6. The second reason for the failure of the programme scems to be a
lack of clear objectives and thus of policy on the part of the Govermmemt.
Policies have varied across the last tem years in em effort to fimd success
for a programue which dragged from tlhie start rather them as a result of

any real understending of the factors imvolved.

T. It is not posaible to pronounce on the quality of the feasibility
studies, since ihese have not bcen seem, but it would appear that they have
taken too little account of nom-economic factors, epecially the attitudes

of the small vntrepremeurs for whom the e states were initially supposed to
cater. 'he initial enthusiama may well have been the result of these in-
dustrialists failing to understand what participation in the programme imr-
volved and believing it to be some free hamd-out by the Govermment. Thus

the programe was launched before there was any proof of real demamd ia the
form of initiatives om the part of the industrialists themselves or willingmess
to risk any of their own momey., Thus the estates have beem imposed rather

thaa sought.

8. Some of the problems seem to have arisem because of the inabdbility of
the industrialists concemed to create durable cooperatives. In general,
producer cooperatives in Ecuador do mot have a hi story of siccess. There’
are aigns that some recemtly formed artisan cooperatives uay be startiag te

work, but it is rather early to be sure.



The Selection of Industriecas

9. The Government's policy of restricting .ntry into sponsored industrial
estates to mawfact ring firms ouly and excluding all those engaged in ser-
vice industries such as repair aad warehouding nay be unduly narrow. In a
develo.ing industrial ecounomy, fimus engaged in repair and sorvicing are
naturals to uove into mauufacturing, initially, »crhaps, making goare parts
which are imoorted, sincc thuy have the machines and the aki.led workera.

If a major objoctive ium setting up an industrial estate is to increage
enploymeont opportumnities in a locality, them scrvice industries, including
warchousing, ar: oftem labour intensive. They also perform am inportant
s:rvice to local mamufacturing imdustry by acting as factors and distrib-
utors and waay be useful iu encouraging manufacturirg firus to join cstates.
There scems to be a quite gemeral belief at present on the part of the saall
industries associations that the Govermmcnt-sponsored e states do not want either
existing firms or mmall firme amd ure interested omly in attracting fims from

outside the regiom, especially forcigm firus. This has to be clarified,

Physical Aspects and Ancnities

10, The original prograume scems to have becn rather swbitious im terus
of the facilities and amenities to be provided, evem or the very small
eatates. In fact, no facilties have been e stablished beyond the physical
infrastructures aad evem these are incomplete. Apart from Cucmca, the
estates seen were very mmall and evem had they beem finished would have
@maounted to ouly half a dozem or ao factory buildirgs. It has to be asked
whether they were worth the effort and cost end whether it would rot have
been cheaper simply to have subsidised imdividual fims, which is what has

happened im effect om the "estates" at Ibarra and Tulcam. .
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11. Polici.ea rogarding location changed from  nphinsis on boclward ar. as

guch as Cucnca aud Ibarra to cities such as Guayaquil v re cxistiyg ine

dustries nced to be cliared from congesatod arcas and ther. ave grave nrobe

lems of urban wnemployment. In s ite of this, there has been no success ;
in develoving an estate in Guayaquil in the ton years since th- mogr amme

was launched, while the oth.r cstatcs were maintained, altliough not further

developed, exceont in the case of Cuenca.

12, Therc serms also to have b-on some rigidity in selecting tae s8iz. of
buildings, the mallest of which may be too large for most small industriale
ists. A wore careful exwaination of the real ne.ds of industrialists con-
sidering entering estates should be nmade before deciding on the size of plots

and buildings and a yreater choice offered.

Inoentives

13, The present system of incentives sewus to reflect the rather confused
thinking of the Government. The bemefits offered to firms joining the estates
under the reommt Law do not sccm to go further tham those already available
to m1ll firms under the previous Law for the levelomment of Small Industry
amd Handicrafts. The atiractiom of the estates is thus primarily for large
amd medium firms which have mot hitherto received similar banefits umder

My law,

14, This raises the fundmmental quostiom of whether the Govermment should
set up industrial estates or imdustrial areas md them use incentives as
"bait® to imduce firus to come om to them. This apjroach is wvalid Mien try-
ing ts attract mew or foreiga firms, but for local firme already in exi stencs,

the demmd for em wtate should, perhaps, be allowed to arise spontanecusly




frou a group or industrialists so couvinced o, ilie need for on: that they
are orepaced 30 risc their own capital to surchagse tie liad aud develoo

the infrastiucture. ‘he Governuent way then pruvide vhatesor aid is neceso-
ary to .maure success, ‘hictuer in the foru of financial supoort, fiscal
b:nefits or vechmical assistance or some combination of the three. If,
viien they wnderstaud thorvughly tiie nature, pur.ose @wid vossible benefitse
of industrial estatcs, industrialists are uot cuuvinced ol tn:.ir value to
thoa ia thieir particular circumatances, then the prograsie is probably not

worth pursuing.

Technical Assistance

15, ’riority for technical assistance should be given to firms moving

on to estates. Attcntion aliould be given to them vhoen they are planaing their

production faciiities in such natt-rs as vlant layout and viork metliods 80

that they can start right aid do mot have to make najor changes to improve

productivity in he future.

16. The provision of .special facilities for training workers, tcclinicians
ad nanagerial staffs of fims om industrial catates should be studied. If
facilities cannot b: established on the states themselves, special arramgements
should be made with local techmical schools or universities to su .ply the

Regessary prograumaes at low cost.

17. The staff of the Industrial Lstates Divisiom of the CENDES ahould
regeive further traimiag and should spend some time studying industrial

sstate programes im suitable countries abroad.
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A new Programe

18. The revival of intereat in industrial estates with Preidemtial en-
couragenent ad the recently promlgated Law may be well-timed. There now
scems to be a genuine aad growing intercot among industrialists im some

parts of thie couniry. llow.ver, before further Gov. 1umoent initiatives, a

great deal nmore snadeworic will have to be dome in all relatod areas and more
¢lear-cut @md soundly based policies will have to be developed if the prograame
is not to go the smae way as the first, It will only work if industrialists
are couvinced that it can offer them advantages which they camot get om

their own, not only in tcius of fiacal benefits, but, wuore importamt, in

business expansion and more favourable operating conditions.

19. The prograame will nced expert advice and assistance, which at present
does not appear to be available in he country. It is importamt that amy
intermational or bilateral experts assigned should be able to look beyond the
bricks and nortar of sctting up eatates and anderstand fully the economio,
social and cultural factors which will influence the sucoess or failure of

the programe.
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APPENDIX I
PRINCIPAL ORGANISATIONS VISITED AND PRRSONS CONTACTED

Quito

Ministry of Induatry, Commerce sad
Integration, (MICEI)

Centro de Desarrollo Industrial del Ecuador,(CENIES)

Executive Director Econ.
Director - Technical Assistamce Ir,
Chief - CENDES-UNIDO Division Ing.

Technical Of’icer - Industrial
Estates Division Econ.
] n ] n Econ.

Control and Piscal Section - Chief Econe.

Banco llacional de Pouento (RT)

Technical Assistamce Dept. Asst. Manager Econ.

OCEPA, (Handicrafts Cooperative Urgamisa- ]
tion) - Asgt. Llanager Senor

Semacar ILtda. Owmer Sﬁor

Royal Swedish Imbasay - Chargé d'Affaires lir,
British Imbassy - Commercial Counsellor Mr.

United !lations

Marcelo Avila Orejuela
Julio Armuz L.
Vi_.ncente Cabezas C,

Prenklin Iopez F.
Iuias Armijos G.

Alicia Hernmdez Martinez

Gonzalo Guzman Ortega

Mpguel Jervis
Arnando Freire

Ragnar Petri
David Walters

UNDP Resident Representative lire Juan Pascoe
Programie Officer iirs Jam Heiram
UNIDO Project lianager Nr, John W, Isiocogain Clark
Cuenca

CENDES Director - Industrial Estate Co. 3;01' Romulo G, Neira Carrioa

Association of Small Industries - Director Semor
Talleres Mejia Ower Senor

Multindustries S Presidemt Senor
Admninistrator Dr.

Compenia Relojeria Andino-Suiza SA
Presidemt Ecom.

Hugo Cobo Castro
Hejia

Pablo Jaramillo |
Tito R. Dominguez I

Gonzales Bauluz C,
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Guayaquil

CENDLES Abogado lata

Small Industries Association - Presidemt  Semor Miguel Villacres Medina
EMECO SA General Lamager Ing. Carlos Baquexrizo Astudillo
Ibaxra

Industrial bstate Compsuy lianager Senor redro Herrera Nieto
Nulcan

Alinentos 3alanccados 34 ) Owser Sedor Suarez

Choladus Colombo-Ecuadorianos SA )

MICKEL Credit Zromotion Officer Dr.
P BID Officer Econ.
Otovalle

Peguiche Otovallo Ltda lanager Senor

Isaac Parra
Walter Gaibor

Carlos Rosere
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NOTES ON THE METHODOILOGY OF THE STUDY AND THE FROBLIMS ENCOUN(IERED

Methodology

The first four working days were spent in Quito im the Industrial
kstates Division of CENIFS8 and vislting organisations in the oity.
During this period the followimng activities were undertakem:

(1) Collection of national statistics relevent to the study.

(2) Obtaining backgroumd information on conditioms in the country mad
the industrial estates programe.

(3) Visiting some small industries in Quito.

(4) Drawin. up a programue for the remainder of the missios
with the officials concerned and making the necessary travel
and adninistrative arrangements.

The first wovincial visit was to Cuemca. 'The research worker was
accompamied throughout the provincial tour by Ecom. Pranklinm Lopez. #From
Cuemca they flew to Guayaquil, returmed for one night te Quito amd left
immediately for Tulcem, returning via Ibarra and Otovallo.

In view of the absence of any standard set of conditioms and the
absence of industrial estates im operation, there could be no stemdard
approach. The main concern of the research worcer was to find out as much
a8 possible about the local industry and the views of those concermed about
industrial estates, particularly,why the prograume wus not working. Before
8oing on to discuss ome or two of the problcms encountered, it must be said
that the Executive Director smd staff of CENDES did everything they could
to make the missiom a success, once they understood what was waated. However,
the short notice and shortneas of time may have limited the industrial visits
ad certainly made amy in-depth study of conditions in small firms and moti-
vation as regards coop:cration and industrial estates impossible,

o Y . T
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Problems

The main problem, of course, was that tliere are no industrial ra=-
tates onerating in Feuador, Two go-called industrial estates at Ibarra
and Tulcan really only consist in some factory buildings constmicted with
public funda which have boen rented out to some privote companies. This
meant that the study of the conliribution of industrinl estates to indust~
rialisation had to be modified to m examination of the conditions in which
industrial esiates are viable and how far these conditions exist in
icuador. Whatever conciusions may have o-en reached on this soint nust be
reogarded as intuitive and tontative.  Tthe socio-cultural asveets need
mich deeper study, brcuse the research work:r is convinced that the key
to the question li«s there, lHowever, the econouic aspects are also im=
ortant and it would be interesting to siudy a aoss-section of asmall in-
dustry iu lcuador, find out what th.ir turnovers arc and vhat possibil-
ities there are for inercased sales, within and outside their immediate

localities and, equally important, wiat are their own perceptions of ~

such nogsibilities. Only then could it be seen whether or not moving them
to industrial etates would really offer increased oovportunities for growth,

(1) General Statistics

Up to date and rilaible statistics are lacking and even what there
is has to be soiq;ht out. 'Tables 2, 3 and 4 offer some data for the
industrial field but their value is lesuened by the fact that they
do not come dom the same year and that the statistics for small in-
dustry are only Tor those firms which are registered with the MICEI,
It is not kmowm how many are excluded. The recint raising of the
level of investnont for classified firms te 5 million sucres must
nean the inclusion of wost of Ecuadorian indumtry. Lo statistics

for auployment were available,

(2)  Information regarding individual Pirms

A total of 12 amall firus were visited, but all these visits were
rather ad hog, indeed, in most cases, "deacents" with little if

any notice. The goodwill of the owners amd mmagers emcountered was
manifest, but it was obvioualy difficult to get much im the way of fin-
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ancial inforumation or find out how they saw th:ir prospects of ex-
pansion and whether they felt that thiese would be enhanced by rc-
locating on to an industrial cstate. As ever, the tcndency was to be
shown the sore successful but less representative fimas. HNor did the
discussions with the Presidents of the =mall industries associations
give any clear impriossions of cohcerent thinking among their mewbera,
There seems to be less homogencity among ammall industrielists in
l'euador than in some oth.r countries, probably because of their diverse
origins. 'hus the only way of rcally getting an accuratc picture of

their nsituations and perceived needs would be am in-depth gtudy.

There wer.: no probleus of transportatioa or accommodation. Lenguage
no problem after the first day or two, when the research worker had got accue-

toried to the local accents,
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NOTES ON TOWNS AND ESTATES VISITED

The notes in the Reports whioch make up Appemdix III are designed, im
the sbsence of mmything te report ea viable industrial estates, te provide
background informatiom em the comditions im Ecuador. Am umderstemding
of thess conditioms may help to amawer the questiom: Under what cenditioms
do imdustrial e states msucceed or fail? They are a rappertage of opimioms,
sometines conradictury,amd observations oa physical comditiens anu per~
formance of firms visited.
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‘uito ig the capital of kcuador, situated in the cordillera of tie Andes
at 2,800 wctres altitud.. At tue 1970 cusu® iis population was 52b,u0
but five years later it is eatimated at around 700,000. It is a lomg and
ratier narrow city stretching along the Pen-am-ricam !l uway for about
15 kilom:tres. Se far there doea not appear to be much zoming of industry,
which is uainly in thie suburba alomg the Highway, where, it aopears,
prices 10 to 15 kilome.res out are still reasonable. Therc is also some
mall industry located near tlie cemtre of the city on the mountaingide
to the west. “he ilighway offers a good road morti and south, although there
are still a few gaps and some bridges to be coustructed and there is a
good road to Guayaquil. There is also a narrow gauge railway but this is

in very poor ccnditiom and its future is currently umd:r study.

ACEry frca discussions at CENDES, the followiag visits were carried
out in Juito.

MICEI  Comirol and Fiacal Sectioa. Crief - licon, Alicia liermandez .Liartinez

This visit was useful in that it resulted in the tables on industry.
The discussion wus not very useful, but it elicited that most large firms
have mixed capital, 52 per cemt Fcuadoriam amd 48 per csnt foreign, out that
the mnall fims are 100 per cent Ecuadoriam. The duands for guarantees
fron the commercial bamks are mso stringemnt that few suall industrialists
want t0 use them. Interest om private bank loans is 13 per cent; om Goverm-

ment loams it 18 9 per cemt,

Banco Nacional de Fomento (BNF) Dept. of Techmical Assistapce
Asgistamt Manager - con, Gomzalo Guzmem Ortega

This was the moot useful visit im Quito, The essentials of the gemeral
discussion are im the main text, Senor Quzmar provided informatiom om four
cooperatives which are being finmmced by the Bank, details of which are in-
cluded under the respective city reports im this Apnendix,
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Quite - A cooperative of wnodworkers is trying to create am industrial
complex complete with workshops, dwellimg houses, am exhibition hall,
recreational facilities, etc. Finmmcing will be partly private and  art-
17 by the BNP. At presemt they are seeking a suitable site and think
they have found one for 200,000 sucres on the main highway a few kilo-
metres outaide Quito. (Since it is difficult to imagime that they

would waat less than about 5,000 n2, the land must be fairly cheap).
Omce the iand has beem :cquired the Bank will make a loan for buildings
and machimery., Pacilities are exoected to be ready about two years
after the site sad financing have beem obtained,

The coument wust be wmade that it weeus URRAcCeSIArily ambitieus to im-
clude housing and recreational facilities im the estate irom the first stage.
It would surely be better to allow some time for the workgliops to operate
and help finance the second stage from th: increased production sad profits.
Over-ambitious plans which them prove umrealisable arc a feature of both the
efficial and private approaches to imdustrial estates in Kcuador.

OCEPA Assistant Mannger - Senor Miguel Jervis

The OCEPA is ma orgmisatiom originally created by the Alliamce for fro-
gress, to aid the develomment of handicrafts. It has a large ahop im Quite
where it sells the products to tourists. It deals with both intermal sad
expert markets. OCEPA is a semi-State orgamisation with 49 per comt private
capital from various sourc.s. It deals directly with betweem 400 and 500
artisam femilies, providiag them ~ith raw materials amd buyimg their finished
products. PFor five years it had US advisers. “he research worker heard else-
where that they had imtroduced artificaal fibres and dyes in place of the home
produced ones, thus redueimg effectively the value of the imdigemous products
in the tourist market. It is also understood that the Director of OCEPA imtre-
duced designs from Mexico. Senmor Jervis demied thi: hotly smd assured that
beth designs md materials are 100 per cent genuime Ecuadoriam. Neverthe-

less some of the ;enchos were im symthetic fibre,

The primcipal markets are USA, Burope, Japsm, Australia sad Curacao,
the last-nmmed because of its huge tourist trade. The imtermal market is
growiag but, until recemtly, the wealthier classes temded to despise matiomal
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artisan products.

OCEPA is not a cooperative. The US Government was very keen on coop-
eratives, but attedpts to set them up among artisans was largely a faliure.
lhe people are not sufficiemtly educated. There is one coopcrative omlys

this makes straw hats.

Qther visits

Courtesy visits were paid to the Royal Swedish “mbassy and the British
¥nbasay. Both provided useful information amd leads,

FMms visited

(1) Semacar - Construction and recomstruction of bus, truck and light
vam bodieg - The firm is housed in a light, metal, opensided buil-

ding of the type frequently seem in lcuador where the evem temper-
atures through out the year make thia construction perfectly viable,
It is om the main highway about 7 kilometres out of Quito. The fim
has about 12 cnployeess The owner was for some yecars a metal fumi-
ture designer and later woilied for a long time for the Thomas Car
Works, the largest body bu:.lders in Lcuador. He started his om
business four years ago. H> has attended various management pro-
gramaes of US-AID. lis offize ad the works were tidy and ap eared
well organised.

The owner, Senor Freire's main concern was that there were too mamy
firms building bodies in Fcuador, (13 as compared with three ia
Colombia and six im Peru). He felt that the Government should de
something about it, since, in spite of heavy demend, cut-throat
oompetition was provided by "artissm™ body builders, whose stmdards
were low, The Govermment was offering little support to the in-
dustry amd had recently bought 200 completed buses from the USA
instead of buying the chassis and having the bodies made im Ecuador.

THecussing industrial estates, Semor #reire said that, had an indus-
trial estate with suitable facilities been available when he set up
his plant he would probably have sought a place. He felt that the
problem of getting -ndustrialists together imto cooperatives to
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create industrial estuates was that Ecuadorian amall industrialists
were not sufficieatly developed to achicve satisfactory cooperatiom.
lle had becn rylng to romote one for steel purchaaing without msuc-

C288,

His workers were non-unionised and, he said, did not wish to join

a union. They have good workimg conditions, protective clothing, etc.
His own principal prob’em is a shortage of working capital., He ob-
taina loans from commercial bamks and some from Govermmemt sources.

The bread ~nd butter line is small dclivery van bodies of which he
produces 10-15 per month at about 30,000 sucres cach. (At 10 per momth
this giv s hin an annual gross turnover on this line alone of
3,600,000 sucres,) Ian addition, ome bus body umder reconstruction

was in the shop and a very large multi-purpose trailer which he

wag selling ror 500,000 sucres., Altogether quite a successful business

vhiich imd maple room for expamsiom on its present site.

Bottling and packaging imsecticides

This ovlant is located on the mountainside about 300 metres above the
city, not far from the centire. ‘There is room to expamd. It produces
eight lines of insecticides in aerosol sprays and bottles. Chemicals
are purchased from Germemy amd Italy in bulk and iavolve very heavy

stockholding because of the long periods to be allowed for shipment.
The products ae sold by the firm's om salesmem to pharmacists and
druggists on the coastal plaim, vhere the insects are, The plamt
employs seven workers; working conditioms were rather primitive.

The owner, who has a doctorate, was away.

Chemicals for leather treatnent

This plant is adjacent to he insecticide plant. It also has room for
expansion. The plant, manufactured in Ecuador, involves quite heavy in-
vestment. There is a quality conirol laboratory. The product is seld
in 60 kg. plastic bottles to the leather industry at Ambate. Working
conditions were messy. Five workers plus office staff are employed,

‘his ‘ovler was also absent.
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2, Cuenca

Cuenca is a city of over 130,000 inhabitants in the cordillera im
the south of the country. It is joiucd to uito by a bramcn of the wito-
Guayaquil rai.way and the Pan-Americam lighway, due to pass through it, is
om its way to completion im this section. It has a high reputation for

its technical training faciliiics and the sxill of its workcras.

Parque Indugtrial Cucnca - Cia., de hcononia iixta. Director -~ Semor Homuilo
G, Neira Carrion

The unhappy history of the Cuemca Industrial “state is extensively dis-
cugsed by lr, Guarda in his ile )ortl and added to by kir, 'b}nglander.? There
is no merit in repeating what they say. 17 hectares of the 67 hectares owmed
by the Company have now beem su,plied with adequate roads, water, electricity
and drainage. ‘This section was officially opened by the lresident of the
depublic early im .lovember.

“here have for sone years been five factories om the laned omned by
the company, but not on the part r-cemtly provided with am infra-structure
and they do not fora part orf the ..slate. [he presemce of & mumicipal
slaughterncuse poses problems, since in-coming industries giving off smoke
or fumes night pollute the ueat,

The Industrial Estate Coupamy has among its sharetiolders

CENIES, (responsible dr the managemont),
Comision de Valores, (CV/CH¥N),

CREA, (Centro de Recomversion Lconomica de Azuay, Canas
y lorona Samtiago), the regional develoment agency.
e Director sald that because of long delays in empiementing the
project, local industrialists had lost faith, Conditions for amall in-
dustrinlists in the town arc not, for the most nart, so camstricted that
they urgently need to move to new premises. lqually, the rather large plots
into which the estate is divided would be likely to be too big for most small

fims, even if they wanied to move.

Pime wishing to move or to the prepared portion of the Lstate may
remt, rent and buy at the emd of three years or buy at once. Only manufac-
turing industries are allowed by law - repairers are thus mitomatically ex-

3 Op. cit. p.22
2

Op. cit. pog
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cluded. '™e estate is officially available to

namufacturing industries frou outside the city and new firmsj

" "

from within the city whose premisee will
not permit expansionj

- " from within the city with plams for ex-
pasion.

1t is hoped that the publicity resul ting from the opening by the President
will encourage firms to seek places on it. So far only three firms are neg-
otiating, two watchmaking fiml and a firm making electrical peasuring
ingtruments. Several foreign delegations have reccnily visited Cuemca in-
cluding omes from Britain, West dermany and Japam. An advertisement appeared
in 8 recent issue of Business Week with a supplement om Ecuador.

Asked why he felt that outside £irus might be attiracted to Cuenca,

the Director gave the following rcasons:

the land on the Imdustrial Esjate is cheap at 140 moru/nz. Lemd
outside Quito is 250 sucrea/m. (This doee not seem to be borme out
by iuformation from Quite - of. the woodworkers' cooperative mentioned
sbove).

- local labour is highly akilled md there are very good techaical
schools, well esuipped. Cuemca is particularly stromg in high
precieion engimeering, gemeral engineering and the mamufacture of
sitomobile parte. A Swiss watch compamy which allowed ome year for
the workers tq attain proficiemcy found them wholly proficiemt after
three months.” The US General Tire Compemy, which has a plamt at
Cuemca, was able to send its traimers back to the United States in
six momthe instead of haviag them for the two years foreseem.

- firms enjoy various bemefits under the Small Imndustries mad Iadustrial
Estates “evelopment Acte. This is designated as a “epecial region"
md bemefits are greater tham they are in Quite.

-~ thers are groupe of young mem with eatrepremeurial qualitiess

- the inter-institutional coordinating groupe such as CENIES give
access to facilities all over the countrys

- there sre plamtiful local aaterials, especially for the oersmic in-
dustry, (kaolim, felspar). Thers is already a ceramic tradition smeng
artisms. Cuemoa would be epecially mitable for electrical per-
oelain and samitary ware, vhich are mow imported.

1 gee Ouemoca Visit Beport Ne. 3.
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The reason why no cersmi¢@ ind.stry has hitherto been set up in Cuenca is
that wmtil recently the city has been isolat:d, the sul. means of commun-
ication with other parts of the covmtry being the very inefficient railway.
‘the roads were very bad., llow the ustretch of the “an-Amcrican Hijhway from
Qito to Cuwnca is almost completed, It is nosaible to drive to Quito in
aix hours and to Guayaquil ia three,

The impression gained of the preseni situation of the ~state, wiich was
visited, i® that the Director, apparently quite a dymamic wman, is prinarily a
promotor and knows little or nothing of industrial estate design or nanagemsnt.
He asked for help in drawing un regulations for the typess and apecifications
of buiidings, construction umaterials, facilities, etc. and ccumplained that
this work should have been done by the last UNIDO expert but was not., Un-
fortunately, the present staff of the Industrial rnstates Uivision at CENLES

do not impress as being in a positiom to give the aid he requires.

Productos Andinos

Semor Neira, the lirector of the Industrial bstate, is the President
of this orgamisation, which is receiving help from the BNF, It conslsts of
eight cooperatives of artisams, Founded im 1968 with a capital input of
1,300 sucres from aach member coop-rative, it now has paid up capital of
1,460,000 gucres, Current sales are running at 8 million sucres annually.
The eight cooperatives have a total of 300 members working in thoir homes,
but the total number working, including family members, is probably around

800, The producta of these cooperatives are:

pullovers im pure wool, (the first cooperative and nucleus for the rest);
fumiture;

Jewellerys

straw hats and other straw articless

carpetsg

embreidery.

There are contral scrvices such as savings and credit, production, msrkcting
amd housing, Senor leira is personally fed up with being President and w:nts
to resiga. He claims that the members have no understanding of business.

In 1974 they d clared themselves a dividend of ome million mucres, a sum almost
equal to their total capital,



ihe Coopuerative pays mark:t prices to its mombers and nommally addas
about 35 ver cent to make the selling prices This 35 per crnt is placed in
the reserves and after iaying the expenses is uscd to distribute dividends
at the end of the year. iroductos Andinos has ite own warchougses ad chanmels
of distribution and also provides c..edits for raw mate.ials, It has an
accounting service, BMost of the members are also amall-holders,

They are trying to create central faciiities for dyeing. The dyes,
imported from Burope, are very costly, around 32 sucresfez. By buyimg in
bulk and dyeing in bulk they cmm save very large sums. There are quality
control facilities at both cooperative and union level; work is returmed to
members if it does not conform. A lot of training both technical and im

cooneration is nceded.

Asociacion de Pequuliag Industrius de Cacica, rresident - Senor liugo Cobo Castrg

The Agsociation has 243 members out of a total of 422 emall industrialists
in Cuenca. There is a lot of interest among amall firms now that the estate
is ready but, although it was originally destined for small industry, the
policy has changed and it is virtually impossible for a small firm to obtain a
place. IFor three years one of the small firms has becn trying, but so far has

always been refused., Furthrrmore, any firm apilying is epected to provide

a feasibility study for its products, financial analysis, sales snalysis and

80 on. ‘This is just too ruch for nost small firms,

The estate has been too slow getting under way. In 1974 they were promised
buildings in Jamuary 1975, but all there is at preseant is one sample structure,
In fact there are now 18 requests to go on the estate, 38 willions of smicres
are being or have been expended, but there i3 still the basic problem that
exigting industries are not wanted,

On the question of Cuenca's potential attiractivenesa to industry outside
the region, 3enor Cobo's views diflered markedly from those of the Estate
Iirector. Although Fcuador has been allocated 14 industrial products or
sectors under the Cartagena Agreenents and firms setting out to manufacture
will need premises, he can see no reason why they should want tc come to
Cuenca, in spite of the yuality eand availability of the labour.
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- Cucnea 13 out on a limb. Cowmnications ar: gtil) bad as the road
network is incomplete,

- The technical education and training is too theoretical. There is a
severe ahortage of teachersy some of them have to tench two or three
more or less unrelated subjects, SKCAP, the Ycuadoriem equivalent of

the Colombim SENA, one of the best vocational training orgmmisa~
tions in the world, only b nefits from a levy of 0% per cent of
wagsesy wiile SENA receives 2.C per ¢ nt. S'NA's training is mich

more nractical. SECAP has a regional office in Cuenca but none of
its omm facilities,

- The cstate lacks adequate national promotion and has nothing to show
potential members, New industries are unlikely to be attracted uader
thes: conditions and wmall local [irus are being kept out,

One thing that could be said for Cuenca was hat it has an excellent trade fair.

Flrmg viesited

(1) Kejia kngineering Works Owner - Lir, Mejia

The {im cmploys 80 workers and has grown in a very few years from

an artisan operation in the repair field. It has at present aix
sections including a very untidy foundry vroducing very large castings.
The 7irm mawufactures

- distillation plants and sterilisers,

- stone crushers and rotating sieves,

~ fumigation pumps for agriculture and horticulture,
- mimers for animal foods,

pow:r circular sawbenches,

coicrete mixers,

cement block-making machines,
grain mills.

It also undertakes repair of nachinery and sutos from all over the
coun .ry. None of its products is yet exported.

The ahops are large amd opemsided; the building igs the same light metal
structure used at Semacar, (q.v.) and as a sample on the Cuenca Mstate.
The shops cover 3,000 m2 and are very untidy and dirty., There 18 a mix-
ture of 0ld md new machines, including some tuilt by the oompany.

Total investment is given as 50 millism. The only qualified engineer
is the technical director. There is a two mm drawing office, but it is
hard to believe that the voluminous drawings were done by oaly two
draftsuen. They have their own pattemm shop and built their owa
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electric arc furnace for meltimg scrap, Unfortunately, although they

have direct high tenston lines, there is not usually enough power to
meet their dememds, (1,000 KW),

The firm trains its own workers becauge the owner says that the traiming
at the technical schools is too theoretical, Certainly the quality of
the work seems to justily the policy.

At 140 sucres/m2 the land on the industrial cstate is too expenmive,

liejia paid 25 sucres/m2 on a site much nearer the town and cvem with the
installation of services the total cost was much cheaper. Had the estate

becen available when he moved out of the city, it is possible tiat he
might have moved on to it.

This firu was the first seem in Ecuador where a high level of entre-
Sreneurship was combined with great technical initiative. They are
willing to tackle amy job put up to them and the Principals have great
confidence in their own abilities. ‘the ranid development would pro-
bably have been no more rapid on an industrial estate,

Maltindustries SA 2regident - Senor Pablo Jaramille
Adminigtrator -~ Dr. Tito Dominguez I.

This couwpany is a member of the Association of Swall Industries of
Cuenca. - It was founded three years ago and now «mploys over 100

staff and workers. It manufactures a range of cycles, including zuini-
cycles, of which it sells 35,000 per year, It also manufactures gas
stovegfor the Andean cowmon market and stove -namelled saucepans,

deep draw from heavy gauge material, "he last are =0ld on the hone
market for 2,500 sucres a set, (just under 4 100, which is hardly
cheap in a couniry as poor as kcuador), sgainst 4,000 sucres a set for
Peruvian saucepans and 5,000 sucres ror Colombian saucepans,

In some ways the fima is an even more striking example of techmical
initiative and entreprencurship than ilejia's. The President himself
seems to come from an important fauily of loeal landowners and has no
spccial qualifications for business. iiis fanily is presumably the
largest shareholder. x‘owe\rer, two of the shareholders, father and aon,
appear to be technically brilliant, the father as a chemist snd the son,
without formal qualificatioms, as an engineer, iot only have they built
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up the manufacturing side in a very shiort tile, but have desrgned and
built much of the s»ecialised machinery, including heavy presses and
the stave mamelling ovens. There is now a gparate associated company

macing heavy presses and other machines of this type.

The shops were badly organised and dirty but there were soue interesting

and no doubt quite un:tructured example:. of group wor<ing.

Industrial estates were discussed with Semor Jaramillo. His views

were
Pro ~ p0ss1bility of obtaining loans over 8«10 years for buildings
and land;

~ land ready Tor service.

Con - 140 sucres/m2 too expenaive, 0051: to the firm of land plue
infrastructure about 60 sucres/m“, nearer the towa. (Maste
appears to be emptied into the nearest gtream; the firm does
nickel and chrome plating. Not know what ha.peng to the con-
tents of the baths,)

-~ risk of "poilution" of the woriers in plants on an estate by
Communi st s

This is the Pirst time that this n:titude has been encountered by the
research worker, although said t0 e xist in Pakistan, Jarsmillo said

that his workers were diawn from the wuntryside, "gente sana" and not
wnionised. Pay is 1,50C-2,000 smicres oer month, which is said to be quite
good ad compares favourably with the revcnues of the artisans in the
froductos Andinos cooperatives, Lost of the Multimdustrias workers are

only semi-gicilled; they do take students from the technical schools nd
seem satisfied with them.

The firm has its om marketing department and sells through its om agents
throughout the country. It remresents mmother exmple of the emtrepren-
eurial and technical abilities which exist in the country and which cem
contribute w mich if they are properly exploited.
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(3) Compefia Relojeria Andino-Suiza SA. iPresident ~ keon. Gonzales bauluz C.

This company is largely financed by a group of Swiss watch firms including
Tisgot and Omegn. Ovedr the next 20 years it L expected that the

Swisgs capital will be reduced at four year int:r.als until the company
becaounes entirely national., Production atoarted in August 1975 and

has now reached 350 watches per day,

The intention is that it ashould supyly the whole nwds for watches of
the Andean Comuon hiarket, gsince kcuador has. b.-cn allocated watches as
one of its 38..cial industrial rfields, ratinated consunption is five
million watches per year, but Lihils is not considered cconomic. At
the mom'nt all the parts, including cascs ad ri-tal bracelets, arc
imported from Switzerland, but it is intended gruadually to manufacture
components, starting; with the cases and bracclets., Jrotection on the
inport of watches to the area is an 80 per cent duty, which will keep

out Japancse watche s,

At first the Swiss engineers and watchmakers were very scentical about
the Bcuadorisn labour, considering tham as "not as serious" as the
Swiss and conveoniently forgetting that Swiss labour today is heavily
diluted with labour from Southorm Murop. and the dear kast, ‘he

labour in this factory is all female, apart from a very few techniciung
naintaining the machines and all have their "bachiller" diplomas. They
learned in ti:xrce months vhat the Swiss expected them to take a year to
master. Outnut is already at 90 ver cent of the Swiss standard and
Bauluz claimed that the quality was hi;hery the tests carried out before
apnroving each watch are much longer and more thorough.

The plant is in what a . :ears to have been a modern private house, apot-
.lensly clean; the working conditions mre almost p-rfecte Hauioment is
worth 5 million sucres, althougl this s.eme a very low valuation. the
labour force is around 25 lut the works necds to expand and the company is

secking to enter the industrial estate. “Yhere seum to be problems.
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the Cuenca Industrial .. gtate - Some Coum:nts

#hy has the Cuinca Industrial Estate tidon morc than 10 years -ven
to reach a state vhers it is ready to receive sone factories on on quarter
of the total trrritory? Yo date sowething: over 30 million aueres hias been
sprnt aild a ,;reat deal or Lechnical assisgtance, intrormational, bilat.ral and
national, has be.n provided. Soue o the answers mv provided in the Guarda

feport™ but orrhiass che situation aay be auparised in the foliowing trmms.

(1) The idea of ‘m industrial ptate at Cu-nca was premature wiirn it was first
nooted in 1964, Tocal swall industrialists saw fow possibilitics of
~xnangion vhiich would have justified them in the cxornge of moving
fron th.ir cxdsting oremises. Cu nca was vory isolated and is only
now acyuiring satisfactory coirmunications. 7“he national market was
very smally the industrial upsurge has come with the export of oil and
the possibilities osened by access to the Andean Cormion liarket, which

at that time was only coming into existence,

(2) There wers inaufitci-nt in-depth studies of all the factors which
would come into »Hlay in the setting up of an estate, including the

gocio-cultural and a r-ali:dic asgcesaient of the market possibilities,

(3) The objcetives changed, an nrently ratier as a rasult of panic meas-

ures than of any studied no-.iny.

(4) The present base of selection of [imme "permitted" to enter the estate
secms both arbitray aud doctrinaire. Jocal amall industrialists seem
to feel, rightly or wrongly, that they are being deliberately excluded
while the lirector gazes longingly over the horizon to attract foreign
firme. Even the Swiss watch coupany visited se.ms to be having trouble
in getting a place. ‘the continued exclusion of roepair establishments
may be excluding firms with the potential of lejia who are now major
manufacturers, The whole policy secns to nced some so0lid re-thinking and
atudy.

(s) Apart fron the selection criteria, the need for feasibility studies,
financial studiesy etec. is off-putting to the amall fim, although
some kind of check is cartainly necessary. 1lhe ‘echinical Assistance

lbp. cit, p.22
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Departaent of CENDES should be able to h~lp. inter alia, by deviasing
siuplified forus which would permit the viability of a firm to be

ad>quately as;egsed without a complicatid and exponmve procedure,

furtiier study n.eds to be made on the parcels offered on the mtate amd
on the poosibility of offering some stundard buildings, The impressiom
is that the Conpany is uot interested in selling or renting any area
less than 2,000 m2, wich is too large for most small firus. The idea
of settin; aside part of the estate for standard buildings and small

parcels, say, of 200 m‘3 seems 10 have buoen diacu‘ded.l

In s ite of the original grandiose nl'ns for cemtralised workshops,
technical counselling and other facilities, nothing whatever has beea
done so far. It might attract firms,both local and foreign, if some
centralised faciliti::s were set un and seen to be working. The extem-
sion s:rvices could profitably be used by the industries in the city

sending the occupation of the estate,

Mnally, it nay well be hat the whole idea of the Government setting
up the wtate and inviting industry to come to it is the wrong ome,

The two estates in kcuador which seem likely to be the first viable
ones in the country, the woodworkera' estate in Quito and the Peguiche
centre in Otovallo, are both the rosult of spontaneous demand om the
vart of groups of interested mroducers., The publicly sponsored estate
in Guayaquil seems to be bogged down, while the private estates nay
work because of conditions in Guayquil city, the minicipal laws aad
Guayaquil is the main point of entry md exit of goods in the country.
It thus has a considerable entrepot business as well as being m ob-
vious place to locate nanufacturing induatr; aining at exports or which
is forced to import hcavy raw materials, (Guayaquil may have other

disadventagcs which arc not rolevant to this discussion).

It would appcar as if the techmical assistance and advice given to the
Government across the years on the Cuenca “state has not beem very
helpml.

1 Guaxzia, oD, cite p.22
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Guayaquil, tiic capital of the Jroviuce of Guayas, is tie largest city,
(794,300 inhabitants im 1970), and principal port of Ecuador. It is also
« najor industrial ceontre, rowing in importance witli the increase in the
couniry's industrial trade. It has spread very ra idiy in recent years and
its povnulation is ap roaciing one miilion. 'This e.osusion Laes been in an
unplanned vamy. In theory the industrial scctor was near tiie sesport, but
across the ycars it lias aever been 2908sible to develon an industrial zone
because the law on zoning has never doeen applieds The on:rs of property
in the city sell to aayonc who will buy. however, both the Government and the
lunicipal Counecil want to got industry out of the city andg a law hias been
passed forbiddin: th-: ercetion of factories or warehouges within five kilo-

m tres of the city poundary. This has stimulated private action. (Se- below),.

CHLUES Reiomal Ofiice Abogado liata

‘her. are awrently four dustrial estate rojects in Guayaquil,
ole pub.ic estate prumoted by Culilng and three promoted by urivate initiatives,
The CENDES spousored estate is being handled by a mimed public-private
coupany vdiose asiarcholders include:

- Guayaauil City Council,

- Proviancial Government of Guayas,

~ CIEDES,

- Asociacion de requenas Industrias de Guayas,

- Cuunca y iilo Guaya SA,

- knoresa de klectricidad del kcuador,

~ Banco sacional de Fouento,
- Comision de Valores.

e investnent is very high and although the mall industrialists have asked
for an egtate, they claim they do not have the «onomic strength to partcinate

in the studies, Consultants have b-en cngaged to carry theu out

The private estates are:

liuancavilea Jose Peraud Km 8Y2 Via de la Costa
Los Sauces Ing. Baquerizo Km 11 Via Allaule
Lieria v feciio  Iig. Vioucsa Ku 1542
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The report on a hrief discussion with Ing. Baquerizo of Los Sauces is given
below., An indication of the size and cost o1 parcels in the Yierra y Pecho

is

r

90 or 7% sucrea/mz 1, m~  ninirmm
2y

4,
9

§88¢

The iuancavilea aid o8 Sauc:s estates are said to have sold as many as 100
varcels, but Ing. Baquaerizo said that there was as Yet only one definite
buyer on Los Sauces. llany of the sales might be sneculators.

Industrial Lstate'los Sauces" General Manager,Ing. Carlos Baquerizo

Ing. Baquerizo is the G:neral Manager of ~I-CO Sa, the largest construc-
tion firm in Ecuador, which is setting up the estate. It covers 82 hectares
ad all s:rvices come from the main road. The land was bought at 25 sucres/mz.
It is believed that the cstate will be financially successful b:ecause of the
mnici .al law excluding industry from the city. There is great interwt from

warehouse own:rs for both imports and ex orts. Ome company whose warehouse
is currently located witiin the forbidden distemee outside the city boundary
has bought 140,000 m2. There are further enquiries, including one from the
USA, the minimus lot size is 10,000 m’j there are 40-45 parcels.

The estate has 1,6 km. of roads and the wazer supply is a0 arrsmged that
it wiil not be necessary to take up the road to make connections. There will
be a filling station and a supermarket. (Lcuadorian law states that all firms
employing more than 20 must have commissariats). The estate has cost 25 milliom
sucres to prepare. The money has been borrowed in dollars from ‘‘asnsma.

Negotiations with the Muinicipality took 14 months and the compmy had
to submit threce sets of plans because noone on the Council had any exnerience
of industrial estates and thus they wer: not able to make Jjudgements,

The other two private estates arc for smaller industries with lot
sizes around 2,500 n2. (see avove). They are badly located to the south of

the tom where the daytime water pressure is very low,
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Asociacim de requenas Industrias de Guuyas Jresgidont - Senor eaguel
Villacres ledina

‘The madn pownts iu this iaterview Lave bren pivion in Sect. on I of
the main t.xt in the discusulon on tie role of uwall indugtry associat-
ions., A8 ro ards industrial estates, the ‘resident wns definite that
because ol the expaiszion of the city and thir increasin,; cong-etion, aust
of his meuwbers would welcome the oportunity to j.an mn inoustrial estale,
provided that nlaces could be obtained at reasonable rates and credit were
available at low rotes of interest,s One of tie najor probl ms faced by
saall firms in e city tryiug tv wove vul ou livix owii 1s Laul Land

. ¢ . 2
which a few yoars ago cost 50 sucres/m” now costs 200 sucres/i .

The saall firmg establiashed theuselves where they did im the city
becase they lacked advice on vhiere Lo locate wad becruase of a lack or
infrastructure facilitics, which are very localiseds. here were vir-
tually none outside until the building of the new rivate estates, Small
entresrencurs in ncuador are not goud at cooprrating. (ne of the sbjzct-
ives in inducing them to come on to industrial estates would be to get
them to work together. ‘he mey raw on Industrial Lastate Uevelopment spec-
ifically excludes small firus, su they will huve to create tieir own es-
tates. The situation is a vicious circle. The average small induste
rialist n=eds more general economic and social education and 8.ecific tech-

nical assigtance,

Mms visited

(1) Paper bag uaking and printing

This firm employs 25 peopnle in two workshops. Ghey are located in
the suburbs in very constricted conditions. ''here is an automatie
bag printing, rolding and gluing machine with three siall printing
presses. Storage of raw uaterials wid finished products takes up
& lo% of room. ihe owner would like 400 m2 to consolidate nis

operations éd is iutereated in going on to an estate.

(2) Rotary pumps for irrigation

The fiim makes a range of puups, the largest beiny very large.

‘The premises, also in the suburbs, arc rather ramshackle but could
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produce more iv better laid out aud with bettor hougekecening.

14 skilled men are <unloyed &id the e 18 a biy investment i nachine
taols, prohably as rmuch as ono nillion sueres. e Swedish miller
alone const # 28,000, (728,000 sucr:g). ihe ovuer, vhio wiag working
n the ghiooy, was siort of working easiival. Lo woula like larger

prerises but crutiwot affora then without aid.

This firu seens to bowve Sl by of work aad Lo b produeing reasons-
ably ecficl-ntiye 1 aioudd be wacin, a cond raxcia o nrofit,
Overhleads, apary Tron desreciationg, wush b guall.  Given that tue

owiler 15 sruirily a tochniecal man, the canse of 413 troublus is

probably the wealmess in firvaeial aansomsut corson $0 such peonle.
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4, Ibarra

Ibarra i3 a town of about 30,000 inhabitants some 120 kilometres

north of Quito on the Pan-American Highway. It is alao the headquarters of
the Quito-Jmn Lorenzo Railway. It is the ¢ ntre of an agricul tural area

in the cordillera composed of medium snd mmnll holdings, It is not a par-

ticularly wealthy area, nor has it aay special tourist attractions.

Industrial Lstate liangger = Senor Pedro Herrera Nieto

The history o1 the Ibarra Industrial tstate has been written up by
Guardal aad hnglzmderz. The three buildings forming the "estate" are now
hemmed in by the expansion of the town and there is no rvom for further

develoament, the industries are

- tinmber drying, 41 employe.s
- animal feedstuffs 10 " esat,
- furiture 12 "

The manager of the timber drying plant, the first to be installed, acts
as nanager of the wtate. lie has very little to do., The t.ree fimms rent
the premises but CwlDFS, senior =i managing shareholder, would like to
gell out. Therc is still & large =ap between the CTNDRS asking price,
34000-4,000 sucrea/m2 and the price which the industrialists wamt to pay,
which is 1,500 sucrua/mz.

There are 30-40 mall firms in Ibaxrra and they are mnow becoming int-
erested in the possibility of an industrial estate. The municipality has
acquired 15 hectares but CHNDES does not yet appear to have become involved.

1 Op. c¢its pe 14 & meq.

2 Op. cit. p.Y.
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29 T™ulcan

Tulcan is a towmm of about 25,000 inhabitants in the extreme north
of the country on the Colombian frontier. This frontier is norually opem
to passenger cars without :ither passport or custons inspection; goodms
vehicles are checlkteds A large nunb.r »{ people comz to Tulcan im order to
croas the pord:r, since the cxchange rate with Colombia is at nresent favour-

able and wamy goods e auch chieanel,

Tulcan Industrial Estate

As (uarda zays ia his reepurtl, th uneisiou to locatc an industrial
estate in "ulean w s tak.on in 1965 auring the first ilush of enthusias.
It was acainst the advice of a Ul exycrt. An elaborate :state was desyymed
for seven Cactories av.ia iug about 800 m2 per factory witli an adainie~
tration building, cal’ teria, nurscry and svorts grounds,which would Lave
occuied as wuch ol e wvate as the factory builaings. Guarda proposed
a new layous hiich swoula have provided nine bulldiags, roushly all the
small firas ther: were in “ulcan. In the ovent, threce buildimgs were
built aud the rest of thc site is empty. The roads have not béen surfaced

and a litole rain unakes thom unusable,

The builain, s are now occusi=d by two nlante uud-r the sam- owner-

ghip, vhich wore set uo in 1968,

- an aninal feodatuffs plant employing 107, inciuding sales staff;

- a cuocolate processing, piante.

fMe chocolate plant is very inter-sting. It was s .t up with uixed -cua-
dorian-Colowbian capital., It tukea the raw chocolati: vowder from the I'iras
stagnr of nrocessing of the cocoa veans and conv-rts 1t iato solid, cumn=
oregsed blocics, in which Torm they are sripoed, mndiey L0 the United States
to th chocolate manufacturers. macuinery is wortal 9 million sucres and

production is 120 toms per montli,

1 0o cit. p. 10.
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sachinery is on oxd-r Yo the valu. of 100 niilion sucres vaich
wiil inecrease production to 500 tous ner wonth. 1l trard factory

building, =zursenciy us-d as a store, will house tue aw DT,

Whon agked w.y btiie plant waseatablisiied at luican wii n the ob-
vious place rur it wos —ith I aear the cocoa pluntations or ncar the
port Trom wiich the Jinisneu produaet w o .uid be digpatchea to the USa,
th owner, a Coiouwbian, r pliec that therc were ao fiics in the cordill-
eTd. APDPAT Wtiy cuncolate prenared on the coastal nizin wsuaily contauns
mite a ow S0 o3 oaer bloelr which oot dnto 1t in soite o7 all  recau-
tionge Mhoir ohiocolatc hias a steady wavicet in tue USA; otrices arc coverned
by worid cocoa prices, iowever, fron oL r sourc:s 1t was iuulcated toat
one reasoll Tor setiiu, Jp in ‘dulecan was to be apbl - to s.wugirle large quan-
t.ties of c..ocoiat. inio Coiombia, wicr., a.p:rontly, 1t letcecaes 4 good

orice.

e snimal Ceedsturts factory started with only 10 worxers and now

has risen in geven yoars o over 100 cnployews.

“h . success of these plants «wn hardly be called a auccess gtory for
the industrial e state. Th> owai:re ere lucky to want to establisl piants
at a moment win the Lstate Compauy had erected turee buildings which suited
tham. wWithout this the: night or i ht not have established tnouselves in
Tulean but the owrrs 8Se.w to jhiave started with substantial capital and would
have b:rn capable oF buyin, their own land. CEWDNS is now interested in

gelling the buildinc~s aud lmnds.

nRICHI Credit ’yomotion Officer - Dr, Isaac ‘arra
Bz BID Officer - kcon, Walter Gaibor

Or. Parra oxrates the iICKI credit scheme, (Poudo financiero Ind-
ugt:rial - see Sectiou II, Sub-gsection 6), for muall industry and artisams,
de sald tiicre were ouly seven aiall firus in Mulcan with souc 10 semi-
artisen estabiiswents. 1h:se firms are very unaabitious. ‘hey see no
great possibiliti:s for expausion and do not want credits for new buil-

dings, ~ven tiough the buildings misht be availabie. In Tulcam pople

-

with money do nol invest in industry but in transportation.
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Garmeut .iakers Cooperative  (Inforwation by Guzman, Bik)

This cooncrative consists of 70 mmb.rs nakin,: men's)mmen‘s and
cidadren's clotiiigy a8 well a8 sucets and tadle lidca. diey nave u itosu
of 10,000,000 sucres rrom the BIF. iaw materials are obtained from
Colombia, but tiore se-ms to be some dift'.cuity in selling th ir oroducts
thers due to what i3 deserib:d as "eorruption of the custous oirficials

on botii sides of tue Trontiopr".

All production is in individual family ' units. The cooperative has
production and quality svandards and a revoiving fund. They are not
grouped togethier and do not anvear to wamt to group their nroductive
equipmont. h: coop-rative is gaid not to be well structured (Rcon. Gaibor),
and the uembers ne:d education in couperation. ey have a eentral wirce
nouse {or raw mai.rinls and the reception of finishod nroducts, classifi-

cation, orieing, -tec.

There is a big; demend for their moducts. llecent successes include:
- Ibarra Trad.: Pair - hree contracts for childron's clothing
totaliiug 200,000 cuere8 per fmosbid.

- (uayaquil Trade Pair - “verythin;z sold and comtracts for sheets
worth 50.,000 sucres,

- Cu=nea Trade Iair - ™wo contracts for towels, bed aud table
lin-n for two hotais.

- Lima (.?eru) Trad: Fair < hxport contracts worth US # 3004000,
Une cannot ge: much greater advantase accruin:, al tais stegce from an in-

dustrial esgtate,
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6. Otovallo

Otovallo is a small town on the fan-Aucrican ilighway to the south of
Ibarra. It is tie c.ntre of the Peguiche Indiang, tne 2nrgetic and
enterorising tribe vhich has bwen frequently mentioned in the main text,
Otovallo is a major tourist centre for the sale of the Peguiche producta,

notably pouciios ol fins worknansiip and desigm,

Zeruiche Utovallo Ltda, Lianager - Carlo Rosero

This is a cooperative in which the prime mover was Dr, Antonio Lena,
a Peguiche who took a doctorate at Qito University and became a l:ader in
developing the comercial life of his people. Uni“ortunately he sems to have
been a rather dominating and difficult men to deal with and nmude some serious
errors of judgoment.  This resultd in hig boing foreed to Tesign from the

coou.rative,

The present woenacer i3 not a Peguiche but iy narried to onr, lie is
a young, man, also o” Indian blcod, and appears to be very dynamic., le has

taken many courses in nanagement ad cooperation,

The coonc.rative consists of 80 uembers, all Pefuiches, currently
workin,: in their own homea, mainly on weaving. They havs recently bought
an old textile factory on the outskirts of the towm and have refurbished
sone anci-nt spinning francs, (1915) and looms to provide yarn and grey
cloth. Eventually tue building will contain hot water md stean, a wool
washing olat and a dyeing olant. In addition it is intended tiat there
should be i xhibition hall and a hall for social gatherings and folklore

aifestations as a tourist attraction,

The coorerative has also acquired seven hectares and intends to cone
struct small workshops for the menbers near the emtral building. ‘[hese will
have the necessary infrastructural Taci.ities. According to Guznan of the
NP, the Bank ia waking a loam for this, but Senor Lioscro #wid wmat it wae
being finenced ¢ntirely from the company's own resourc::s. However, thne Bemk
is helping to the extemt of providin:, a design.r from the BIL vwhio is mrovidimg
traditional designs taken from the luseun of the Central Benk.









