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Thematic Working Paper Overview

Part II of the Ecuador Poverty Report contains ten Working Papers, examining
specific issues related to poverty in Ecuador. The results in Part I of this report are based
on the findings of these Working Papers. The following table summarizes the subjects the

Working Papers deal with:
Working Paper Title Main Subject
#1 Poverty Profile . poverty estimates
* living conditions of the poor
sensitivity analysis
#2 Urban Poverty Develop- * urban income distribution and
ments, 1989-1993 and poverty developments
* urban PROBIT analysis
#3 Poverty in Urban House- * case study Cisne Dos, based
holds: How do the Poor on community panel data 1978-88-92
Adjust? income and expenditure strategics
obstacles facing households
#4 Rural Poverty in Ecuador * land access, land distribution and yields
* off-farm employment
* rural PROBIT & TOBIT analyses
#5 Rural Qualitative Survey * Case studics in seven communities
* families’ poverty definition
* household strategies
* the poor's recommendations
#6 Subsidies, Expenditures * calculation of water, ¢lectricity, cooking gas
and the Poor and urban transport subsidies
. incidence of subsidies
. expenditure developments in social sectors
. unit cost estimates for education
. incidence of social expenditures
#7 Targeting Social Programs . analyses of seven social programs
to the Poor . targeting methods and costs
comparative analyses
#8 Determinants of Hourly * Mincerian equations
Earnings: The Role Labor * estimate of labor segmentation due to
Market Regulations regulation
#9 Towards a Labor Market - necessity of labor market reform
Reform in Ecuador * steps to take
#10 Ecuadoran Poverty Revisited: * Computable General Equilibrium Model
The Impact of Education, * simulations of impact on labor
Growth and Deregulation allocation by human capital increase,

growth and deregulation



Working Paper 1
Poverty Profile

In this first Working Paper, we want to provide the reader with the statistical background
on which many of the following Working Papers build: the measurement, distribution and
severity of poverty as well a description of the living conditions of the poor.

The paper is structured as follows. The first section comments briefly on the data source
underlying the study, the Living Standard Measurement Survey, and presents the most important
statistics on poverty and inequality in Ecuador. The second section investigates how another poverty
measures, a Basic Needs Indicator — which is not based on a consumption basket -- compares to our
estimates and whether it can be used as a means to identify the poor. We describe the living
conditions of the poor in the Ecuadoran society in Section Three, looking at many variables ranging
from service access to education and from transport to health. We defer most of the technical
discussions to Annex 1. It deals with the derivation of the different poverty lines for which we
employ a consumption-based welfare measure, paying particular attention to the pricing of housing,
durable consumer goods and water. Annex 1 goes on to study how robust the estimates of poverty
are when we alter some basic assumptions underlying the derivation of the poverty line. Annex 2
describes a methodology how to operationalize the Living Standard Measurement Survey to derive a
geographic poverty map for Ecuador. Annex 3, finally, contains a reference table for the interested
reader in which we present cross tabulations between expenditure classes and other variables.

We can describe the picture that emerges from this profile as follows: Ecuador is an
extremely poor country measured by the number of people that cannot afford to purchase a basic
basket of goods. Thirty-five percent of its population -- or more than three and a half million people
— lived in poverty in 1994 and an additional one a half million were vulnerable to being poor.
Although more people now live in urban areas than in rural areas, the outcome of a long process of
intersectoral transition, sixty percent of the total poor still reside in rural areas today. Because of the
great heterogeneity across regions and sectors in the relationship between poverty and social
indicators, efforts to measure poverty on an individual level using basic needs, or related indicators,
are difficult to employ.

1. A Snapshot of Poverty
1.1.  The Data: From Income to a Consumption Based Measure of Poverty in Ecuador
Throughout the largest part of this Poverty Assessment, we measure the well-being of

individuals by their total consumption and not income for a number of reasons. First,
consumption of a household tends to fluctuate much less during the course of a month or even a
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year than income. The income of the poor is often quite volatile: in the urban centers, the poor
frequently depend on jobs as day laborers in the informal sector. In the rural sector, income
from agriculture fluctuates with prices and harvest conditions. While income of a household
may thus vary during the course of a year, consumption patterns are much more stable. Savings
during periods of high income and borrowings, in periods of income shortfalls, help smooth the
consumption of food and other goods. Hence, poverty analysis based on consumption as the
welfare variable is more likely to accurately represent the well-being of a population than one
based on an income measure. Second, experience shows that consumption data is easier and
more accurately collectable. Asking people about their consumption during a fixed recall period
is more reliable than asking them about all kinds of eamings and incomes. This is particularly
true for agricultural and informal sector activities. Third, one of the attractions of a survey
which contains consumption data is that it allows the specification of a poverty line from the
same data source and the researcher avoids many of the problems of comparability which one
encounters when one has to impose a poverty line derived elsewhere,

défﬁteaiﬁquepaneldaﬁsetwhlch oou]d me

This Poverty Report draws intensively on the recently completed Living Standard
Measurement Survey (Encuesta de Condiciones de Vida) which is preferable to other existing
data sources in Ecuador in several respects. The LSMS is modeled after similar surveys
developed and promoted by the World Bank in many countries (compare Box 1). Most
importantly, it is the first nationally representative household survey containing expenditure
data. While the Instituto Nacional de Empleo (INEM) conducted one representative national
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employment survey in 1990,' it cannot be used for welfare analysis as it only reports gross
instead of net agricultural income and does not include off-farm employment income in a
consistent way. Further, household income data derived from the survey is imprecise in the
urban areas as well because the mau. focus of the survey was to measure employment,
underemployment and wages but not necessarily total household income. Measuring household
income correctly would, among others, include income from transfers, borrowings and income
from secondary sources. This is only insufficiently incorporated in the survey. Last but not
least, the LSMS includes a large range of variables tailored for welfare analysis which are
generally not included in employment surveys. For example, the survey places specific
emphasis on measuring food and non-food expenditures, education and health.

1.2,  Base Results: Poverty and Inequality

Poverty Estimates. We turn to the three most frequently used poverty indicators. First,
the incidence or headcount ratio which describes a percentage of the population as being poor.
Second, the depth of poverty (or poverty gap) which measures the amount of income required to
bring all impoverished individuals to the poverty line expressed as a proportion of the poverty
line itself. Third, the severity of poverty is a derivation of the depth of poverty but takes into
account the distribution of expenditures among the Jpoor themselves, It attaches higher
importance to the poorest within the poor group of poor.

We calculate statistics for three consumption-based welfare lines, the derivation of which
are detailed in Annex 1. The extreme poverty line only values a basket of food items which
meets the minimum necessary calorie requirements per person. The poverty line includes the
same basket of food items but also non-food items. The share of total expenditures spent on
non-food items is calculated by looking at those people whose total expenditures are just enough
to reach the extreme poverty line. The philosophy behind this estimate is that the non-food
items purchased by this population group are absolutely esseptial since a direct trade-off between
food and non-food items occurs. The vidnerability line (and the one conventionally applied in
most poverty analyses) uses a different reference group to compute the share of non-food items
in total expenditures. It chooses the population whose food expenditures exactly finance the
minimum basket of goods and records their share of non-food expenditures in total expenditures.

The basket of these non-food items is also essential, but somewhat less essential than the one
used for the calculation of the vulnerability line because no trade-off between food and non-food

! INEM (1990)

The distance between a poor’s expenditure and the poverty line is squared so that the poorer among the poor
obtain & higher weight in the sammary statistic. This is the Foster-Geer-Thorbeck measure with a weight of two,
See Ravallion (1994).
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expenditures is necessary. According to Ravallion (1994), the ‘true’ poverty line is somewhere
between the poverty and vulnerability line.

In 1994, thirty-five per cent of the Ecuadoran population lived in poverty -- measured by
the poverty line -- and an additional 17 per cent was vulnerable to be poor. The incidence of
poverty varied considerably between urban and rural areas. Between regions, comparisons are
less obvious. As shown in Table 1, the incidence of rural poverty is much higher than in urban
areas: Using the poverty line, almost every second person lived in poverty in rural Ecuador
while every fourth person was poor in the urban areas. The predominantly rural nature of
poverty in Ecuvador is replicated for each of the three very distinct regions. Rural poverty is
highest in the Oriente, the scarcely populated jungle area of Ecuador, where it reaches sixty-
seven percent. Although 55 per cent of the total population in Ecuador, according to the LSMS,
lived in urban areas in 1994, we still locate around sixty percent of the poor in rural areas.

‘Table 13 Poverty in Ecuador 1994

The ranking of poverty between different regions and areas based on this ‘snapshot’ is
not stable across poverty measures. While the observed pronounced difference between rural
and urban areas holds for all three poverty measures, regional comparisons are sensitive to the
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poverty measure chosen, For the poverty line, the Costa region has a higher incidence of
poverty both in the urban and rural areas than the Sierra. However, the severity of poverty is
higher for both areas in the latter. The rural Oriente is the poorest region independently of the
poverty measure and line chosen.

The most seriously endangered population group in Ecuador in 1994 were the 1.7 million
people unable to finance a basic nutritional basket even ii they spent everything they had on
food. Table 2 shows the same poverty statistics as above for this extreme poverty line. Two
third of the extremely poor live in rural areas, relatively equally distributed between the Sierra
and the Costa. Again, the rural Oriente is by far the poorest area in the country irrespective of
the poverty measure chosen but in population numbers both the rural Sierra and Costa are home
to the largest groups of the extremely poor.

-+ Table 2: Poverty in Ecuador 1994: Summary Measures for Extreme Poverty Line

Incidence'  -Depth’ - - Severity' Distribution of .
L Poor {‘000)

Costa  -urban 9 2 - 1 325
rural 2 s 436
. Sierra’ urban 1 1 . 249
Orente '~ _urban 1 1 4
_ o rural 50 7 149

©° National = - urban 10 L 578 L
. S - rural 2. 3 - 1,098
Total o 5 4 2 1,67

1 - Poverty mcndeaccu measured bylhcheadcount ru'uo. WYMnmmumd by the FGT measure with a

Ravallion, !994) The extreme pcwerty
Expenditurce across vegions and sectors Were
cost of a food basket y:cldmg 2231 lwn]s
-51.,1993). :
Source: LSMS, 1994,

.,rrelponds i 30,733 Sucres per person per fortnight.-
j ”"mwﬂuhspeympnoemdexbawdonﬂwdlffcmud
pér day (for selechun of this cut-off pomt sec Cabrera ot

How do these results compare to other studies of poverty in Ecuador? Comparing the
results for our vulnerability line (as this is the methodology applied by other studies), the
estimates obtained here are comparable but somewhat lower than reported in other studies of
recent years (compare Table 3). All other studies base their estimates on an income measure of



Working Paper 1 Poverty Profile

welfare and most of them use the Employment Survey of INEM (now conducted by INEC). As
explained above -- and also particularly stressed in Working Paper 4 on rural poverty -- this
survey is not ideal for the welfare measurement of households because it is likely to
underestimate total household income. In order to counterbalance this underreporting of
income, most studies adjust the mean average income of the surveys to GDP per capita. Two
problems arise. First, it is quite unclear whether GDP per capita is indeed a good reference in
an economy in which the informal sector plays such a predominant role. Second, all studies that
followed such an adjustment procedure have made an implicit judgment about the distribution of
urban versus rural GDP which is not available.

While we are ‘confident’ about our estimates as they were derived from a houschold
survey specifically designed to measure the welfare of households, we would like to stress one
specific point. Poverty estimates are always a ‘snapshot’ as they are based on one particular
poverty line at one particular point in time. Much more important for the policy maker and
actors in the social sector is what characteristics the poorest segments of society have. We will
turn to this question later in this Working Paper. And to answer this question it is quite
irrelevant whether nine out of ten people are poor in a country or whether ‘only’ every second
person is poor.

Ranking and Robustness. Robustness tests show that rural poverty is indeed higher than
urban poverty but that we can say little about poverty rankings if we add the Sierra-Costa-
Oriente regional dimension. Varying the poverty line over an extremely wide range, we always
find that rural poverty is hi%her than urban poverty, even independent of the different poverty
measures shown in Table 1.° But we can make no judgment about poverty rankings when we
integrate a regional dimension. Partly, this can be already gauged from looking at the
‘snapshot’ in Table 1: For the poverty line, the Costa region has a higher incidence of poverty
both in the urban and rural areas than the Sierra. However, the severity of poverty -- which
gives particular weight to the poorest of the poor -- is higher for both areas in the latter.

We measure the robustness of the poverty estimates with statistical dominance tests. The results are included in
Annex 1. The reader can intuitively follow the above-made argument by looking at Figure 1 in Working Paper 4
which plots the expenditure distibution functions for urban and nwral Ecuador: no matter which cut-off point, or
poverty line, we choose, it is always true that a higher proportion of the rural population live in poverty than of
the urban population
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'Tl'ns list only'mcludes several of the Iarge amount of studies | measunng ‘poverty’ in Ecuador

Inequality of Consumption. Graph 1 below presents the familiar Lorenz curve of the
distribution of consumption for urban and rural areas. We calculate the national Gini coefficient
of expenditure distribution as .43, with the coefficient for urban consumption distribution at .43
and for rural at .37. While we observed that rural Ecuador is poorer judging from all three
poverty indicators, consumption is more equally distributed in rural areas. Nevertheless, the
bottom half of the population only accounted for slightly more than 25 per cent of total rural
consumption while the top decile realized more than 30 per cent of expenditures. For the urban
areas, the share of the bottom half of the population is even smaller at 22 per cent while the top
ten percent accounted for 34 per cent in 1994,

A regional examination of a different inequality measure in expenditure distribution
shows that pronounced differences exist. Graph 2 presents calculations of the Atkinson measure
(E=2.0).* We find that inequality in the urban Sierra is clearly higher than inequality in the
other regions and areas in Ecuador. Further, both Sierra regions show higher inequality than the

4

The Atkinson inequality parameter E reflects the degree of inequality aversion. The higher is E, the more sensitive
is the measure 1o inequality among the poor. As E goes to infinity we become solely concered with the level of the
lowest inocme in the distribution. An E£=2 is generally considered as quite inequality averse.
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Oriente regions. While inequality in the urban Costa is again higher than in the rural Costa,
both areas show the most equal distribution of consumption in Ecuador,

Graph 1: Disiribution of Consumption, 1654 Graph 2: inequality in Consumption, 1994
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Source: LSMS, 1994,

2. The Basic Services Indicator and Poverty

In recent years, the statistical institute of Ecuador (INEC) has produced a number of
maps based on a Basic Services Indicator (BSI) which have been used as general poverty maps.
Generally, INEC promotes these maps to identify geographic pockets of poverty (at the cantonal
and parroquial level) and does not advocate to use the BSI to identify whether individual
households are poor or not poor. The BSI is a weighted composite of seven services which
include electricity, water, garbage disposal, telephone service, sewerage, and hygiene and
shower facilities. [Each service is assigned a certain number of points according to its
availability and type of supply.s INEC applied the measurement to the Census of 1990 and
developed separate urban and rural poverty maps.6

INEC chose to develop these maps based on the BSI indicator instead of an expenditure
or income measure of poverty mainly because the Census did not include such variables. But
the skepticism towards using welfare based poverty measures was also very high due to the
difficulty to price services, especially water, at a common price for all households. As outlined

The following weighting is used: water supply: public net 250, water truck 50, well 25, other O; sewerage:
public net 150, septic tank 50, other tank 25, none 0; electricity: available 100, not availabe 0; telephone service:
yes 200, no 0; garbage disposal: collected 75, other 0; hygiene facility: exclusive use 150, joint use 50, letrine 25,
none 0; shower: yes 75, no 0.

¢ INEC (1993a) and INEC (1993b).
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in Annex 1, we have tried to adjust for these differences in prices by imputing water and
housing expenditures.

It is difficult to judge how good the geographic ranking contained in INEC’s poverty
maps is. The LSMS is a household survey and it is hence not possible to derive a disaggregate
geographic ranking which could be compared to INEC’s maps. Two observations are important
, however. First, while it is commendable that geographic poverty maps are developed and used
in Ecuador, the Basic Service Indicator is only an ad-hoc measure which can probably be
improved considerably if it contained relationships between basic services (and other variables),
on the one hand, and houschold expenditures, on the other. Anmnex 2 reports on some early
results we have obtained in using the LSMS to derive such models which can then be applied to
the Census.

Second, we would like to warn against using the BSI (or a related indicator) to identify
individual poor households instead of identifying larger geographic areas. A simple experiment
illustrates why we make this point: We first calculate the BSI index for all houscholds contained
in the LSMS. We then choose the population with the 25 per cent lowest BSI in urban areas and
the lowest 47 per cent in rural areas according to the poverty rates for the poverty line as
presented above. If the BSI is a good indicator of poverty, the identified population with a low
basic service indicator should coincide with the poor population. In Graphs 3 and 4 we picture
the overlap of the two indicators by expenditure quintile, A bar to the left of the axis shows the
percentage of the quintile population which is poor but not identified so by the Basic Services
Indicator. A bar to the right of the axis, on the other hand, shows the percentage of the quintile
population which is not poor but identified as such by the BSI. As can be observed, a serious
mismatch between the BSI and poverty exists in both urban and rural areas. Hence, using such
indicators for individual targeting should not be contemplated.

Graph 3: Urban Ecusdor: Poverty and BS! Qroph 4: Rursl Poverty snd B3I
Tapelation falnaly Papuiatiss ful
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3. A Profile of the Poor

What are the characteristics of the poor? How do they live and work? How do their
access to services, health and education compare to the rich’s access? We will examine these
and other related questions in this section. Most of the analysis is presented by expenditure
quintiles which gives us an insight into the relationship between expenditures and socio-
economic variables. If we refer to the ‘poor’ and the ‘non-poor’, we stick to the poverty line
estimate (35 percent) -- and not the vulnerability line -~ for the purpose of this Working Paper.

As a reference for the reader, we include a table containing cross-tabulations between
expenditure classes and other variables in Annex 3 of this Working Paper to which most of the
descriptions in this section refer. The quintiles presented in Annex 3 are defined on a national
basis and they hence cover the same expenditure ranges in both urban and rural areas.
Naturally, while the first urban and rural quintile make the 20 per cent poorest of the whole
population, they do not represent 20 per cent of the rural and urban area each.

3.1. Housing and Services

Theoretically, the causal relationships between variables such as household size and basic
services, on the one hand, and poverty, on the other, are not as clear as sometimes stated. Past
research at the World Bank and elsewhere has shown that the poor in almost all countries tend to
live in larger households. This is generally explained in that the poor, especially the old people
and single mothers with kids, tend to live with their families and need large families in order to
secure assistance in old age. Lacking birth control education among the poor is another reason,
aggravating their already strained financial situation. But the relationship between household
size and poverty builds on the premises that larger houscholds use durable and non-durable
consumption goods in the same way as smaller households. Or put differently, it is assumed that
no economies of scale exist in the consumption of goods. If this assumption is relaxed, the
relationship between household size and poverty has to be reevaluated.’

Similarly, a high correlation between access to services and poverty can indicate causality
in two ways: the rich might be better able to afford service connection, such as for a telephone,
or they can move into areas which have a good coverage with basic services and are therefore
more expensive. On the other hand, causality can also run the other way. Several basic services
are a prerequisite for a family to be able to earn income which will pay for basic life necessities.

Decent hygiene facilities, potable water supply and garbage collection are necessary in crowded
cities to avoid diseases. And if people are ill they cannot learn or work at their full strength
hence reducing their income earning capabilities. Similarly, many inhabitants of rural Ecuador

! See Lanjouw and Ravallion (1994).

10
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have no electricity. Opportunities for these rural households to earn their living from non-
agricultural incomes through, e.g. home-based textile production, are hampered.  Although
lacking services at one point in time might not determine a family as poor or not poor, this
might well be the case if we think more about the role of basic services as enabling people to
grow out of poverty,

Household Characteristics. Clear differences between poor and non-poor households
emerge with respect to the composition of the household. Poverty is a function of the degree to
which the household is extended, that is, how many relatives, such as the elderly or daughters with
their own children, are part of the household. About 60 percent of Ecuador’s population lives in
nuclear households. Extending the households to accommodate one or two more people does not
raise the likelihood of the houschold being poor, but once three or more people are taken in,
poverty increases rapidly in households with only one wage eamer, Overall, about fifteen percent
of the population live in such strongly extended houscholds, of which half are poor, while only
about one third of the nuclear and mildly extended households
are poor. In the Cisne Dos sample survey on urban poverty in
Guayaquil, such expansion of houscholds emerged as one of
the main methods of shielding elderly or young relatives with
children from falling into extreme poverty.

Graph §: Age distribution of Poverty

!
|

From this observation, it follows that more of the
young and old are poor than the middle-aged (Graph 5). Since
poor houscholds tend to contain a higher number of children
and to provide shelter for extended family members, such as
the elderly, the age-poverty profile falls with age and then rises ot %3 08 7076 ap
again. While more than forty per cent of the population below
fourteen live in poverty, less than thirty percent of the Source: LSMS, 1994,
population at age thirty to fifty are poor. For the elderly, this
ratio again rises above forty percent.

ca3aBBERSS

Houscholds headed by certain types of people also have a high risk of poverty. These are
not, as one might have expected, females. The LSMS and the survey in Cisne Dos both show that
female-headed households do not have a higher poverty incidence than male-headed households.®
Rather, households headed by middle-aged males living in an ‘wnion libre’ with their partmer and
elderly female-headed households are both significantly more likely to be poorer than all other types
of houscholds.” This applies to urban and rural areas alike. It appears that widowhood is a key

' This finding can be explained partly by the tendency of very poor female-headed houscholds to move in with their
relatives since they simply cannot afford to live alone.
? Male-headed union libre houscholds have a poverty rate of 46 percent; of the total poor, almost one third live in

such households. If the heads of houscholds are widows, the poverty rate is 60 percent. However, only about 5
percent of the total poor live in widow-headed households.

11
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determinant of poverty for many of the rural poor: In the Rural Qualitative Assessment conducted
for this Poverty Report, rural people named widows as a particularly poor group because many of
them cannot work in the fields and are dependent on outside help.

Housing Materjals. Types and quality of housing differ between the poor and non-poor but
also between rural and urban areas. Congestion within houses is highest among the poor in urban
areas, but the rural poor are considerably more likely to be living in houses with mud or wooded
walls and dirt floors. Stone is clearly the preferred housing material in all regions and areas, but few
of the poor have access to this material. Further, more poor people rent their houses than the non-
poor in urban areas, a fact that we found of high importance in the case study of Cisne Dos (Working
Paper 3). One of the major strategies for households to shield themselves from poverty is to use their
house as a shelter or nest for impoverished relatives and for informal sector activities, Often, such
use goes hand in hand with small investments made in the house (e.g., addition of another room as a
garage or work space), which can be done to a much lesser extent in rented structures.

Basic Services. The link between poverty and basic services is not uniform but depends on
area, region, and type of service. The rural non-poor are worse off than the urban poor in relation to
water supply, hygiene facilities, garbage disposal, and electricity connection. However, services can
have a different function in urban and rural areas, e.g., the threat from lack of hygiene facilities in
rural areas is much lower than in the overcrowded urban centers, especially in the Costa, where the
climate helps to breed diseases.

Access to basic services also varies by region. The Sierra is befter off in almost all services
than the Costa and the Oriente, and this distinction is especially pronounced among the urban poor in
these areas., About half the poor in the urban Costa and QOriente dump their trash on the street or
burn it, while only one quarter of the poor in the urban Sierra do so; the trash in the Sierra is
collected for three quarters of the poor population. Similarly, about half the urban poor in the Costa
need to meet their water supply from water trucks, wells, or other private sources because they are
not connected to the public water network, implying high prices for water. In Cisne Dos, the low-
income community in Guayaquil that we studied in depth (Working Paper 3), half of all households
are solely dependent on water truck vendors. In the Sierra, on the other hand, four out of five poor
people obtain their water from the public network and have a flush toilet.

Not all services render themselves useful to distinguish the living conditions of the poor from
the non-poor. Electricity in urban Ecuador now reaches nearly every household, independent of its
status. In rural areas, however, there is a strong relationship between electricity connection and
poverty — most markedly in the Sierra and the Oriente. Similarly, telephone service is not a
distinguishing factor for the rural population but it is for the urban population.
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3.2. Education

The World Development Report 1990 showed that education and poverty reduction are closely
linked. Education increases the productivity of labor, the principal asset of the poor. At the
individual level, increased productivity leads to higher incomes; at the macroeconomic level, it leads
to higher growth rates, which in turn create employment and lead to higher wages. And this virtuous
circle can be observed not only in modern economic sectors but also in the rura] and informal sectors.

Educational Achjevement and Poverty Today. The educational snapshot we take for

Ecuador tells a very similar story. Linking education of the household head to expenditure
levels, we find a very strong correlation especially in urban areas. More than 80 per cent of
first quintile household heads hold only a primary school degree or even less in urban Ecuador.
In contrast, more than 70 per cent of the heads of households in the richest quintile have at least
a secondary school degree. In rural areas, this relationship between education and poverty is
also observable but much less pronounced. The same holds true for literacy rates: illiteracy in
Ecuador is low today, affecting about 10 per cent of the poor in urban and somewhat more than
20 per cent of the poor in rural areas. Almost 30 per cent of the first quintile population in the
rural Sierra are iiliterate and the rate decreases rapidly with expenditure quintile.

While current poverty is strongly influenced by what Ecuadoran fathers and mothers learned
in their youth, the poverty of the next generation will depend on what the children of the poor leamn
today. Attendance levels in primary and secondary schools, repetiion and failure rates, the degree to
which children miss classes due to health problems or work loads, and the quality of education all
determine the potential for poor children to escape poverty in the course of their lives.

out Rates: anary school attendance in urban and rural
Ecuador is almost universal'® (around 90 percent), and does
not vary significantly with poverty group, but early grade
repetition is high and drop-out rates of poor children are
clearly higher than for non-poor children. While the -
average primary school repetition rate is 8 percent, which g . rsmsasss. & - -
compares_ qulte favorably to other Latin American
countries,'' a closer examination shows that the first grader

10 Parents have protected the primary educstion of their children in the past years. In the two qualitative surveys
which w conducted in urban and rural areas (Working Papers 3 and 5), parents have explicitly stated that they did
not take their children out of primary school during economically hard times. Nevertheless, the children often had
to balance the attendance of primary school with increased work demands in the household,

" According to the UNICEF (1993), repetition rates for primary school in other LAC countries are Brazil 19
percent, Costa Rica 11 percent, Columbia 11 percent, El Salvador 8 percent, Mexico 9 percent, Paraguay 9
percent, Unpguay 9 percent and Venezuela 11 percent.
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repetition rate is 18.5 percent for poor children and 13.5 percent for non-poor ones. While repetition
rates in higher grades decline (partly because the repeaters drop-out of school), the clear link between
poverty and repetition remains. The same picture emerges when we look at drop-out rates for
primary school: of the 13- to 15-year old children (who had all started primary school but are no
longer enrolled in primary school, we find that 13.3 percent of poor children and only 5 percent of
non-poor children leave school before completing the six-year cycle.

: - ates. There is a major distinction
between poor and non poor attendance in seoondary schools Graphs 6 and 7 illustrate the attendance
rate in secondary schools of children by age. Up to 90 percent of children from families in the
highest expenditure quintile attend secondary schools in both urban and rural areas but only 30
percent of the poor in the urban area and almost none in the rural arez attend secondary school. The
difference in the attendance record does not stem from the distance to the nearest secondary school,
which is only slightly lower for the non-poor children (33 vs. 37 minutes in rural areas and 25 vs. 28
minutes in urban areas).

Graph 8: Urban Secondary School Attendance, Graph 7: Rural Secondary School Attendancs,
1954 1884

% of cohort

high
middle

Source: LSMS, 1994.

Repetition and drop-out rates during secondary
school again illustrate the difference between the poor
and non-poor. Repetition rates in the beginning years
of secondary schools are consistently higher for the
poor children, at 16 percent in the first year of
secondary school and at 14 percent for the second year.

Even more pronounced, the drop-out rate during the

basic cycle of secondary school is 22.9 percent and |[-advaiedéyde -
during the advanced three-year cycle another 16.3 |Source: LSMS; 1994 .
percent for poor children. Of the few poor children
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who actually start school, about two-fifths drop out before completing the secondary degree. '

Private Returns: Private retumns to education Graph 8
are significant, as illustrated by the earnings equation Private Yearly Returns to Education
which mcludes a large number of exogenous -
variables,” with dummy vanables specified for
different levels of schooling. We find that the earnings
differential between base and end primary school years
is modest, which points to the poor quality of primary

education. But private returns increase significantly for e poury

secondary education, reaching about 9 percent for Prinay  prpy  Secondmy Seconiry

women and 11 and 13 percent for men. The eamings

differential due to college education is extremely high Source: LSMS, 1994.

for women, even surpassing that for secondary education, but it declines somewhat for men.
The Private Costs of Public Education. While

education definitely pays off in the long run, the private
costs of education are high even in public schools.

Although families pay only a low registration fee in public
schools, there are other significant costs for books, writing
materials, uniforms, and transport. For poor families,
sending a child to primary school costs about 2 percent of
their budget (1.8 percent for the non-poor), and sending a

Soulce LSMS, 1994,

child on to public secondary education absorbs 4 percent their budget (2.9 percent for the non-poor).

Asked why their children (aged 14 and 15) do not attend secondary school, half of poor parents
surveyed mentioned these direct costs as the primary reason, while only twenty percent of non-poor
parents viewed these costs as a major obstacle.

Two aspects of these costs of education require attention. First, the private costs of public
education are not fixed. They are discretionary with respect to the type of uniform, number and
quality of books, and type of transport the child takes to school. In absolute terms, non-poor families
spend 80 percent more on educating their child in a public primary school and 60 percent more on the
education in a public secondary school. Second, poor households tend to have more young
dependents than non-poor households Education can therefore quickly absorb ten or fifteen percent
of total household expenditures.'

12 The drop-out rate for the basic secondary cycle is calculated for the fifteen to seventeen year old population and
the drop-cut rate for the advanced cycle is calculated for the twenty to twenty-two year old population.

1 Compare Working Paper 8.

1 The importance of the private costs of education are also reflected in the Cisne Dos survey (Working Paper 3). In
this low-income community, education expenditures comprise the single largest non-consurnption expenditure,
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In addition to the private direct costs of public education, the opportunity costs of keeping
children in school for a longer time are very high, especially for poor houscholds. While field
interviews in Guayaquil and seven rural communities indicate that poor parents make a serious effort
to keep their children in primary school, they also highlight the costs of keeping children in primary
and secondary school. In rural Ecuador, child labor is particularly important in times of scarce
household income, and three out of the seven communities view female and child labor as the most or
second most important source of scarce income. In Cisne Dos, 12- to 14-year old boys and girls
spend an average of fifteen hours per week assisting in household enterprises. For girls, there are
also additional houschold tasks, especially caring for younger siblings.

3.3.  Social Security

The Ecuadoran social security system is in a deep crisis. Numerous studies have
concluded that, if the current operation of the Ecuadoran Socnal Security Institute (IESS)
continues, the system will collapse financially in the near future.”® The real value of IESS assets
fell by over 25 per cent between 1978 and 1991, owing largely to highly subsidized personal and
mortgage loans which represented up to 90 per cent of invested assets in the mid-1980s. These
loans are not subsidized any more but financial problems continue because projected
expenditures for pensions, the main benefit extended under the IESS, will far exceed projected
income from contributions. Two of the main contributors to the social security system, the
central government and employers, are far behind with their payments.

The two-part social security system extends benefits far beyond old-age pensions. The
social security system is composed of the General Security System and the Peasant Insurance.
Coverage of the General System is quite low by Latin American standards -- about a third of the
work force -- but the insured enjoy more benefits and entitlements than in most countries in the
region.'® Those insured under the General System are protected against most social risks,
comprising: old age, disability and survivor pensions; medical, hospital and dental care;
medicines; paid leave in the case of illness; maternity and occupational accidents and diseases;
severance payments, unemployment pensions and funeral aid. The maternal health program
extends additional health benefits. All these benefits from the General System are, however,
open only for the actual affiliates with the IESS and not their dependents. The second tier of the
IESS is the Peasant Insurance. Created in 1968 specifically to extend social benefits also to the
poor rural population, the Peasant Insurance scheme is comprised of old age and disability

significantly lower at the primary than at the secondary or tertiary level. Nearly a third of overall education
expenditure is on books, & quarter on uniforms, and almost 14 per cent on transportation.

13 Mesa-Lago (1993).

* Mesa-Lago (1993).
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pensions, funeral aid and health services. Contrary to General Security System, also dependents
of the affiliate are enrolled in the scheme and can use, e.g., the health facilities.

Social security benefits are unevenly distributed, Pensions for military personnel are
much higher than for public or private employees. While IESS health expenditures per capita
are about five times as high than comparable expenditures of the Ministry of Health, they are
very unevenly distributed. The ratio of hospital beds per 1,000 insured among provinces ranges
from four to one, heavily biased in favor of urban areas. The best hospitals are concentrated in
Quito and Guayaquil, many provinces have no TESS hospitals at all. In 1990, the ratio of
physicians'?er 10,000 insured was sixteen for the General System and only one for the Peasant
Insurance,

In its current form the poor in Ecuador benefit little from the social security system
because the poor’s coverage is low and benefits reaching them are minimal. Using household
data from the LSMS, we calculate that General Social Security System coverage of the urban
population in the highest expenditure quintile as 27 per cent while it is only around 7 per cent
for the poor. The General System mainly includes workers in the formal and regulated sector of
the economy which explains that the poor’s access to the system is much more limited than for
wealthier groups in society. Only 2 per cent of the poor elderly (above sixty) receive pension
payments from 1ESS (1994} while 15 per cent of the non-poor elderly receive these pensions.
Health service is the largest potential current benefit but due to the quality of the service under
the General System, 22 per cent of the poor who are entitled to the service choose to attend
private clinics instead of any public health centers or hospitals. The Peasant Insurance covers a
higher percentage of the poor in rural areas (19 per cent in the lowest and 12 per cent in the
second quintile). We find that about 27 per cent of the rural population in the first two quintiles
do not attend the rural health posts (or any other public health facilities) set up by the Peasant
Insurance although they are entitled to it. They seek medical attention in private clinics instead
because posts are ill-equipped and often lack essential medicine.'®

3.4. Health Care

Importance. The World Development Report 1993 spelled out the important role of public
basic health care: providing cost-effective health services to the poor is an effective and socially
acceptable way to reduce poverty; many health-related services provide information that helps control
contagious diseases; and Government intervention helps to compensate for problems of economic
uncertainty and insurance market failure. The WDR also stresses the link between basic health care
and malnutrition.

1 Mesa-Lago (1993).
1 See ILDIS (1994).
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Health Statistics. Ecuador’s health statistics compare quite unfavorably with those of most
other middle-income Latin countries. A 1992 infant mortality rate of 45 per one thousand births is
high compared to, e.g., Colombia (21), El Salvador (40), Costa Rica (14), Panama (21), and Chile
(17,"” and the same holds for the under-five mortality rate of 64 per one thousand births in 1992.
Lack of safe water and sanitation, the prevalence of infectious and communicable discases, and
malnutrition are the most common causes of child death in Ecuador. With a maternal mortality rate
of 170 per one hundred thousand births (1992), Ecuador lies slightly behind El Salvador (148 in
1988) but is clearly worse off than Costa Rica (18 in 1988), Panama (60 in 1988) and Chile (40 in
1988).% The vaccination of minors against tuberculosis, measles, polio, and dyptheria have, on the
other hand, been largely successful: the LSMS records coverage rates above 90 percent for all types
of vaccinations, independent of area, region, and poverty class, !

Sector Institutions, Numerous institutions comprise Ecuador’s public health system. The
largest provider is the Provincial Health Directorates of the Ministry of Health which treats 27
percent of the people seeking professional curative care (38 percent of the poor, 23 percent of the
non-poor). The second largest provider is the Ecuadoran Social Security Institute (IESS), which has
its own network including hospitals and pharmacies. The IESS also provides two formal insurance
schemes — the General Social Security System which covers only the affiliated individuals
themselves, and the Peasant Insurance Scheme which also covers the dependents. The IESS is the
only provider of formal health insurance, and both of its schemes together serve about 11 percent of
all people seeking professional curative care (12 percent of the poor, 10 percent of the non-poor).
The Ministry of Defense administers hospitals and other facilities for military personnel and their
dependents which provide about 1 percent of curative treatments. Finally, the Charity Board of
Guayaquil and several small programs under the responsibility of other small agencies and NGOs
(6.6 percent of the population) complete the complex public involvement in the health sector.

Real public expenditures of the largest public health entity, the Ministry of Health, decreased
continuously over the past years. Between 1990 and 1993 alone, the budget allocated to the health
sector as a share of the total central Government budget decreased from 8.2 percent to 5.4 percent,
and real per capita spending declined by 37 percent. The public expenditures of Ministry of Health
tend to benefit the poor most: about forty percent of the Ministry of Health resources benefit the
thirty-five percent of the population that is poor. Conversely, the wealthiest quintile of the Ecuadoran
population obtains only about eleven percent of expenditures.2 The overall constraint on resources
has meant diminishing funds for all types of expenditures. As a result, salaries are low and there are
little or no funds for medicines, supplies, and equipment repairs. In many hospitals, particularly in

19 World Bank (1993).
= World Bank (1993).
u Compare Working Paper 1.
z Compare Working Paper 6.
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rural areas, it is common for nurses to give patients a list of items to be purchased in the private
sector, which they must bring with them to the hospital. Even so, there is a substantial bias in
expenditures toward the larger, curative care hospitals in the urban centers. About 45 percent of total
Ministry of Health resources support 32 large urban hospitals, while only 35 percent is allocated for
primary care facilities.”

‘The public health 2s?rstv.:m in Ecuador is problem ridden. As amply demonstrated in a large
number of investigations,” the main problems are; (a) large gaps in service provision of a basic
health care package, especially in rural areas; and (b) insufficient quality of health services due to
maldistribution of resources and underfunding. This affects both rural centers, due to lack of medical
staff and drugs, and urban hospitals. The World Bank estimated in 1992 that up to half of all public
hospital beds are unusable due to leaking roofs and the lack of drugs.” Still, many public hospitals
run by the Ministry of Health are found to be underutilized. ** Other problems are (c) duplication of
health services supplied by the major public sector agencies due to lack of coordination, leading to a
waste of scarce resources; (d) staffing imbalances heavily favoring urban areas (as an outcome of this
biased provision of basic health care, the health status of the population varies widely. For example,
the infant mortality rate ranges between 20 per 1000 in certain urban areas to 150 per 1000 in remote
rural ones); and (¢) emphasis on curative instead of
preventive care and health education (health education, | Table7: Health: How are the Sick Treated?
theoretically also a responsibility of the Ministry of |~ . - = - - Poor ~ NonPoos
Health, is only given a low priority. For example, e
about a quarter of demand for family planning
education is not met by either private or public
facilities.?’

Type of Health Care, The Living Standard
Measurement Survey reports that the type of health
treatment varies considerably with the material standing
of a family. If medical treatment is necessary, many
poor families, especially in the rural areas, choose either to treat their ill members with home
remedies or to seek advice from a pharmacist. This pattern is more pronounced in rural than in urban
areas. Nationally, almost two- thirds of the non-poor population seek professional treatment if they
are sick from either a nurse or a doctor while only about half of the poor do so; the other half either
turns to a pharmacist or to self-curing or is condemned to do nothing. Twice as many poor (12
percent) than non-poor state that they were not able to afford necessary treatment or medicine. Even
6 percent of the non-poor are caught in this trap.

» Enriquez (1994).

u IDB (1993); ILDIS (1994); Mesa-Lago (1993), UNICEF-DyA (1992), World Bank (1992), World Bank (1950)
= World Bank (1992).

% World Bank, (1990).

z ILDIS (1994).
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In the seven villages participating in the Rural Qualitative Assessment (Working Paper 5),
poor families said they would spend less on health care (including transport to clinics) if money is
short for food. Many houscholds have opted to limit visits to clinics and hospitals 1o the strictly
unavoidable, and instead visit traditional curers and midwives. Similarly, they often use locally
available herbs and other remedies instead of antibiotics or other prescription medication.

Public vs, Private Curative Care, The private sector
performs a large part of professional curative medical
services even for the poorest groups in Ecuador, signaling
that basic public health services are in scarce supply. While
the non-poor are more likely to turn to the private sector for
professional health services, 42.5 percent of the poor also
seek private services when they need to see a nurse or a
doctor. Further, 37 percent of the extremely poor, who are
not even able to afford a basic nutritional basket of goods,
also turn to the more costly private sector rather than use the free or very low-cost public health
service. As the trade-off between health care and food for these families is so extreme, it is likely
that this gmui) does not have access to a functioning public health center; the actual rate is probably
much higher.**

The situation in Cisne Dos, the poor urban neighborhood in Guayaquil, illustrates the role of
the private health sector in urban areas. Analysis of health facilities usage shows that the private
sector, providing almost half the health care in that area, is as important as public facilities, which are
used more for serious medical problems. Preference for private sector health care relates directly to
perceived differences in quality of service. The long-term sustainability of private practices is related
not only to diversification in the services offered, such as the combination of multiple specialties, a
medical lab, and minor surgery, but also to the availability of credit for their services, short waiting
times, and flexible hours. While public hospitals in the area are free, they are characterized by
declining resources and infrastructure, long waiting times, and limited night access.

The Poor’s Expenditures on Health. Health care is a very big budget item for the poor who

tum to the private sector. Poor households seeking curative care predominantly from the private
sector spend on average 12 percent of their total budget in urban and 17 percent in rural areas. For
the non-poor, curative care averages less than 10 percent of expenditures in both areas. On the other

# The poor report slightly longer travel and waiting times than the non-poor, both in urban and rural sreas, but the
difference is not very pronounced. The average travel time alone in rural areas to either public or private facilities
is more than one hour, Private clinics serve their patients considerably faster (within twenty to thirty minutes of
waiting) than public ones (seventy five minutes).
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hand, poor families that obtain curative care mainly from public sector health posts or hospitals spend
on average 6 percent of the budgets, and the non-poor spend 3 percent.

Results. The poor suffer more than other groups from the weak basic public health network.
While other public or semi-public institutions, namely IESS, the military, and the Charity Board are
also part of the health system, about 85 percent of the poor do not have access to these institutions
and so rely on the network run by the Ministry of Health. While the LSMS shows only the
distribution and access to curative care, we have found that many of the poor — and even the poorest
of the poor -- tumn to the private sector for emergency help. Such service is very expensive, requiring
between 12 percent and 17 percent of their total budget per month. Close to half a million poor
people without access to public health centers cannot afford private service or the purchase of

While the LSMS says little about a basic package of preventive health care, it is clear from
available statistics that the system does not function properly. In 1992, more than 70 percent of
births in rural areas (and 20 percent in urban areas) took place without professional help. Professional
health consultations during pregnancies reach only half of the determined target rates: On average,
pregnant mothers receive only two and half professional consultations (which mostly take plaoe in the
last three months of the pregnancy) before giving birth and one and a half afier giving birth.” The
ongoing treatment that are part of a basic health program include prenatal care, child delivery,
postnatal controls, basic care for adults, immunizations, health education, nutrition education,
surveillance, food supplements, and family planning services.

3.5. Nurition

Malnutrition of infants and young children carries serious long-term implications. As a
consequence of chronically inadequate food consumption or repeated episodes of illness, many
children die in infancy. Those who survive are often malnourished, underweight, undersized, suffer
more frequent and more severe illness, cannot learn, and end up being less productive as adults.
Many who suffer from protein/calorie malnutrition also lack essential nncronutnems such as iron,
iodine, and vitamin A, the lack of which can cause irreversible mental retardation,*®

Malnutrition Rates of Mingrs. Malnutrition rates for children below the age of five are
extremely high in Ecuador. While the Government has made progress over the last decade in
reducing malnutrition, the absolute rates of both chronic and global malnutrition in 1990 were still at
alarming levels. Forty-five percent of children below the age of five were chronically malnourished
(i.e. their height was low for their age), and 33.9 percent were globally malnourished (i.e., they

» INEC (1992).
» Musgrove (1991).
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displayed low weight for their age). This implies that close to 800,000 children below the age of five
were malnourished in Ecuador in 1990. The rates increase with age but even in the first five months,
when babies are nourished from their mother’s milk, fifteen percent of the babies show signs of
chronic malnutrition. According to the 1986 national nutrition survey and subsequent sample
surveys, about 80 percent of child malnutrition occurs among children under age two. Furthermore,
70 percent of children between ages 1 and 2 have iron deficiency anemia.’

There is a pronounced variation in malnutrition rates among regions and areas, with the rural
Sierra holding the saddest record: almost seven out of ten children were malnourished in 1990 (Table
9). The Rural Qualitative Assessment (RQA), which examined five indigenous communities in the
Sierra (Working Paper 5), shows that cutting food purchases is often the only possibility for rural
families to reduce expenditures in hard times. Addmona]ly, many indigenous families consume a
poor and repetitive diet, consisting mainly of barley flour, cinnamon, potatoes, and water.*?

Malnutrition rates are strongly associated with socio-economic variables.”® Maternal
education of the mother and houschold living conditions are important determinants of child
malnutrition: more educated mothers can compose a more balanced diet for their children and at
the same time their higher education helps them to eam an income sufficient to buy elemental
foodstuff. Similarly, better household living conditions, such as non-dirt floors, water supply
and decent hygiene facilities, will reduce illnesses affecting the children. Better living
conditions are themselves an indication of a more wealthy household which can afford a better
nutrition.

! Glébal Malnutition
1986 1990  d(82-90)

-3;;.:---3__5_;_1--- 319 305 46
7302 2.4 5.3
4097365 46

3 World Bank (1990). See also World Bank (1954, p. 60).

%2 Weissmantel (1988).

» A logit model explaining malnutrition rates by matemnal education and household and social living conditions
achieves a high explanatory power. See Freire and Waters (1994).
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: g Age. Ecuador is a country with a serious
mcronummt problem affecnng low-umme ptegnant and lactating women. About 60 percent of the
latter suffer from some degree of anemia due to deficiency of iron — a life-sustaining nutrient needed
only in small quantities and found in red meat and breastmilk as well as in grains, legumes and
vegetables. High fertility and poor health exacerbate this problem, which is associated with the
observed high maternal mortality and child malnutrition rates discussed above. Children bom of
anemic mothers are often stunted and sickly, and iron deficiency in the preschool years reduces their
manual dexterity, limits their attention span, and lowers their ability to retain information. In the
1980s, a national nutrition survey found that 69 percent of infants and 46 percent of children 1 to 2
years old suffered from anemia in Ecuador. Deficiency in iron among adults also reduces energy and
therefore the capacity to work. Since iron deficiency is prevalent among poor Ecuadoran women and
children, anemia control should receive high visibility in maternal and child health programs.
Additionally, as shown by the experience of the United States and Sweden, long-term iron
fortification of selected and widely consumed foods, such as refined flour used in the production of
bread and pasta, can dramatically reduce anemia.

Nutrition Programs and Coverage. [Ecuador has a number of nutritional programs,
administered by different ministries and agencies, that try to reach preschool children®* The

programs, many of them financed by the World Food Program, include the Programa de
Complemertacion Alimertaria Matemo-Infantil directed at pregnant and breastfeeding mothers and
their infants (6-23 months), operated by the Ministry of Health through health centers; the nutritional
component of the Operation Rescue the Children (ORI), which offers nutritional supplements in its
daycare centers; the feeding component of the National Institute of Children and the Family
(INNFA), w}uch works through children’s centers; and the small CARITAS- supported Mothers
Club program.*® There are also a number of nutrition programs aimed at the primary school
population, but they are not targeted at the most vulnerable malnourished group, namely children
below the age of five and pregnant mothers. In-depth analyses of many of these programs have
concluded that they (@) do not supply children or lactating mothers with nutritional aid over a
continuous period of time, which undermines their nutritional impact; (b) are tiny in scope; and ©)
opcratemdependmﬂyofmhoﬂletsowhatevampactmatomﬂdbcmedmjeopardlzed

The targeting efficiency of the nutrition programs is generally unknown. Examining two
nutrition programs, INNFA and ORI, we found that both have developed targeting frameworks based
on a combination of geographical targeting and sclf-selection mechanisms; additionally, INNFA

o The programa listed here do not include the achool feeding programe.

» Additionally, the nutrition component under the World Bank-supported primary health project, FASBASE,
provides nutritional supplements a8 an integral part of the basic primary health care package to be provided in
provision of food supplements and micronutrients. The project will finance US$6 million for this autritional
component until 1999.

% Compare UNICEF, DyA (1992); World Bank (1990); Feire and Waters (1994); Musgrove (1991).
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assesses the nutrition status of individual children who enter the program. The potential for
geographical targeting is limited, however, since both programs depend on existing daycare center
infrastructure and can only target priority areas at the margin. Further, INNFA and ORI, like the
other targeted social program we studied, need to improve their monitoring and evaluation method in
order to assess how many the poor and malnourished children they reach.

An evaluation of all nutritional programs directed Tab!e 10: Nutritional Programs in Ecuador:
at infants and children below the age of five, including Covuugeofd:ﬂd:mhelowmeageofs
the ones offered by NGOs, shows that they achieve an |- ... (pmlt)
extremely low coverage rate. While the programs leak [ . 1?;
somewhat to non-poor children, the errors of excluding |- g 34"
poor malnourished children are clearly higher and weigh | - .- —
much more than the errors of including well-nourished |Tota 4.3
children. Of the one and a half million Ecuadoran |&ic.. : EE
children below the age of five, about 600,000 lived in W"M“szwve (@51) wd LSMS, 1594,

poor households in 1994 and only 5.5 percent of these were reached by the various nutrition
programs. Total coverage of the under-five population stood at 4.3 percent, a clear decrease from the
10.8 percent coverage achieved in 1990, This decrease was largely due to the discontinuation of the
Red Comunitaria, a community-based childcare network supported by the Ministry of Social
Welfare, in 1993, The Red Comunitaria was replaced by Operation Child Rescue (ORI), which is
achieving lower than programmed coverage rates due to financial restraints.

3.6. Labor Market Characteristics

In this section, we look at some of the labor market characteristics of the different
population quintiles in Ecuador. We examine broad characteristics such as the rate of labor
force participation and reasons why working-age adults do not actively participate in the labor
market. We describe the distribution of the labor force among broad sectors, economic
activities, regulation characteristics and unionization.  Further, we analyze whether poorer
workers hold their job permanently or temporarily, whether they change their jobs frequently
and whether they are eligible for pensions as are wealthier workers ( see also data in Annex 3).
This section does not describe general features of the Ecuadoran labor market which the reader
can study in depth in Working Papers 8 and 9.

Labor Force Participation. While male labor force participation is high in all areas and
regions and varies relatively little with expenditure class, we observe differences in the degree of
female labor force participation between regions and a marked increase of female participation
for higher expenditure classes. As observed in Annex 3, male labor force participation
fluctuates around 80 per cent in both urban and rural areas, independent of the region we look
at. The fluctuation is somewhat higher in the rural areas, especially in the Costa where the
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participation rate is about 70 per cent for the first and fifth quintile but jumps to 90 per cent for
the third quintile. On the other hand, participation in the labor force is lower for the poorest
women in Ecuador than for wealthier ones. At the national level we find a clear trend that
poorer women are less probable to be integrated in the labor force than richer ones.

Graph 9: Maje Labor Force Participation, 1994 Graph 10: Female Labor Force Participation, 1994
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Source: LSMS, 1994,

The difference in the pattern of labor force participation between men and women
becomes more accentuated if we add an age dimension. Graphs 9 and 10 compare the
participation rates of men and women in five year intervals between 15 and 64 -- the generally
assumed ‘working age’ -- for the different expenditure quintiles. To ease the graphical
interpretation, we aggregate the lowest two and the following two population quintiles. While
poorer men start to work earlier in their life cycle (largely because they tend not to be in school
that long), the participation rates between the different groups we look at here is not significantly
different. For females, however, we observe a markedly lower participation rate for the poorer
group -- only at the very end of the working life cycle (age 60-64) does the difference between
the participation rates for the three groups become insignificant.

Another observation relating to spouse work supports the argument that female labor
participation is an important determinant of the ability of families to shed themselves from
poverty. Given our above finding about the correlation between female labor participation and
expenditure quintiles, we are not surprised to find that of the male-headed households fewer fall
into the lowest two quintiles if their spouses work.
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Household and child care duties are the major reason why women do not participate in
the workforce and this is the more pressing the poorer the women are which holds especially in
urban areas. The LSMS records that 63 per cent of the women belonging to the lowest
expenditure quintile cannot work because their work in the household does not allow them to do
so. This ratio steadily decreases with higher expenditure groups and the same reason is an
obstacle for 46 per cent of the women in the highest quintile. While this is still a high number,
the trend signifies that wealthier women are better able to hand over household and childcare
tasks to domestic servants or childcare centers.

Labor Force Distribution. We examine the distribution of the labor force in Ecuador
wsing four categorizations. The first one looks at broad functional sectors: the public, informal,
farm, and modern sectors. While the public sector is self-explanatory, we define the informal
sector along standard ILO definitions as made up of those non-professional labor force
participants which work in establishments with less than five employees. The farm sector is
narrowly defined as only including agricultural day laborers and small farmers, the modern
sector 1S composed of professionals, employers and workers in establishments with more than
five employees. The second category relates to economic sector. We distinguish the
agricultural sector from mining, manufacturing, service, construction and transport. The third
categorization distinguishes between ‘regulated’ and ‘unregulated’ parts of the economy where
we define a ‘regulated’ environment as one where the employee is entitled to the famous
Ecuadoran teen-payments: Apart from the direct salary, the employee receives a thirteenth,
fourteenth, fifteen, and even sixteenth salary at varying times during the year. Naturally, only
the sector of the economy which is somehow reached by legislation will award such payments.
Finally, the LSMS also provides us with the opportunity to distinguish between union and non-
unionized participants in the labor force which comprises our fourth categorization,

As expected, employment in the farm sector varies negatively, and in the public and
modern sectors positively with per capita expenditures, but the more interesting finding relates to
the role of the informal sector. First, in the urban areas, informal sector activities decrease with
expenditure class. Poor women predominantly work in the informal sector (72 per cent in the
first quintile and 62 per cent in the second) which appears to be their major option for entry into
the labor market. The ratio of women working in the informal sector decreases much stronger
with expenditure class than the ratio for men. Second, in the rural sector, we observe the
opposite -- informal sector activity increases with expenditure class. Poorer male workers are
less likely to be employed in the informal sector than better-off workers, The ratio of rural
women to be working in the informal sector is again very high but not decreasing with the
expenditure class and rather showing a slight increase, too. Both of these findings relating to the
rural sector point to the immense importance off-farm employment plays today and its potential
role in employment creation and income diversification for the rural poor.
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Employment by economic activity shows a very different patterns by area and gender. In
rural Ecuador, the agricultural sector is predominant, especially for the poor. The share of the
work force in manufacturing (such as in small textile or ag processing plants) is a venue for
women workers and service activities (such as trade) for men as their absorption increases with
expenditure quintile. In urban areas, we find that around 80 per cent of working women are
employed in service activities, independent of the expenditure quintile. The same sector is
important for men employed in urban Ecuador but here we trace a positive association with the
expenditure class. Finally, we note that the construction sector is an entry to the urban labor
market for 17 per cent of the poorest men. Many migrants from the rural sector start out to
work as day laborers on construction sites.’

Regulation appears to be a stronger correlate with poverty than unionism. Overall, 21
per cent of the Ecuadoran labor force are employed in the regulated sector as defined above but
it becomes clear from the presented data (Annex 3) that these are almost exclusively the non-
poor in the urban areas. Half of the urban labor force in the highest expenditure quintile, both
women and men, work in the regulated sector. The share of organized urban workers in the
labor force does rise with higher expenditure quintiles but unionism is low. Nationally, only 9.7
per cent of the labor force belong to a union, almost all of them are part of the urban labor
force,

Other Work Characteristics. The poor change their jobs more frequently than the non-
poor, they are less likely to be eligible for company or social security pensions and they are also
less probable to engage into a secondary occupation apart from their main one.,  These
differences hold across region and gender.

3.7. Gender

Poverty is a phenomenon which affects households independent of the gender of the
household head. Based on the LSMS, we determine that women-headed households are not
more likely to be poor than are men-headed households. Although it is widely assumed that a
large proportion of the female-headed households are poor, we find that their share is almost
constant across expenditure classes, being about 10 per cent in rural areas and 16 per cent to 17
per cent in urban ones. This finding is supported by examining the expenditure survey by INEC
from 1991,

However, several observations which distinguish poor women’s from poor men’s lives
are important and we can only name a few here, First, with reference to the labor market,

¥ Waters (1991).
* CEPLAES (1994).
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female labor force participation is lower than the male one and varies with expenditure quintile.

We have also noted that the informal sector plays a different role for women than for men,
being a ‘point of entry’ into the urban labor force for poor women while being something like a
‘road out of poverty’ in rural areas. As pointed out in Working Paper 8, discrimination in the
labor market is present as women earn 30 per cent less income than men even though they show
exactly the same characteristics relating to such as education and experience.

Second, the educational gap between women and men is narrowing but still present.
Looking at the educational achievement by gender of headship, women are still less educated
than men. In urban areas, for example, 95 per cent of women as household heads achieved only
a primary degree or less in the poorest expenditure quintile while the corresponding figure for
male-headed households is 80 per cent. This difference can be encountered in all quintiles, areas
and regions (Annex 3). On the other hand, female enrollment in schools increased substantially
over the past fifteen years. At the university level, for example, female enrollment as a
percentage of total enrollment increased from 29 per cent in 1970 to 47 per cent in 1988.

Third, we pointed out above that a basic health program does not reach many of the poor
in Ecuador and this affects women as the prime users. With 40 per cent of all births in Ecuador
unattended professionally, it does not come as a surprise that toxemia during pregnancy is
responsible for 30 per cent of maternal mortality. These and other maternal mortality deaths can
be avoided with proper prenatal control. Little information is available on the enforcement of
the Ecuadoran Labor Code which determines that women should not work two weeks prior and
10 weeks after giving births. But these and other provisions only reach few poor women as
most of them work in the informal or farm sectors of the economy.

Fourth, domestic and street violence is a big problem for women. Surveys show that the
rate of domestic violence is alarmingly high in Ecuador. Vega and Gomez (1994) find that the
domestic violence rate in Quito is 58 per cent and in Guayaquil 80 per cent. While national data
on the extent of street violence is not available, indications from Cisne Dos (Working Paper 3)
mark this as a particular problem: over a 6-months period (Feb-July 1992), 50 percent of
respondents witnessed a bus robbery, one third were victims of street and house theft, and more
than half of family members were robbed. About half of the respondents identified the pantillas
(gangs of young unemployed males) as a major cause of crime. This has resulted in a drop in the
use of public transport, particularly at night, and increased use of safer small trucks by workers
working late shifts, especially women. In the case of night school this has resulted in lower
attendance, again affecting women more than men, unwilling to travel on public transport at night.

Fifth, female representation in Ecuadoran politics is far from achieved but increasing
steadily. Of all provincial and national delegates from 1979 to 1992, only 3.5 per cent were
women. Close to 10 per cent of all judges in the judicial administration are women today.
However, if we extrapolate from the candidacies for elections, a steady increase in female
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participation becomes visible. Also, the decade of the 1980s has witnessed an increasing
importance female leaders have in community and farmers organizations and unions.*

3.8.  Ethnicity

The ‘definition’ of the indigenous people is a difficult undertaking because there are no
objective characteristics to apply. Indigenous languages (e.g., quechua, shuari), traditional
clothing, heritage, and observed traditions and believes can, but need not be, part of the life of
the indigenous people.  Ultimately, the classification of who is indigenous depends on self-
identification. All statistical estimates of the exact number of the indigenous people based on a
uni-dimensional indicator are hence bound to be imprecise and, at best, indicative.

Nevertheless, for the purpose of this study, we use language as a variable which we think
is going to be highly correlated with ethnicity and which can provide us some insight into
poverty and living conditions of the indigenous people in Ecuador. Noting the above-mentioned
difficulty in identifying the indigenous population, we do not employ the language variable as a
means to estimate how many indigenous people live in Ecuador, Rather, its function is merely
to identify a population group whose living circumstances we can examine,

Poverty, living conditions, and language are closely linked. The indigenous language
speaking population in Ecuador is concentrated in the rural Sierra and the Oriente; almost none
live in the Costa. Almost a quarter of the poorest expenditure quintile in the rural Sierra speak
an indigenous language and this ratio rapidly declines with expenditure quintile, reaching only
1.4 per cent for the fifth quintile in the rural Sierra. We observe the same pattern in the urban
Oriente and, albeit at much higher levels, in the rural Oriente (Annex 3).

Based on the Census of 1990, the disadvantaged living conditions of the indigenous
people in Ecuador become more visible. Again using indigenous languages as the key variable,
we compare three different types of Cantons in Ecuador with respect to a variety of basic service
and social variables. If more than 50 per cent of the inhabitants in the Cantons speak Quechua
or Shuari, we term the Canton to be ‘strongly indigenous’; between 20 per cent and 50 per cent
of indigenous language speakers define it to be ‘moderately indigenous'; and the Cantons with
less than 20 per cent of indigenous language speakers are labeled ‘mildly indigenous’.

The strongly indigenous Cantons are worse off with respect to any of the recorded social
and service variables, both when compared to other Cantons in the rural and those in the urban
areas (Table 11). Alarming are the differences in the education and health indicators: While the
national illiteracy rate was only 10 per cent, more than 40 per cent of the population in the

» CEPLEAS (1994), p.87.
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strongly indigenous Cantons were illiterate in 1990, with female illiteracy even higher,
impairing the integration of the indigenous female population into the national society. A third
of the population in these Cantons was without any educational instruction. Sanchez Parga
{1994) reports that repetition and drop out rates are very high for indigenous children and have
grown at an average 2 per cent in the Sierra and Oriente rural indigenous areas. The housing
and living conditions do not encourage children to study at home or continue their education.
The indigenous dwelling usually consists of one room that serves as a kitchen and bed-room for
the whole family, Few households have sewerage, natural gas or electricity for lighting,
necessary for studying and reading in the early dark of the Ecuadoran Andes. The clay
construction, apart from being ill-suited for connection to public services, cannot be used as
collateral for bank or public credit.

_ __:_Table 11‘ ——

-noinistruction” "

Source: Sanchez-Parga (1994).
Child malnutrition, as well as infant mortality rates, were clearly above the rural and

national averages and two factors contribute to this high incidence according to Sanchez Parga
(1994): First, due to productive and ecological constraints, the indigenous people cultivate only
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few basic crops which do not provide for a balanced diet. Second, indigenous people often
consume only two meals per day, a result of impoverishment and the lack of cooking fuel
(organic materials).*® Also, women increasingly help in the field or some other income eaming
activity which reduces the time they can spend on preparing food for the family.*'

As a direct consequence of poverty and living conditions of the indigenous people,
migration out of indigenous areas is very high. In the Sierra, the large majority of the
indigenous population lives in five provinces (Canar, Cotopaxi, Bolivar, Chimborazo,
Imbabura). These five provinces have a migration rate of 26 per cent in 1992 while the national
rate was only 19 per cent.

Political integration of the indigenous population in the Ecuadoran society is slim. While
the provinces with a high share of indigenous people have historically had voter turn-outs above
the country average, the number of void or null votes has also been very high, This cannot be
attributed to the high level of illiteracy in these areas because the share of void and null votes
has increased from 1979 to 1992. Rather, this is an expression of the lacking representation of
the indigenous people in mainstream Ecuadoran parties and politics. Supporting such an
interpretation is the finding that in 1988, 46.1 per cent of mtervxewed indigenous voters
mentioned that they did not feel represented by any party in the elections.

© Families participating in the Rural Qualitative Asscasment (Working Paper 5) mentioned that the reduction of
meals Lo two per day was an important means how to reduce expenditures in difficult times.

“ We also find in the labor market analysis (Working Paper 8) that indigenous language speakers are digriminated
against. Other things being equal, like education or experience, thoy earmn less income than non-native speskers.

e Chiriboga and Rivera (1989).
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Annex 1

This Annex spells out how we derived the poverty line and how robust our estimates of
poverty are with respect to several key underlying assumptions. The first section, concerned
with the poverty line, pays particular attention to our methodology to value housing, consumer
durables and water consumption. In the second section, we examine the robusiness of our
estimates with respect to adult equivalency scales and the chosen imputation methodology for
housing and water, Further, we present the results of statistical dominance tests, important
when comparing regional poverty independent of the poverty line chosen.

Al.1 Derivation of a Poverty Line

We needed a fair number of steps to arrive at a consumption-based poverty line for
Ecuador. Several of these steps were also required for the general process of constructing
consumption aggregates from the item-by-item entries in the dataset, First, we converted
information on household purchases of food items into a monetary aggregate. Second, we
calculated the calorie equivalent of the observed food consumption per household and derived
the extreme poverty line. Third, we evaluated and priced non-food expenditures. Fourth, we
derived the poverty and vulnerability lines. Finally, we adjusted nominal expenditures of all
households for the variation in prices between different areas and regions. We briefly describe
each of these steps below.

P ASC: _ 2 : The
LSMS contains detmled 1nformat10n on the quantlty of up to 73 food items although the
respective data were not always complete for all households; e.g. in some cases the entry for
quantity, expenditure, price, the quantity unit (gram, pound, ‘basket’, ‘bunch’, etc.), or the
frequency of purchase, was not reported or was incomplete. In such cases we corrected for
these omissions by judiciously imputing responses at the level of ciudades or regions.

ion F P Lin rivation. Using a standard conversion
table, we derived calorie equivalents from the observed consumption pattern. The food poverty
line indicates what expenditure is needed to acquire a minimum caloric intake per person (2237
keal per capita®) associated with the consumption pattern of those in the second and third
quinttles of the expenditure distribution.

The food poverty line was calculated in a series of steps. First, the average consumption
bundle consumed by households in the 2nd and 3rd quintile of the national consumption
expenditure distribution (in raw terms, without any previous adjustment to expenditures) was

© This keal intake is taken from the study by Cabrera et al., 1993,
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calculated. Using a calorie conversion table we estimated the kilo-calorie content of this
consumption bundle by first converting the quantity consumed of each item in the bundle into a
calorie figure and then summing up these calorie figures across all food items in the
consumption bundle. The figure obtained was then compared against the calorie cut-off level of
2237 kcal per person taken from Cabrera et al. (1993). All quantities in the consumption bundle
were then uniformly scaled by the ratio of 2237 to the total calorie figure obtained, so as to
ensure that the consumption bundle, based on the consumption pattern of the 2nd and 3rd
quintile of the national population, yielded exactly 2237 kcals.

The vector of quantities in the consumption bundle was then valued by multiplying each
good in the basket by the ciudad-specific modal price of that good. Summing across all values
in the basket thus yielded a ‘food poverty line’ for each ciudad in the data set. A national-level
food poverty line was then obtained by taking a population-weighted average of all ciudad level
food poverty lines. The line obtained corresponds to 30,733 sucres per person per fortnight
(equivalent roughly to US$ 1.00 per person per day in 1994).

in'the household expendlture indicator,
ea value t‘rom the consumpnon of these

- We calculated the eonsumptlon of consume:r-, urab es appiymg a slandn:d age proﬁle to consumer durables
reported in the LSMS. . Section 1 (housing) of the LSMS: reports the type, amount, age and replacement value for
seventeen constimer durables ranging from refngerators to;séwing machines and from kitchens to cars, We assurned
that the average rcplacement value of a particular durable (of the sample) would be a good proxy for those
observations which did not give'a replacemnt value.: Further, we' ‘estimated the lifetime of each durable as twice its
average age fmmd m the survey.” This computat:on is bnsedou se“that the purchnsa of consumer durables

i’ the daldsét were missing. We
the sredictive power of simple
rial; number of rooms, number
the consumptlon of durable consumer

of bathwoms, avaﬂablhly of bh:hesn) bu :
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- i . We have included a large number of
non-food expenditures in the welfare measurement of houscholds: electricity, water, transport,
durable consumer goods, clothing, miscellaneous purchases, education and services, including
also expenditures on prepared foods purchased outside the home. For some of these such as
clothing and transportation this was quite easy as the data included both a category of monthly
and yearly expenses which we could adjust to a bi-weekly period. For others, such as housing
or consumer durables, we applied a relatively straight forward imputation or evaluation method
{see Box Al.1 (1)).

For water, the task was more complex. Theoretically, if our aim is to measure the
welfare level of a household, we would want to ensure that we include all consumed goods
during a certain reference period. We implicitly assume that welfare arises from the
consumption of goods. Hence, in order to enable us to make welfare comparisons between
households, we have to control both for the price and the quality of the item looked at. In the
case of water, houscholds report only their total water expenditures and not the actual quantity of
water consumed.

Prices of water vary widely in Ecuador, depending largely on the form of access:
Consumers of water with access to the public water network tend to be heavily subsidized --
almost two thirds of the sampled houscholds connected to the public water network actually
reported that they do not pay for their consumed water at all. On the other hand, especially
households with little access to river water or wells pay dearly for this life necessity. The
population in urban areas without connection, often the poor, are forced to buy their water from
street vendors, Simply aggregating nominal expenditures without adjusting the data in some
way, would induce a bias in our welfare measurement: we would either overstate the welfare of
the not connected households or understate the welfare of the connected ones.

As we could not deduce the actual quantity of water consumed for consumers connected
to the public water network, we imputed total water expenditures for all households not
purchasing water from private vendors. Most public network water consumers specified that
they did not pay for the service they received so that the actual price for them was zero,
rendering the calculation of actual quantities consumed impossible, Under a number of
restrictive assumptions, we therefore imputed both price and quantity of water consumed jointly
(see Box Al.1 (2)).
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We pald partlcular attent:on to the adjustments of ws.ter expendltures because access to this service is
w:dely dlscussed in Ecuador.  In the debate. water is generally used as the most Ilnporta.nt example of the unequal

, "Fourth the vendors water market has
- Fmally. (margmal) transportation costs of water need to be
relatively small. ' Sée Hentsche! mcl I.anjouw (1995) for ‘s detailed analysis of the imputation methodology and its

underlying assumpt:ons

If the quality of a consumed good varies and we cannot observe its price for a specific
household or at least region, an imputation method to make welfare levels comparable between
households becomes impossible. We were only able to impute water expenditures because we
assumed that the water quality between the piped water and the one street vendors sell does not
vary significantly, Health expenditures are an example where we cannot control for such
quality. The coverage of health care, especially in rural areas, is dismal in Ecuador, forcing
many of the rural poor to seck help in private clinics or from traveling doctors. We have no
yardstick to compare the health services rendered by these private clinics to public health
centers. If everybody had access to public health care we could assume that the population
which does seek h‘i}P at private facilities expects a better service than the one provided in the
public health posts.” But since this access is not universal, simply including health expenditures

“ Along this line of argumentation, we have included nominal education expenditures in our aggregate poverty
measure,  Access to both primary and secondary public education is given in Ecuador although at times it
involves a lengthy commute in rural areas. With access to public education given, we can interprete the choice of
households for private education as a choice for a different, and better, quality of the education.
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in our welfare measure would not be correct. The point is that by excluding health expenditures
altogether, we have a better chance of preserving the ‘true’ welfare rankings than by either
including expenditures without adjustment or some type of imputed health expenditures.

Poverty Line and Vulnerability Line Derivation. We then obtained the poverry line by

determining the average proportion of total consumption which was spent on non-food items by
those members of the population who were in principle just able to meet their calorie needs, if
they were to devote their total expenditure to the purchase of food items. The poverty line was
then calculated by scaling up the national-level food poverty line by that empirically estimated
proportion (for further details consult Ravallion 1994). In order to derive the vulnerability line,
we determined the average proportion of total consumption which was spent on non-food items
by those members of the population who recorded food expenditures equal to the food poverty
line. Again, we then computed the vulnerability line by scaling up the food poverty line by this

proportion.

Price adjusgtments. Finally, rather than operating with a large amount of poverty lines,
we adjusted total household expenditures for price variations in the different regions and areas in
Ecuador. Price variations are very pronounced in Ecuador due to its geographic and climate
diversity. Having calculated food poverty lines at the ciudad-level we adjusted nominal
expenditures of households with a cost-of-living index obtained by taking the ratio of the ciudad-
level food poverty line to a population weighted average, and dividing the expenditure figure in
the sample by this ratio. Note that imputed water expenditures were not adjusted in this way but
were added to ‘real’ expenditures after adjustment.

Al.2 Robustness of the Poverty Estimates

In this section, we are concerned with how robust the above presented estimates of
poverty in Ecuador are. We start with examining how sensitive the calculated poverty rates are
to the choice of the poverty line. The above described derivation of the poverty line depends on
a large number of assumptions ranging from the implicit application of an adult calorie
equivalency scale to the economic rationale under which we imputed water and housing
expenditures, the exact poverty line chosen, or the specific poverty measure employed. By
changing these assumptions, we will discover how important they are for our overall poverty
estimates. The second part of this section then turns to regional poverty rankings. We examine
regional poverty indicators for a wide range of possible poverty lines to find out whether we can
make statements about the relative regional rankings of poverty without referring to a specific

poverty line.
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Al.2.1 Sensitivity Analysis

We conduct two sensitivity analyses of our poverty estimates. First, we apply an explicit
adult equivalency scale. The equivalency scale adjustment is based on the assumption that adults
and children have different kcal requirements so that, consequently, the poverty line for each
different household is a function of the composition of the houschold itself. In the base case, the
2237 cut-off point of Cabrera et al. (1993, p.174) reflects the nutritional requirements of an
‘average’ household in terms of size with an ‘average’ composition. Hence, the base case takes
an equivalency scale implicitly into account by arriving at the kcal average but it does not
explicitly endogenize the poverty line for each individual household. Second, we conduct a
sensitivity analysis regarding our above referenced imputation of water and housing values.
Instead of using the imputed values, we include the nominal expenditures recorded in the LSMS
in the sensitivity analysis.

T ﬁblg Al2 (l) Poverty in Ecuador 1994: Sensitlvity Analysis of Exireme Poverty Rates

. Base Case Alternative Altematlve " Water, Rent and
- Extreme- ~ Adult Eqmva- Adult Eqmva- Consumner
Poverty Line _ . lency Scale lency Smle Durables’

" Costa' i urbem

Orients . ' ur
. Total
1 Bquwalency scalc of chnldmn Ty 7 ldul'l. cquwabn’ts and: infmts ,.-i5,ith-:t-ing from an adult caloric
requirement of 2700 keal.
_ . Equivalency scale of children as .5 adult eqmvnlgmsf md infanty as.. 3 mrtmg from an adult caloric
s ,.'-requlremcmof2‘?00kcﬂ. : :

o Usés nominal expeéndit

] :'pu!ed valuea. and excludes consumer durables
- Gofisumption. PRI

Poverty rate estimates of the two alternative calculations vary somewhat from the base
case. We conduct the analysis for the extreme poverty line (only food expenditures), applying
an adult equivalency scale of .5 for infants and .7 for children to an adult calorte requirement of
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2700 kcal, the amount suggested by CEPAL (1991). Poverty rate calculations vary only
marginally from our base case with the national estimate of extreme poverty increasing slightly
from 15 to 16 per cent. Even reducing the adult equivalency units of children to .5 and infants
to .3 leaves us with an extreme poverty rate of 13 per cent Turning to the sensitivity of our
estimates with respect to imputations of water, rent and our evaluation of consumer durables, the
poverty rate increases from 15 per cent (base case) to 18 per cent if we include the nominal
instead of the imputed values for water and housing and exclude the user value of consumer
duradbles. The direction of this shift could be expected as we adjust recorded expenditures in the
LSMS upward in the base case scenario. It is interesting to observe that the (absolute) influence
of the imputation exercise is higher than the adult equivalency scale application.

Al.2.2 Rankings of Poverty

How confident can we be about our finding that rural poverty is higher than urban
poverty? Further, can we make a judgment about poverty rankings between regions which do
not depend on the exact poverty line chosen? In order to answer these two guestions, we
conducted tests of stochastic dominance.

Stochastic Dominance Tests. Advances in the measurement of poverty have in recent
years yielded very simple to apply techniques for comparing poverty while retaining a firm focus
on the robustness of the comparison.** We begin with a straightforward plot of the distribution
functions between the populations being compared. The location of the distribution functions is
of immense importance for making judgments about poverty rankings: From the theory
underlying these techniques, it can be shown that if the curves do not intersect at any point in the
graph, poverty in the population represented by the curve lying everywhere above the other is
greater. And this is true not only for the incidence of poverty but is also true for any other
poverty measure in common use,

Urban - Rural Comparison. Examining the distribution function for urban and rural
poverty first, we find unequivocally that rural poverty is higher than urban poverty
independently of the poverty line chosen (compare Figure 1 in Working Paper 4)., The rural
distribution function of consumption lies above the urban distribution function over the whole
range of per capita expenditures. Hence, for whatever poverty line we choose, rural poverty
indicators like the headcount index or the depth and severity of poverty are above those for the
urban areas.

The expenditure distribution function also helps us to calculate how the poverty rate
varies with the poverty line. The poverty line of Sucres 45,000 per person per fortnight cuts the
rural distribution function in a relatively steep and the urban distribution function in a much
flatter part. This indicates that relatively minor adjustments to the poverty line will have a

“® The literature on poverty measurement using stochastic dominance techniques has been growing rapidly. Good
overviews can be found in Atkinson (1989), Howes (1994) and Ravallion (1994).
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pronounced impact on the measured incidence of poverty. The vulnerability line, for example,
is around Sucres 60,000 (an increase of about US$0.5 to US$2.0 per person per day) which
increases the incidence of poverty in rural areas from 47 per cent to 67 per cent (a rate much
closer to what other studies have found) while the urban rate rises from 25 per cent to 40 per
cent,

Regional Rankings. Tuming from the aggregate urban and rural areas to examining
stochastic dominance between regions, we find that we can draw only few conclusions. The
results of both first and second order tests of stochastic dominance are presented in Table Al.2
(2).*® Varying the poverty line over a very wide range (from sucres 10,000 to 60,000), we can
only say that both the rural Oriente and the rural Sierra are poorer than the urban Oriente and
urban Costa, irrespective of the location of the poverty line and the type of poverty measure
used. And even this result has to be interpreted with care, however, as it does not take the
contribution towards poverty into account. Thus, for example, poverty rates in the rural Oriente
are always higher than in the urban Costa but the number of poor is always greater in the latter
has the urban Costa as a large population,

Rural SLem - 3

lfé.lj_;:l.-"-

hnec(mthemgcbmvemwcm 0,000 end 60,000 per perton per fortnight)

46 VWhile first order stochastic dominance tests compared the distribution functions, second order stochastic
dominance tests examine the location of the deficit curves,
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Annex 2: Using the Living Standard Measurement Survey to Derive a General Geographic
Poverty Map for Ecuador

This Annex describes preliminary findings from an attempt to extend results from the
Ecuador LSMS to the development of a general geographic poverty map for Ecuador. The
LSMS is a household survey and is representative only at the regional and area level (i.e., for
both rural and urban areas for the Costa, Sierra, and the Oriente). It alone can not be used to
derive a geographic poverty map capable of reaching the cantonal, or even more ideally the
parroguial level. The data source which contains sufficient information to reach such a level of
disaggregation is the national Census from 1990. However, the Census does not contain an
income or expenditure variable which -- as we have already described -- is our preferred variable
to measure poverty.

The LSMS will serve us to derive a variety of different ‘poverty models’ which we can
then apply to the Census, thereby introducing an expenditure variable to the Census data. If we
are able to ‘explain’ household expenditures using a number of exogenous variables, this
relationship can then be used to ‘predict’ expenditures at the household level using the Census
information. Obviously, one important limitation exists: the variables used to explain household
expenditures in the Living Standard Measurement Survey have to be contained in the Census as
well. However, as we will describe in more detail below, a number of very restrictive
assumptions have to be made in order to apply the described methodology. Analysts following
this approach should be aware of these assumptions, The following steps are necessary:

Step 1: Explaining Household Expenditures Using the LSMS. The first, and probably
most important step is to achieve the best possible explanation of household expenditures with a

host of exogenous variables. As mentioned above, the pool of these exogenous variables is
determined by those variables contained in both the LSMS and the Census. Experimenting with
a large number of different models, we find that a simple log-linear model achieves the best fit.
We run the models at the most disaggreagte level possible with the LSMS, namely by region and
area. As the imputation of household expenditures later on depends on the accuracy of these
models, it is very important that analysts try to ‘optimize’ the explanatory power of the different
models. Our explanatory power in the rural Sierra is the lowest so that we can expect most
problems and imprecise results to occur in this region and area.

The implicit assumption behind these explanatory models is that the heterogeneity within
each region and area is modest. Heterogeneity does not mean that poverty levels within an area
do not differ but rather that the relationship between the exogenous variables (such as services,
education level, occupation, housing characteristics) and the endogenous variables (household
expenditures) is relatively stable. Only under this premise is the here described methodology
applicable.

Another important simplification we have to make is to assume that the structural
relationship between household expenditures and exogenous variables is relatively constant over
time. The LSMS, on which basis we conduct the model estimations, is from 1994 while the
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Census data stems from 1990, If the relationship between household expenditures and
exogenous housing and household characteristics changes rapidly, our approach is -- again --
invalid.

Step 2: Imputing Expenditures From Census Data. We use the estimated models to
impute household expenditures for ali Fcuadoran households contained in the Census of 1990.
A problems arises here as we discover that the political definition of geographic areas is different
between the Census and the LSMS so that we can only approximate the areas where we have to
apply each one of our six models. Analysts should pay great attention to this fact and try to
harmonize as much as possible the geographic definitions between the two data sources.

Step 3: Some Simple Checks, Before using the imputed household expenditures, we

conduct a number of checks to gain some confidence in our results. Specifically, we calculate
the poverty rate for two different poverty lines and measures to compare them (o the results
obtained from the LSMS (see Table A2.1). We cannot expect that we are exactly ‘on target’
with the calculated poverty indicators from the imputed expenditures for a number of reasons.

First, our models ‘only’ had an explanatory power of (at most) 60 per cent; second, the data
sources differ in their political definition of regions and areas; third, we apply 1994 models io
the Census of 1990, Indeed, as we can see in the Table A2.1 the results are not uniformly
promising. While we obtain an excellent aggregate performance measured by the poverty
incidence (exactly the same using the Census model than the LSMS), and reasonably good
results in most regions, the predictions for the rural Sierra and the urban Costa are unsatisfying.
We hence have to improve the model with which we imputed the expenditures in these region,

1 Poverty incidence is measured by the headcount ratio; poverty severity is measured by the
FGT measure wilh a parameter value of 2 (sce Ravallion, 1994). The poverty line corresponds
to 45,446 Sucres per person per fortnight. Imputed houschold expenditures were used Lo
derive the statistics applying to the Census.

Source: LSMS, 1994; Census, 1990,
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Housing material (percent)
Costa stone
cley
wood
bamboo
olher
Siemra stone
adoba
wood
rohr
other
Oricnle stonc
adobe
wood
rohr
other
‘Water source (percent)
Costa public net
private net
meinfriver
well
truck
other
Siem

Oriente

FRLERE REEERE
HE B

Rural Area Urban Ares

1 2 3 4 3 1 p ] 3 4 5
15 248 327 244 442 599 716 718 839 9.5

0 0 0 0 0 0 11 0 04 044

95 62 62 32 63 56 33 47 26 22
737 6% 611 715 494 344 24 235 127 64
1.8 o 0 09 01 0.1 1] 0 04 046
100 100 100 100 100 100 100 100 100 100
386 524 3559 522 M8 765 695 £1.7 83 815
283 195 192 223 104 213 288 169 149 11
219 181 173 19 41 21 L7 06 2 02
104 99 75 64 35 o 0 07 0 02
08 01 01 01 32 0.1 0 01 0} 01
100 100 100 100 100 100 100 100 100 100
na na nA DA Da 30 298 424 688 652
nm m M D e 0 36 0 13 0
n M M 642 643 3507 278 N2
na na na na Da 58 0 43 Qo 07
na  ma na D= DA 0 23 26 21 29
100 100 100 100 100

25 107 109 1 198 4.5 527 527 654 7187
47 18 134 79 125 47 495 34 34 07
543 416 315 611 9 26 1 04 08 ]
366 265 231 288 2838 102 82 91 91 68
07 12 09 09 16 27 225 255 166 109
1 2 02 03 04 153 107 8% 47 129

100 100 100 100 100 100 100 100 100 100
221 347 347 W8 356 835 771 87 937 917
294 197 N9 322 224 43 87 48 21 11
373 269 191 23 182 0 11 0 0 0
105 172 139 125 238 59 38 16 18 08
0 o 03 02 0 37 48 31 15 04

07 15 01 13 0 26 45 35 09 0
100 100 100 100 100 100 100 100 100 100
M DA m R m 796 924 78 932 96.7
na  na DA na na 922 34 109 27 0
D& D8 DA D& I8 54 42 11 16 33
FT I T na na oA 58 ] 0 0 0
DA na oA na M 0 1] 0 0 ¢
ns na na na na 0 ¢ 01 25 ¢
1600 100 100 100 100

S



Working Paper 1, Annex 3

Hygiene Facility (percent)
Costa flush
letrine
none
Sioma flush
letrine
none
Oriente flush
letrine
none
Electricity Supply (percent)
Costa public
private
none
Sierra public
Pprivate
none
Oriente public
private
none
telephone service (percent)
Costa with phone
Sierma with phone
Oriente with phone

Rursl Ares Urban Ares

1 2 3 4 - 1 2 3 4 -
4.7 183 189 101 297 379 489 595 724 8717
339 491 321 47 298 515 W7 323 223 97
564 326 49 429 405 106 114 82 53 26
100 100 100 100 100 100 100 100 100 100
114 175 276 416 44 802 814 886 948 984
312 399 35 315 443 s 717 63 32 11
574 426 374 269 11.7 10.8 109 51 2 05
100 100 100 100 100 100 100 100 100 100
na na na na na 432 788 755 908 90.1
na na na na na 92 155 104 67 59
na na A na na 426 57 141 25 4
106 100 100 100 100
569 542 634 363 791 966 989 996 989 998
0 01 18 24 41 0 05 03 04 02
431 457 38 413 162 34 06 01 07 0
100 100 100 100 100 00 100 100 100 100
593 808 78.8 867 908 971 991 993 996 998
0 09 08 2 17 0 0 0 03 02
407 183 204 113 75 29 0% 07 01 0
100 100 100 100 100 100 100 100 100 100
na na na na na 892 979 928 988 962
na ns A DR DA 0 0 0 0 0
na na DA DA A og 21 12 1.2 38
100 jo¢ 100 100 100
0 0 L] 0 01 16 24 6.3 17 379
0 11 4 41 128 11,5 121 154 316 604
na na na pa pa ¢ 21 10 185 406
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garbage disposal (percent)
Costa collected
thrown or bumed
Siam collected
thrown/burned

Oriente collected

thrown/burned
cooking fue] (percent)
Coasts gas
wood/coal
other
Sierta g
wood/coal
other
Oricote 7]
wood/coal
other

crowding index {persons per room)

National crowding index

literacy rate* (percent)

Costa (pop over 14)
Siema (pop over 14)
Oriente {pop over 14)

Rursl Ares Urban Ares

1 2 3 4 - 1 P 3 4 ]
0 44 87 02 14 51.7 569 3564 671 T8
100 556 913 998 86 483 431 436 329 222
0 2 29 34 67 695 752 T74 382 912
100 98 971 9.6 933 305 248 226 118 88
ne oA DA npa m 417 754 709 873 385
AR DA DA ns na 583 246 291 127 115
S88 T26 689 TOo 720 815 917 945 947 89.7
41 271 287 299 158 145 31 34 14 06
02 03 24 01 111 4 52 21 39 97
100 100 100 100 100 100 100 100 100 100
328 604 T22 688 739 89.7 956 956 9568 9613
62.7 393 276 276 187 9.7 44 37 2 05
45 03 02 36 74 0.6 0 07 12 312
100 100 100 100 100 100 100 100 100 100
DA DA BA D ns 902 979 957 9%.6 9.6
n na M M o m 46 21 43 34 14
02 m nA ns  na 5.2 0 0 0 6
100 100 100 100 100

22 1% 138 13 08 24 21 1.7 13 08
767 787 7885 763 617 831 895 938 953 9579
7.5 856 844 876 931 899 936 952 966 985S
809 931 915 924 95.7 883 903 929 978 958



repition rates rates ka school (% of children in quintile)

National primary school

Grade 1
Grade 2
Grade 3
OVERALL

secondary school

School type {(percent)

National

superiof

Grade 1
Grade 2
Grade 3
OVERALL

public
private

public
private

public
private

Education level of household hesd (percent)

National

primary&icss  total

Rural Area Urban Ares

1 2 k) 4 b 1 2 3 4 -]
17 209 295 167 7.7 178 166 126 71 35
36 109 137 65 175 132 69 05 59 21
na na DA D& D8 13 115 27 62 05
71 104 129 62 15 11.6 11 39 64 27
na na nA DA na 28 129 121 135 46
na na na DA DA 129 18 173 168 1.1
na na M na  na 11.8 79 3158 76 39
98 43 7 51 134 146 112 85 97 46
916 898 861 832 802 936 853 822 663 382
84 102 139% 118 198 64 147 178 337 618
100 100 100 100 100 100 100 100 100 100
92,1 Bl.1 787 686 852 899 837 858 763 475
7.9 189 213 314 148 101 163 142 237 525
100 100 100 100 100 100 100 100 100 100
na na na na na 97 100 901 M1 562
na na nAa na na 3 0 99 259 438
100 100 106 100 100
96.5 94 883 3886 65) 29 712 62 504 256
35 58 93 103 22 135 249 297 332 327
0 02 24 11 127 36 39 8.3 164 416
100 100 100 100 100 100 100 100 100 99.9
994 98 977 838 674 953 822 659 521 395
06 19 23 162 318 31 178 261 286 39
0 0 0 0 08 1.6 0 79 193 266
100 %99 100 100 100 100 100 999 100 100
96.1 936 876 892 649 804 688 614 496 226
39 63 101 95 212 158 264 303 M5 3258
0 01 23 12 14 382 48 83 159 449
100 100 100 999 100 160 100 100 100 100
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Rural Ares Urban Ares
1 2 3 4 5 1 2 3 4 3
Distance from school (in minutes)
National primary 25 2 19 22 19 16 16 15 15 19
secondary ¥ M 31 37 M 2w 29 25 23 26
superiar 04 04 DA DA ma 45 3 3 33 %N
Students Missing Classes during past month (% of children in quintile, by ares)
National primary 364 123 N8 N2 402 381 322 329 299 3
secondary 458 358 298 207 511 30.1 303 302 372 313
Worklog Students
National primary 359 416 4438 337 42 146 %3 219 147 153
secondary 751 367 56.7 548 656 24 285 274 6.7 2446
Reasons why children not curolled In secondary achool
National cosis 47 2726 247 3.1 259 252 342 M6 169 5
wuork 233 39% 207 389 143 348 312 429 466 3542
other 32 3235 546 31 598 40 326 225 365 407
100 100 100 100 100 100 100 100 100 100
Gender of Houschold Head
National women 1.1 8% &1 108 102 172 17.2 14 164 183
male 889 911 919 892 898 £28 w28 8 836 317
100 100 100 100 100 100 100 100 100 100
Migration Flows (% of pcpulation lving in differeat area 19 years ago)
Costa came from urban 53 54 41 78 121 113 88 124 87 96
came from rural 79 87 17 57 38 87 79 21 352 11
TOTAL inmigration mate 132 141 68 135 159 205 167 145 139 107
Sierra came from urban 84 72 136 M4 216 195 89 182 92 145
came from rural 89 25 27 11 38 87T 7% 21 52 11
TOTAL inmigration rate 1723 97 163 161 254 282 168 203 144 156
Oriente came from urban 64 145 264 153 3038 246 12 144 257 32
came from rural 83 116 53 245 81 326 228 14 132 R4
TOTAL inmigration rate 152 261 31.7 398 389 572 348 284 339 W6
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health insurance (percent)
National IESS — general
IESS - campensino
private

none

other

Type of Last Attendance

Costa family
pharmacist
nurse/doctor
other

Sierma family

nurse/doctor
other

Orieate family
pharmacist
nures/doctor
other

Location of Last Attendance

Costa public hospital
public center*®
private clinic or doctor
house and other

Sierra public hospital
public center
private clinic or doctor
house and other

Rural Area Urban Area

1 2 3 4 3 i 2 3 4 3
12 21 29 54 93 61 82 115 166 267
192 128 216 133 138 04 04 04 03 08
0 0 01 03 17 03 05 03 13 54
792 846 753 305 7.1 929 9.3 869 8.5 629
04 05 01 05 11 03 06 09 13 42
160 100 100 100 100 100 100 100 100 100
46 15 63 46 4.7 28 13 21 17 1
359 47 28 283 102 272 217 19 17.5 131
586 3522 608 66.5 806 69.1 753 788 803 848
08 16 49 06 45 0% 17 01 05 11
100 100 100 100 100 100 100 100 100 100
156 74 B4 9 33 67 16 4 33 21
1.7 169 161 149 44 11.1 167 128 69 27
80 796 732 737 92 819 7.7 81 832 946
27 21 23 24 03 0.3 3 22 16 06
100 100 100 100 100 100 100 100 100 100
04 0 42 14 22 0 46 0 0 0
171 111 154 69 179 187 186 . 109 68 89
70.5 883 803 913 797 725 719 889 9509 895
12 06 01 04 0.1 na 3% 02 23 16
100 100 100 100 100 na 100 160 100 100
5 53 i3 02 97 11.1 193 125 17 109
249 86 263 168 14 291 251 241 134 112
265 368 377 505 645 212 299 306 45 549
436 493 342 N5 M4 386 257 238 246 23
100 100 100 100 100 100 100 100 100 100
46 9.7 10 121 116 241 129 177 207 124
303 206 23 204 99 258 284 173 161 87
404 456 40.1 42.1 649 282 278 39 426 635
247 241 269 254 136 219 30.9 26 206 154
100 100 1060 100 100 100 100 1060 100 100
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Oriente public hospital
public center
private clinic or doctor
other

Vacination TBC

diarres

polio

measles
Recipients of Child Nutritional Aid
National coverage rate

Distance to Public Health Center

distance (in hours)

Labor Force Participatioa (age 15 to &4)

Costa female
male

Siema female
male

Oriente female
male

National female

male
Working Spouses
National
Reasons for Out of Labor Force
National female houschold/kids
student
other

Rursl Area Urban Area

1 2 3 4 3 1 2 3 4 3
19.2 286 243 253 237 31.8 277 321 304 308
403 25 364 267 148 10.7 161 147 213 143
143 216 19 276 34 303 278 348 337 374
262 248 203 204 275 272 284 184 146 115
100 100 100 100 100 100 100 100 100 100
90.1 935 979 933 972 95 989 951 923 97%
952 899 948 843 94 91.7 962 939 946 9.7
85.1 881 948 819 %4 399 959 933 936 952
739 699 848 819 94 80.1 841 825 T46 712
57 62 711 0% 0 52 55 45 16 06
1.1 095 09 076 0T 041 05 046 052 049
165 151 145 142 207 40.7 39.1 403 424 533
316 38%4 823 939 921 849 B1.7 848 B51 809
385 472 364 492 403 493 434 487 483 56.7
703 885 913 79 721 789 874 83 799 724
219 415 374 544 691 437 432 453 40 566
1 797 M8 809 817 s  m na A ma
259 337 273 353 371 444 403 432 45 55
763 885 867 856 784 82.5 83 842 832 767
229 238 257 234 345 368 362 402 426 523
764 T3 696 682 77 635 631 573 517 46.7
46 143 81 15 205 16.7 196 24 27 8
19 134 223 168 25 198 173 137 153 185
100 100 100 100 100 100 100 100 100 100
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Labor Force Distribution

by functional sector

National female
male

by economic sector

National female
male

by regulation

National female
male

public
modem

informal

public

farm
informal

regulated
unregulated

unregulated

Rursl Ares Urban Area

1 2 3 4 5 1 2 3 4 §
0 81 57 54 168 21 37 68 157 215
6.7 144 159 209 146 213 323 303 262 M4
379 289 23 365 55 5 1% 2 09 02
554 486 555 371 631 716 62 608 569 438
100 100 1001 999 100 100 999 999 997 999
1.1 05 08 57 9 49 62 93 149 177
8.9 16 214 19 255 378 384 403 40 457
T1.7 553 45 473 259 94 85 46 27 13
121 282 326 28 396 477 47 458 422 35
98 100 998 100 100 998 100 100 998 997
779 566 552 568 494 74 635 59 44 32
03 03 01t 0 0 0 0 0 04 02
55 45 117 11.7 159 124 223 154 152 8%
159 383 33 304 37 78.7 705 767 783 852
04 0 0 11 0 1 04 12 1 09
0 03 0 0 0 0.5 03 08 07 17
100 100 100 100 100 100 100 100 100 100
87 698 681 706 5335 155 149 101 g 717
02 01 02 09 0 18 08 02 06 08
39 103 116 52 86 221 205 19 177 131
39 95 118 153 258 403 419 427 576 64.1
42 83 S7 51 27 171 127 189 76 58
08 21 26 29 94 32 91 89 85 86
100 100 100 100 100 100 999 98 100 100
08 29 77T 156 132 91 185 246 289 46
992 971 923 R4 3638 909 815 754 7.1 5
100 100 100 100 100 100 100 100 100 100G
27 45 52 145 149 162 208 253 333 429
973 955 948 B8535 351 838 792 747 66.7 571
100 100 100 100 100 100 100 100 100 100
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Rural Area Urban Ares
1 2 3 4 1 1 2 3 4 5
by unionization
National female unionized ¢ 12 23 24 98 3 1001 86 159 213
non-unionized 100 988 977 916 9.2 96.7 899 914 341 M7
100 100 100 100 100 100 100 100 100 100
male unionized 14 13 17 42 92 84 109 95 143 215
non-unionized 98.6 937 983 958 908 916 B89.1 905 857 785
100 100 100 100 100 100 100 100 100 100
Secondsry Work (percentage of working populstion)
National female 232 313 242 26 368 45 79 81 104 122
male 232 197 316 254 267 85 83 76 152 187
Penslon elegibility under work arrangement (percentage of working population)
National female 03 29 7.2 10 83 89 149 171 239 339
male 18 29 44 115 129 135 183 205 278 375
Different Occupation today than ome year ago (percentage of working popuiation)
National female 203 149 188 1435 166 i2 128 76 75 68
male 319 308 307 245 2.1 204 167 158 103 9.5
Permance of Job Held
National female permanent 795 848 B8R7 %46 9238 746 817 78.7 843 87.7
temporary 205 152 113 54 72 254 183 213 157 123
100 100 100 100 100 100 100 100 100 100
male permanent 904 904 39 957 83 7.2 799 817 851 91
temporary 96 96 11 43 917 288 201 183 149 9
100 100 100 100 100 100 100 100 100 100
indigenous langunge (percent of population)
Costa ¢ ¢ 02 0 0 08 0 0 0 05
Sictra 234 48 52 63 14 51 42 17 08 03
Oriente 884 597 616 451 546 192 241 37 45 5
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Poverty and Inequality Developments
in Urban Ecuador, 1989 to 1993

1. Introduction

A very lively Ecuadoran debate about living conditions suggests that poverty has increased
over the past years but few studies have tested the allegation. The extent, distribution and
development of poverty are the focus of numerous articles in newspapers and journals, as well as in
private and govemnment publications. A number of variables are used to support an alleged increase
in poverty, especially in the urban areas: slow macroeconomic growth, a shift of employment
towards the urban informal sector, and the decrease of wage income (mostly generated in urban
areas) as a percentage in overall GDP. But little or no attempts have been made to rigorously test
whether poverty increased or decreased in urban Ecuador. This Working Paper tries to fill this gap
as we examine developments of income distribution and poverty in urban Ecuador between 1989 and
1993,

The measurement of poverty developments is controversial by nature which largely depends
on the very definition of poverty in the first place. As outlined in Working Paper 1, researchers and
analysts generally rely on income or expenditure to determine whether a household can afford to
buy a minimum basket of goods.' A poverty line is chosen and several poverty measures are
calculated. However, the choice of the poverty line itself is highly arbitrary as a certain calorie
requirement and its composition is determined, often adjusted for age and sex. And when
comparing poverty across time, the choice of the poverty line can be of crucial importance - the
number of poor people might increase for one poverty line but not for a marginally different one.

How can we measure poverty developments without being vulnerable to arguments that our
selected poverty line is wrong? This Working Paper demonstrates poverty developments in Ecuador
using stochastic dominance tests which examine poverty developments for all possible poverty lines.

The tests allow us to compare different poverty indicators in urban Ecuador in 1989, 1991 and
1993,

! Another widely applied measure of poverty in Ecuador is the Basic Needs Indicator. A number of basic
services (such as potable water or electricity access) and social indicators (such as level of education) are used
and weighted so that an individual is assigned a number of total points describing her or his supply with basic
peeds. ‘This weighting is generally conducted in an arbitrary fashion. Individuals below a “cut-off line> are
then considered as poor.
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Two key messages emerge from these tests:

. the income distribution in urban Ecuador worsened from 1989 to 1993 both at the national
as well as at the regional level;

. the severity of poverty - but not necessarily the percentage of the urban population living in
poverty — also increased unequivocally between 1989 and 1993, Again, this result holds for
the national urban area as well as for both the urban Costa and the urban Sierra.

This paper is structured as follows. In Section 2, we describe the data source. We point out
strength and limitations of the survey and shortly discuss how we have gone about defining
important variables. Section 3 then examines income inequality developments in urban Ecuador,
both at the national and regional level. We study whether poverty has decreased or increased in
Section 4 and conclude this Working Paper with a short summery of the obtained results. The
Annex to this Working Paper also deals with urban poverty but with a different subject. Using the
1994 Living Standard Measurement Study, the Annex reports on probit estimations of the liklihood
of an urban household to be poor.

2. Data Sources and Manipulation

The only available household survey which allows us to analyze inequality and poverty in
urban Ecuador over time is the Employment Household Survey by the Instituto Nacional de Empleo
(INEM). It is conducted on an annual basis, quite contrary to the Living Standard Measurement
Surveg,usedinmelargebodyofﬂﬁsstudy, which the Government conducted for the first time in
1994,

We encountered several difficulties with the Employment Survey, the most severe one being
a very crude definition of income. The employment survey was primarily geared towards measuring
unemployment, underemployment and the sectoral distribution of the labor force. The measurement
of income from employment sources was imprecise. For example, INEM adjusted incomes for extra
benefits (like the teen salaries) by using a fixed multiplication factor across the board. This method
is questionable because (a) not all benefits are actually calculated as a proportion to the base salary
but are lump sum payments independent of the level of the monthly base salary, and (b) income
earners in the informal sector (e.g. domestic employees) are not assured such an augmentation.
Further, the Catholic University of Guayaquil examined the accuracy of the income survey and
found that around 15% of reported household incomes were significantly false. These problems

2 We cannot compare poverty rates or other results obtained from the Living Standard Measurement Survey with
the INEM Housshold Employment Surveys. As Soolt (1994) shows, using different types of household
surveys o compare welfare measures is almost impossible as the way in which date is obtained and variables
are defined is almoet never identical. The employment survey by INEM primarily aims to define wage income
while the LSMS is mauch broader in scope.
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added to our initial hesitation to derive judgments about poverty developments using a pre-defined
poverty line.

While we were skeptical of the absolute income figures reported in the survey, we still felt
comfortable to make judgments about the developments of urban income distribution and urban
poverty over time. 'We hence made the assumption that problems with the surveys (such as the
correct definition of income or measurement errors) would impact on the absolute income figures
within one survey but not on relasive ones when comparing the different surveys. In other words,
we assumed that the distribution of income is independent of the measurement errors.

Income definitions. Based on the Employment Surveys, we used per capita household
income to measure welfare.’ It is created by dividing the aggregate of all household income equally
among all household members. Thus, our understanding of poverty developments began with an
understanding of the components of income within each of the surveys. We tried to harmonize
income definitions as much as possible between the different surveys.* INEM had changed the
survey design and employment income specification in particular, which affected the measurement
of income and required adjustments from year to year. Using our understanding of the Ecuadoran
labor market we harmonized these income definitions as much as possible between the different
surveys, to create an income definition which is consistent throughout the years and yet best reflect
actual incomes within the years. Thus we adjusted the wages of public employees and private sector
workers for extra-benefits by a factor of 20% in 1989 and 35% in both 1990 and 1991°.

Price adjustments, We made incomes in different years comparable by adjusting for
intertemporal and inter-regional price variation. Following Aguinaga (1994), we first chose the
national food consumption basket of the second quintile population from the 1991 INEC expenditure
survey and valued this consumption basket at Sierra and Costa prices for consecutive years from
1989 to 1993. Then we deflated the income in each region by the regional price of the food basket
relative to the national price for the difierent years using the 1993 prices as the base year.® This gave
us coherent, regionally adjusted real incomes in 1993 prices. Table 1 presents the resulting average
household income per capita, weighted by the factor expansion factors given in the surveys.

? When using household income per capita, the analyst makes two strong sssumptions: first, that income is
equally distributed/required among all housshold mesnbers and second, that no economiee of acale in
consumption exist, I these asmunptions are wrong, the resulting poverty analysis will include a bias.

¢ We excluded those households for which one member had a missing observation for one of the income data
entries while it was obvious that this household member had an income.

3 We adjusted both formal and informal sector incoms from wage earners in all years. INEM had switched in
1990 to adjusting every wage income for benefits while INEC had only adjusted the formal sector wage income
in 1989. We did not have to adjust the 1992 and 1993 surveys as this had already been processed by INEM.

¢ We applied the Costa prices to the Oriente region given the lack of price information in that region.
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Table 1: Average Household Income in Urban Ecuador, 1989 -1993

(1993 prices)
1989 113,103
1990 103,678
1991 117,389
1992 93,852
1993 119,278

Source: INEM, Encuesta Permanente de Hogares, 1989-1993

Degree of Undeneporting. One of the greatest problems of comparing surveys across time
is the varying degree of underreporting. As observed in Table 1, average real income as recorded by
the household surveys, fluctuates tremendously between the different years which is at least partially
due to the differing degrees of underreporting income because aggregate income (GDP) of the
economy does not show such large variations. As we are not interesied in presenting absolute
poverty figures but rather in looking at poverty changes over time, we are much more concerned
with the warying degree of underreporting than with the fact that underreporting itself occurred.”

We assessed the similarity of the different datasets by comparing mean average per capita
income in each urban employment survey to GDP per capita. Results are presented in Table 2:

Table 2: Ratio of mean household income to GDP per capita (percent)

1989 88.7
1990 78.0
1991 85.4
1992 67.3
1993 81.6

Source: INEM, Encuesta Permanente de Hogares, 1989-1993

7 Even if we wantad to adjust for the degree of underreporting in the surveys, this would be very complicated,
In general, adjustments for underreporting in household surveys are made by using overall Gross National
Product as a reference mark so that GNP per capita is equal to the average household income reported in the
survey. However, since we only have urban household survey data we would only need urban GNP which is
not available.
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Based on these results we decided to look at changes in poverty indicators only for the years
1989, 1991 and 1993 as the ratios were rather similar, If the degree of underreporting is the same
in different years, the observed moderate decline of our indicator between the three years is due to
an increasing share of national GDP being generated in the agricultural sector — something which is
supported by national income data as the fastest growing sector over the past years was the
agricultural sector in the Costa.

3. Inequality Developments

Income distributions in both the Costa and the Sierra unequivocally worsened in the period
from 1989 to 1993. Graphs 1 and 2 show the familiar Lorenz curves, which plot population share
by the accumulated household per capita income. As can be seen, income distribution both in the
Ecuadoran Sierra and Costa worsened continuocusly so that the poor segments of society captured
less of national income while the rich increased their share. In 1993, the richest 10% of the Sierma
population held 42% of total Sierra incomes while the poorest 50% only hold 18%. In the Costa,
the richest 10% gained 40% of total Costa income and the poorest 50% captured 18%. Nationally,
ﬂwpmpommofmwmemmngmmhdﬂwmmmmwlydwmdﬁom
1989 t 1993 — all at the expense of an increasing income share in the highest decile.®

Graph 1: Income Distribution
Urban Sierrs
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’ In the Sierra, the top decile share in 1993 had incressed by 23% over its 1989 share of 30% while the lowest
quintile income share of 5.2% fell by 36%. The income ghare of the lowest quintile in the Costs was not as
severely reduced and the greater increase, 28%, in the uppermost decile share came at the expense of those
close to the top. Comparing the proportions of income in 1989 to the respective proportions of income in
1993, we found that for all points up to the 70th percentile the reduction wes greater in the Sierra than in the
Costa,
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Graph 2: Income Distribution
Urban Costa
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4. Poverty Developments

= : i : gy. We used two similar tests o examine the
developmmtofpovutyoverume. T‘hesel&ets,rdmedwasstochasucdommanoemts,hmme
advantage that they can asses the development of poverty for various poverty measures without
committing to a specific poverty line (Atkinson 1989). This is acoomplished by testng, or more
specifically plotting, the development of poverty over classes of poverty measures. This allows us to
determine whether standard poverty measures such the headcount index, the poverty gap or severity
measures have increased or decreased over all income levels. The two tests, which we also apply
the Living Standard Measurement Survey in Working Papers 1 and 4, are shortly described below:

First Order Dominance Test. First order statistical dominance inwolves comparing the
cumulative income distribution functions for each of the survey years. One distribution dominates
another if the income distribution functions for that year lies above that of another year at all levels
of income. If, however, the distributions do not exhibit a clear dominance relationship and the
functions cross, it is possible t0 derive a partial ordering over a range of incomes. If we find that
first order dominance holds between two different years, this implies that the whole range of poverty
measures in one year is higher than in the other, i.e. the headcount index, the poverty gap and any
measure of the severity of poverty.

Second Order Dominance Test. The second methodology we used is a natural development

from the first. This test of second order dominance can determine whether poverty has improved/
worsened over time for all poverty measures apart from-the headcount index. For example, we can
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determine if the amount of money we would have had to give to all poor people to raise their
income to the poverty line (the poverty gap) increased over time. Second order dominance testing
involves the analysis of ‘deficit’ curves or the integral of the cumulative income distribution
functions.

- - i ; : . Using tests of statistical
domnmce,mﬁnd&athesevmtyofpmertymmseﬂm&em&onﬂuﬁmamsmdmeurban
Sierra and urban Costa separately. To demonstrate the interpretation of the curves, we plot the first
and second order dominance tests for the urban areas in Graphs 3 and 4.

Graph 3 presents the cumulative distribution functions for our chosen survey years. Had
distribution for one year been consistently above/below that of another year we could state not only
that the proportion of the urban population in poverty (headcount index) increased or decreased
between years, regardless of the poverty line chosen, but also that the depth (poverty gap) and
severity of poverty had a similar relationship (compare Working Paper 1). However, we can observe
that the two distribution functions cross at various points so that we can reach no conclusions
regarding the evolution of poverty at the national urban level.

Graph 3: First Order Dominance:
National Distribution Functions for Income
1989, 1991, 1993
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Since we cannot make a clear statement whether poverty increased or decreased using the
test of first order statistical dominance, we proceed to conduct the test for second order dominance
and we obtain a different result. Graph 4 plots the deficit curves for the national urban area (which
are the integrals of the cumulative income distribution functions). As can be observed, the 1993
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curve clearly dominates the 1991 curve and the latter the 1989 one. Therefore, we can
unequivocally state that the depth and severity of poverty has increased from 1989 to 1991 and,
although to a lesser extent, from 1991 to 1993.

Graph 4: National Deficit Curves for Income
1989, 1991, 1993
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Dominance tests for the two sub-regions separately show the exact same result: the severity
of urban poverty has increased from 1989 to 1991 and from 1991 to 1993 in the urban Costa and
urban Sierra.

5. Conclusion

Modest economic growth in the period between 1989 and 1993 (0.5% in per capita terms)
did not benefit the weak segments of the Ecuadoran society. In accordance with GNP growth rates,
we found that real per capita income of the urban population increased slightly between 1989, 1991
and 1993. However, the income distribution worsened significantly with the lower deciles of the
society capturing less and less of total disposable income.

This Working Paper showed that the depth and severity of poverty and income distribution in
urban areas worsened from 1989 to 1993. We used income surveys which are comparable in their
degree of underreporting and derived real per household income by adjusting employment income
between the different years. We employed tests of statistical dominance to measure poverty
~ developments over time. While we were not able to say anything about poverty developments over
time using the headcount index for different poverty lines, we found that poverty unequivocally
increased judged by its depth and severity. This holds for the national urban as well as for the
. regional areas,
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Thble A.1.
Annex: Probit Estimations of Urban Probit Estimates for Urban Poverty in
Poverty Ecuador, 1994
In order to complement our discussion of ] )
the correlates of poverty which we started in |Yarable National Urban Ecuador
Working Paper 1, Table 1 presents the results of
performing a PROBIT estimation for the Interoct Eg:g)
liklihood of an urban household to be poor in
Ecuador. We perform the estimation with the |Number of People in 0.18
Living Standard Measurement Study of 1994. Household (0.0001)
We include two broad variables in the |gemoor o FUoie 059
estimation; first, infrastructure variables such as
electricity or water connection, telephone or |House or Apartment 0.34
sewerage. As pointed out various times in this |[Rented (0.0001)
Poverty Report, causality between basic services . .
and poverty can, and probably does, run both ¢ '(2:3301)
ways: a wealthier household is better able to
afford a water connection or move 0 an arca |Household Head Having 0.44
which is better serviced. But these services can, |More than Primary Education (0.0001)
on the other hand, also be important for the poor Electricity C .
to grow out of poverty as they increase the ey Eg:';;)
possibility of the poor household to use its land
and housing as an asset to earn additional |Telephone Connection 0.70
incomes. Further, as clean water is necessary for (0.001)
good health, a family without good water access
is more likely to be ill which in turn will impact Male H 1d Head Eg:z)
on their ability to earn a sufficient income to
meet the basic consumption needs of the family. | Housebold Head Working 0.10
Second, another set of variables relates to the |in the Informal Sector 0.09)
household: its size, headship, education level of
. Spouse of Household Head -0.13
the houschold head, spouse working Working (0.04)
arrangements and employment activity.
Asymptotic Probability Values in Pareatheses
The results reported in Table 1 support
many of the characteristics of the poor we |LogLiklihood -1153.86
pointed out in Working Paper 1. Some, but ot | Tetal Obecrvations Py
all basic service variables are significantly linked [ o0 o 556

to poverty which reflects the diverse living

conditions of the urban poor. We find headship not ® be significant but many of the other
household level variables are: the liklihood of an urban household being poor is increased if the
household head has little education, if the household is large, the spouse is not working, and if the
household head works in the informal sector.
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Urban Poverty: How do Households Adjust?

1. Introduction

Against the background of urban poverty increasing between 1989 and 1993, this Working
Paper uses a detailed case study from Guayaquil to highlight how living conditions of poor families
changed and, more importantly, what kind of strategies urban poor households adopted to reduce
vulnerability and prevent increased impoverishment during macroeconomic recession and reform. The
also identifies the constraints that limit the poor’s capacity to respond to opportunities created by
policy change.

The findings from the community of Cisne Dos comes from a four city comparative research
project on “Urban Poverty and Social Policy in the Context of Adjustment” undertaken by the Urban
Development Division of the World Bank (TWURD) between 1991-1994." We specifically selected
Cisne Dos as a case study because it provided characteristics of a poor, but upwardly mobile
community useful to study during a period of macro economic stagnation, adjustment, and reform.
First, it was a consolidated low-income community established in the 1970s by young upwardly
mobile families. These were ‘pioneer settlers” who had moved from inner-city rental accommodation
to the periphery of the city to acquire a 10 by 30 meter plot as de facto home owners. The first
households armived in 1970, with the highest in-migration period between 1975 and 1979,

Second, at that time the residents, far from being societies casualties, were an aspiring
community, struggling through hard work and initiative to improve their standard of living, and,
through better health and education the employment prospects for their children, if not themselves. As
such it was a stable increasingly urban born community with little outward mobility. In 1992, more
than half of the residents had lived there an average of 12 years, suggesting settlement stability. With
less than half of the population rural born, this is essentially an urban rather than a ‘migrant’
community.

! This is a comparative research project using longitudinal data of poor urban community, houschold and
intra-household coping strategies during the past decade, and their implication for urban social policy. It
comprises four sub-city level case stidies in Commonwealth, Metro Manila, (Philippines); Angyalfold,
Budapest (Hungary); and Chawama, Lusaka (Zambia); as well as Cisne Dos, Guayaquil (Ecuador).
Fieldwork was undertaken by local women's NGO/research organizations, working collaboratively with the
research team in Washington D.C. In the case of Guaysquil fieldwork was undertaken by Ceroline Moser,
with Peter Sollis and Alicia Herbert (consultants), together with the interview team of Jocal community
women. Financial support for the project comes from the Netherlands Ministry of Development
Cooperation, UNICEF, SIDA, the UNDP-financed, UNCHS/World Bank Urban Management Program and
the World Bank.
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Third, the community had been incrementally upgraded. On arrival houses were built on
wooden stilts with split bamboo walls, wooden catwalks were roads and households relied on
irregularly delivered water takers and pirated electricity. During the later 1970s and early 1980s the
residents mobilized and petitioned local politicians and govenment to provide road infill, drinking
water and electricity for their community. At the same tme families slowly transformed their
houses into permanent structures with brick walls and cement floors (sce Moser 1981; 1982; 1987;
1992b).

As mentioned above, this Working Paper aims to provide an insight into the type of
adjustments used by poor urban households in times of economic hardship. It also hopes to identify
some of the main obstacles faced by these households which hinder them from successfully
overcoming crisis situations. The Working Paper is structured as follows. Section 2 provides the
reader with a description of poverty and changes in living conditions in the community of Cisne
Dos, including an evaluation where Cisne Dos fits in the more general urban poverty picture.
Section 3 turns to the adjustment strategies of households in Cisne Dos in times of economic
hardship and change. We distinguish four different levels when analyzing these household coping
strategies: the individual, the intra-, inter-, and community level. This paper concludes with a short
analysis of the obstacles poor urban families in Cisne Dos face to overcome poverty.

2. Poverty in Cisne Dos
2.1.  Where Does Cisne Dos Fit in the National Urban Picture?

Although the case study cannot, from a statistical perspective, be ‘representative’ of the
larger urban area because it sampled only a small geographic area, it can nevertheless be indicative
of larger trends. The weight attached to policy recommendations derived from the case study
depends on this comparison. The methodology of the Cisne Dos study is a community panel data
study, providing sample-survey longitudinal trend data that explores changes over a fourteen year
period (1978-92). The first survey of 244 houscholds was undertaken in 1978, the second of 141
households in 1988, and the third in 1992, with 263 households surveyed. The Cisne Dos
settlement must be compared to other urban areas in the Costa and the national level to provide a
context for the analysis of urban poverty in Cisne Dos.

Reported income (and hence absolute poverty figures) is an imperfect variable with which
to compare the Cisne Dos data and other surveys for a number of reasons. First, surveys frequently
apply different concepts to measure household income, relating, for example, to the treatment of in-
kind income, govermnment bonuses not disbursed on a monthly basis, social security contributions,
and transfers. Further, the accuracy of income measurement depends strongly on the thoroughness
with which questions are asked and the role of the respondent in the household. Second, even if
average income or levels of poverty can be compared between surveys, this produces a one-
dimensional view of living conditions. Hence, while poverty rates between Cisne Dos and the
whole urban Costa region might be comparable, the community may differ considerably from the
‘average’ urban picture with respect to water supply, levels of education or other variables.
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Further, no other household survey which would render itself operationable was conducted in the
same year than the Cisne Dos community survey of 1992 which limits the uni-dimensional reliance
on income comparisons.

We choose eight indicators to compare Cisne Dos to the urban Costa and national urban
areas. These variables reflect both household and community characteristics: education and gender
of the houschold head, household size, average number of rooms per household, water source,
hygiene facilities, garbage disposal method, and cooking fuel. Urban Costa and national areas are
defined in terms of the five different income quintiles derived from the 1990 Urban Employment
Survey (INEM).2 The values of the eight variables for Cisne Dos are matched to the respective
values for each income quintile of the urban population, in order to identify in which urban
segment the settlement best fits. Closeness is then defined as the smallest vaniation between the
Cisne Dos values and the larger urban area values per indicator because most indicators themselves
contain different values.” The eight indicators are then aggregated by assigning rank values
according to the sum of variances for each individual indicator.

Evaluating the closeness of similarity between all eight vanables together, Cisne Dos is
closest to the poorest income quintiles of the urban Costa and national urban area. As expected, the
Costa community is closer to the poor segments of the Costa urban area than for the national urban
area. For example, the high incidence of houscholds that rely on private water vendors in Cisne
Dos (44 percent) is symptomatic of the poor’s limited access to public water in the urban Costa
region and their use of private water vendors as suppliers. This contrasts with the considerably
better access to water by the urban Sierra population, where four out of five households in the
lowest quintile are connected to the public net.

But Cisne Dos has some specific characteristics which distinguish it from an ‘average’ poor
urban area. First, educational achievements of household-heads in Cisne Dos are better than in the
lowest quintile. As shown in Table 1 below, the educational pattern fits closest the second income
quintile and is actually closer to the third and fourth quintile than to the first one. Second,
households’ use of gas as a cooking fuel is very high in Cisne Dos, reported at 93 percent. This gas
use corresporkls more 1o the pattern of the upper end of the income spectrum of the urban Costa
and urban national areas -- although at the national urban level over 85 per cent of houscholds in
the lowest quintile use gas. Third, and not truly reflected in the table shown below, hygiene
facilities are in a very bad shape in Cisne Dos. Only 3.8 percent of households in Cisne Dos are
connected to sewerage and have their own flush toilet system while 40 percent of the poorest
quintile in the Costa and 46 percent on the national urban level have this service.

To sum up, characteristics of Cisne Dos fit best the lowest income quintile of larger urban
areas. Nevertheless, in those socio-economic respects where it differs from an ‘average’ lower
income urban community, policy conclusions from the case study should be made carefully.

2 We chose the INEM employment survey over the LSMS (o analyze the fit of Cisne Dos because the
former has & higher number of obsarvations for urban areas.

3 The education variable, for example, contains the share of the population having attended primary
school, secondary school and a higher education institution.
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2.2.  Characteristics of Poverty in Cisne Dos

As we have seen, Cisne Dos is without doubt a poor neighborhood when measured against
the larger urban area. Applying a 1992 poverty line estimate to the survey in 1992, we find that
the most important characteristics of poor households are its structure, the dependency burden and
the levels of education of the household head. The 1992 data shows that in Cisne Dos, the majority
of poor households have the following characteristics:

Table 1: Closeness to Cisne Dos and National Costa, rank results’

Income quintile, urban
First Second Third Fourth Fifth
National comparison
Education of household head 3 1 2 4 5
Gender of household head 1 2 3 4 5
Household size 1 1 3 4 5
Number of rooms 1 2 3 4 5
Water source i 2 3 4 5
Toilet facilities 1 2 4 4 5
Garbage disposal 1 2 3 4 5
Cooking fuel 5 4 3 2 1
Rank result 1 1412 16{3 24 | 4 015 36
Costa comparison
Education of household head 4 1 2 3 5
Gender of household head 1 3 2 4 5
Housshold size 2 1 2 4 5
Number of rooms 1 2 3 4 5
Water source 1 2 3 4 5
Toilet facilities 1 2 3 4 5
Garbage disposal 1 2 3 4 5
Cooking fuel 5 4 3 1 2
Rank result 1 162 17 3 2114 28| 5 27
1 Each entry presents the closeness of fit for each variable between Cisne Dos and the larger urban areas.

The closeness of fit is measured by the minimum variance for each indicator separately, e.g., for the
water source as the percentage of households connected to the public net, buying water from vendors,
obtaining it from wells or other sources.

Source: INEM, Encuesta Permanentes de Hogares, 1950, and Cisne Dos Random Sample Survey.

* We apply a poverty line estimate of 84,243 sucres per capita per month to the income data from the
random sample survey 1o distinguish different households within Cisne Dos,
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They have large families with more
children. Adult members are less likely to
be working, translating into a higher
dependency burden (i.e., the number of
non-working household members to
working household members). The mean
household size of very poor households is
6.1 as against an average of 3.4 for non-
poor households with a dependency ratio of
2.6 as against 2.1 for non-poor households.

In terms of household structure, the highest
incidence of poverty is found among the
following three housechold types; first,
nuclear households with younger male

ho djust?

heads (with a mean age of 38 years, as against an average of 42 years); second,
male headed couple-extended households; and third, extended households with

single female-heads, usually an elderly widow or divorcee.

Heads of poor households are more likely to have lower levels of education than
those of non-poor households. About 90 percent of heads with incomplete primary
education are from poor households while 63 percent of heads with completed

secondary education are non-poor.

Expenditure Patterns and Basic Service
Access.  Overall, households in Cisne Dos

spend almost a quarter of their income on
services such as water, electricity, fuel,
transportation and education — with food, rent,
healthcare and clothing expenditure still to be
accounted for. As Graph 2 shows, poor
households spend nearly a third of their income
on basic services while non-poor households
spend just over a tenth of their income.

Poverty levels are also correlated with
both access and quality of service provisions.
Poor households have significantly lower
access to piped water than npon-poor

Graph 2
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households, imposing constraints in terms of time and cost. Similarly, non-poor households have
more legal connections to electricity, with poor households more likely to pirate it. Analysis of
differential costs in private and public healthcare include both direct costs of consultation itself, as
well as indirect costs including transportation and lost wages in time queuing, making the private
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sector increasingly attractive. There is a direct correlation between poverty level and usage -- very
poor households use public health care providers more heavily than the poor and non-poor.

Within households women are particularly
affected by deficiencies in public services. _ ‘
Inefficient water and energy sources impose AarRae Y verty arouy e
additional constraints on cooking, laundry and  rieses
most other household reproductive tasks. Missing
street lighting affects women’s personal safety
considerably more than men’s, while unsafe
transport limits women’s mobility. Male students
attend evening school significantly more than
female students.

Graph 3
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were strongly linked to poverty levels according

to the 1992 data; families of illiterate household

heads were all poor. In direct contrast, two-thirds of heads with completed secondary education
headed non-poor houscholds. Education expenditures comprise the single largest non-food
expenditure, significantly lower at primary than at secondary or tertiary level. Nearly a third of
overall education expenditure is on books, a quarter on uniforms, and almost 14 per cent on
transportation. Education expenditures are a much heavier burden on very poor households than
poor or non-poor due to their having significantly more dependents (1.03 students/household for the
non-poor compared to 1.86 and 2.42 for the poor and very poor respectively). Poor households
compensate by paying less per student. Table 2 summarizes the above described poverty
characteristics of Cisne Dos.

Table 2: Summary of characteristics of urban poverty characteristics in Cisne Dos at different levels

Household Characteristics of urban poverty

Headship . Headship is not a primary determinant of poverty. The incidence of
poverty is comparable for male-headed households and female-headed
households.

Household type . There is a significant correlation between poverty status and household

structure. Almost half of nuclear households, mostly with young male
heads, as well as nine out of ten couple-extended houscholds, are
¢ither poor or very poor,

Female-headed houssholds are more likely to be extended in structure.
De jure female heads are worse-off than de facto female heads.

Poor households have high dependency ratios.

Dependency ratio . Poor households tend to have lower education levels than mon-poor
households.

Education
Female heads have lower education levels than male heads.
Intra-household . The poorest are the very young, sick, disabled and the clderly
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2.3.  Changes at the micro-level in Cisne Dos

Longitudinal panel data from Cisne Dos, as well as participatory anthropological fieldwork,
provides a detailed picture of the changes affecting individuals, households and the community over
a period of time. As we will see in this section, living conditions of the population in Cisne Dos
improved significantly between 1978 and 1988 but deteriorated somewhat between 1988 and 1992,

Informalization of Employment. Between 1978 and 1992, the share of working men
employed in industry and transport declined from 50 percent to 43 percent. Disaggregation within
these sectors shows a decline in the construction sector, and an increase in transport and laboring
activities. The service and sales sectors continue to be the major employers of women. Domestic
work, mainly private household work, and sales activity consistently employed approximately 70
percent of economically active women over the period 1978 to 1992, In terms of job stability, 1992
data shows men with an average of 7.4 years in their current job, with 4.6 years for women.

“well as oement and block houses by cousolldatmg home owriers.: The Bottom dmpped out of the city center
bmldmg boom by the m:d-l?SOs, and Jusn, despite his age and considerable skill had to become once again
2 dally laborer Lack of resources wlthm CISDB Dos has reduced consrderably the demand for local bwilding

............

cnsh is spent drmking wh:le hls mfe madequately suppo_: fanuky through Jaundry work.

Going hand in hand with this change in employment structure was the most important
change we witness between 1988 and 1992: a reduction in formal sector employment in the urban
area itself, resulting in an informalization of work arrangements. Partly, workers outmigrated to
seck formal sector employment in the newly developing agro-export shrimp industry, with their
families remaining in their urban homes. However, with only 5.5 per cent of workers in this sector
it had a major impact in Cisne Dos. A small increase in female clerical positions as secretaries in
formal sector jobs did also not offset the major trend of an informalization of work (see also
Working Papers 8 and 9). Using the ILO definition for informal sector occupation (i.e., employed
in enterprises with less than 5 employees, excluding all professional occupations), the informal
sector in Cisne Dos in 1992 comprised 54% of the workforce.
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Wage employment trends show the degree of informalization of employment in Cisne Dos
between 1988 and 1992. Between 1988 and 1992 wage employment dropped by 30 percent.
Temporary and casual work, on the other hand increased by 25 percent. Self-employment of
women continued to decline (as in the 1978 to 1988 period) but the rate of decline slowed markedly
due to the low supply of wage work.

The informal sector is especially important for female employment. Almost three quarters
of all working women in Cisne Dos (74 percent) are employed in the informal sector,
predominantly in sales and private household work. This compares to 46 percent of male workers
who are mainly employed in sales, artisanary, and transport activity. The informal sector provides
residual work for women. For the majority trading and domestic service provide the backbone of
their lives, with significant differences between the two. Domestic service, quintessential ‘women’s
work’ in Cisne Dos, is itself a highly complex sector with different income earning capacity
associated with both skill level and mobility. At one end of the spectrum is laundering, a low-paid
piece work job. It is undertaken both locally for neighbors and more lucratively in middle class
households which means that women travel across town for collection and delivery, often leaving
their young children locked up at home. At the other end of the mobility spectrum are domestic
servants who leave home at 6.a.m. and return after 6 p.m. (or only at weekends in the case of

housekeepers).

For men, mobility within the informal sector is the most important requisite for economic
survival. Traditionally, tailors in Cisne Dos have always been men, working as both as artisan
producers locally, as well as out-workers with city center workshops. In 1978, this was a respected
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: wl:uch could ‘iot be rectified by woa‘kmg even longesr ‘houfs -éboth househoiﬂs_m below: the' po eu-_ty Sine.
.. ilian's household;’ however. had survived extreme poverty by diversifying, ' Murgima ‘ran & small home
- based enﬁerpnse set up with family savmg, while Julian's eldest son, who bad’ tramed as @ refngera.tor repair
" luu:uc while undertak.mg n:uhtary service, was now" the | primary income earzier. WIl.hOIJt such & cushion,
h Pancho 'y famnly had fallen into extreme poverty. Despite both his wife and hs ‘working seven days a week
“on piece rite work, with thrée younger teenage and pre-teen children to support, they were in a desperate
"' situation. The house lacked side:and back walls and part of the roof, the children received free meals three
days a week from the Evangelical church feeding program. ‘a3 weil as a assistance with matriculation fees

from the Plan Inte:macmnal Program

if arduous craft in which § percent of men worked, declining to 3.8 percent in 1988 and 1.2 percent
in 1992. This decline was largely due to imports of cheap factory produced garments from
Colombia and more competition from local factory production. At the same time new opportunities
opened up in repair work for electrical items such as refrigerators, radio, TVs and cassette
recorders. Similarly, transport sector mechanical repairs increasingly attract younger men. Not
everyone has fared equally well, as Box 3 shows.

Finally, in the informal sales sector increasingly men and women compete, with men
earning on average twice as much as females -- reflecting different gender constraints and
opportunities. These relate to access to capital, mobility and market saturation. Cisne Dos, as with
many low-income urban areas, has a glut of small home-based female enterprises, competing with
each other selling soft drinks, ice and other items. Forced to work from home because of
reproductive responsibilities, these women earn less than do the more mobile street sellers. Overall,
the data shows that in 1992 the informal sector is mainly involutionary, particularly in the sales
sector, where it absorbs large numbers into highly competitive under-productive enterprises.

Land, Housing and Plot Ownership. Cisne Dos, is a typical squatter settlement, developed
as a result of the unmet housing needs of the urban poor in Guayaquil which resulted from the rapid

urban population growth in the 1970s. Led by the petroleum-boom and inner<city office
development, this population growth reduced affordable tenement rental accommodations.
Invasions of private and municipal swampland on the peripheral areas of the city (suburbios)
absorbed most of the growth of the city: in 1950 they accommodated 12 percent of the population,
which increased to 60 percent by 1975.
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The settlement of Cisne Dos, as in many of the poor areas of Guayaquil involved the
creation of solid land (through infilling), and the oonstruction of squatter housing. As it
consolidated, its characteristics in terms of housing structures, type of tenancy, density of the
population, and access to services evolved. During the 1970s, Cisne Dos was characterized by
higher incidence of “ownership™, low population densities, little access to services, and a housing
stock constituted mainly of small, incrementally built bamboo and timber houses standing on poles
over polluted water, A complex system of interconnected catwalks linked the houses within this
area, as well as with the nearest solid land.

As the settlement evolved over more than a decade, upgraded brick and cement housing
replaced less durable ones, population densities increased, and services were provided (Moser,
1982;1987) (see Annex 1). While some seftlements were the consequence of large-scale, politically
motivated invasions, Cisne Dos was settled primarily through incremental plot squatting and de
Jacto ownership of 10 by 30 meter plots. Most consolidation occurred between 1970-80. By 1992,
although there was still a considerable proportion of the original settlers, new acquisition was
entirely by purchase. The percentage of tenants has remained very low during the entire period.

The average plot size decreased significantly between 1978 and 1988, and remained
unchanged during the 1988-92 period. Plot size changes reflect an unregulated land market which
has allowed households to use their land as a flexible asset. The average number of years that
households have lived in Cisne Dos has steadily increased since 1978. While homeowners tend to
be older, more established and with larger families, tenants tend to be the newcomers, more
educated, with fewer children, and with a larger per capita income.

Without the threat of eviction, home ownership has provided a strong incentive for
households to mobilize economic resources to improve housing, as shown by the significant
improvements in the housing stock since 1978 in terms of both quality and size. The average house
size increased steadily during the 1978-92 period. Lack of stringent building regulations allowed
households to expand units according to resources and needs. Housing density decreased
significantly between the 1978-88 period, reflecting primarily the increase in the size of houses,
which has offset the increase in household size during the same period.

Housing quality deteriorated from 1988-92 as the households had less income to allocate to
upgrading. Toilet facilities had improved significantly since 1978 when almost non existed. Over
the years, latrines and W.C. replaced the traditional ‘holes’ located inside or outside the houses.
However, housing quality still varies greatly with income. Non-poor households are less crowded
than poor households and have better housing in terms of toilet facilities and maintenance. Houses
of poor households are in greater need of repair. In 1992, more than four fifths of households
maintained urgent repairs were needed, three quarters of whom cited lack of sufficient resources as
the reason preventing this from occurring.

Trends in Infrastructure Provision. When the orginal settlers invaded Cisne Dos in the
early 1970s it was a mangrove swamp without land, roads, or any basic services. Provision of
urban services was obtained through intense community mobilization and collective bargaining with
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different actors — local and national level politicians for land titles, infill, water mains and roads;
the private sector for electricity and bus routes; international and local NGOs (such as UNICEF and
Plan Internacional) for community services and schooling. As illustrated in Annex 2 during the
overall 1978-92 period, two very different trends can be identified.

. 1978-88: A steady improvement in access and quality of services, particularly
water mains, electricity, infill, and roads.

. 1988-92: A significant decline in the quality of services, particularly water,
together with an increase in the cost of some services, especially education.

The electricity lines first reached the Cisne Dos area at the same time as the main roads
were infilled in 1976. By 1978, 72 percent of households had illegal connections. Legal household
level electricity connections were obtained in 1979 and by 1988, 95 per cent of houscholds had
access. By 1992 this had reached 100 percent, but of those only 65.8 per cent were legal and 34 per
cent were illegal — a considerable resurgence of pirated electricity by those households that were
disconnected by the electric company for non-payment of their electricity bills.

Access to water improved since 1978, when all the water was provided by a private
transport cooperative of 44 tankers. Piped water was introduced in 1983-84 and by 1988 the
majority of households had access, with only a third of houscholds still dependent on street
vendors. Between 1988 and 1992, the percentage of households with access to piped water
remained unchanged, with a third still relying completely on street vendors, but households had to
compensate for a dramatic reduction in quality of the service. Some households returned to
purchasing drinking water from street vendors in 1992 as this water is often perceived as being
purer in quality. A second type of ‘private’ investment to ameliorate water system deficiencies was
the purchasing of water pumps to cope with discontinuous supply

Access to other services varies considerably in the community. Sewerage services are still
almost non-existent. In 1992, the main cocking fuel used was gas, which is most efficient in terms
of time, both cooking and fetching it, as well as cost. A few households used carbon (charcoal
wood) which was considerably more expensive, while some used kerosene, which was almost as
cheap in 1992 as gas but considerably more risky and time consuming. Garbage collection first
began in 1992 as a result of a crisis in the garbage collection system and cholera outbreak. The
main road from the central business district to Cisne Dos and most of the main streets within the
community were paved during the middle to late 1980s, while most minor streets were still
unpaved in 1992, However, the lack of coordination between the agencies responsible for road
maintenance resulted in a serious and continuous deterioration of roads within the community,
Street lighting on the main roads was installed beginning in 1976, However, lighting in certain
areas was still deficient or absent in 1992,

The number of educational facilities in Cisne Dos have increased dramatically since 1978.
In 1992, a total of 39 preschool, primary, and secondary schools were utilized by the community,
the majority located within its boundaries, but with a number of state primary and private
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secondary schools located outside. These differed in terms of ownership, fees, number of shifs,
average class sizes and availability of services and programs. While many of the community
preschools were introduced through the UNICEF Urban Basic Services program of the late 1970s
and early 1980s, improvements and diversification of both state primary and secondary schools had
been undertaken during the mid and late 1980s, largely with financial assistance from Plan
Internacional.

In 1992, the following educational facilities in Cisne Dos existed: preschool — 5
community, 2 private; primary -- 10 state, 6 private; secondary — 5 state, 6 private. While
preschool and primary schools generally operate with one shift per day, secondary schools have up
to 3 shifts, with multi-grade teaching prevalent especially in the state primary. By 1992, one out of
five students attended a private institution. By 1992, therefore, access to education in Cisne Dos
was not a problem. However, children often did not receive a good education. With class sizes
very large and textbooks scarce, drop-out and repetition rates were very high.

The increase in private health facilities over the past years has been dramatic. Three out of
the four public sector facilities servicing the area had been established before 1980 — the Hospital
de Guayaquil, the Mariana de Jesus Maternity Hospital and the Atahualpa Policlinic — while the
forth, the SAFIC primary health care center, established in 1989, was a targeted initiative of the
Borja govemment, responding to public sector health cut-backs during the 1980s. During the same
1978-92 period the growth in private-for-profit services in Cisne Dos accompanied both settlement
consolidation and increased demand. Small pharmacies came first, then doctors and finally dentists.
In 1992, the private health sector in Cisne Dos consisted of six doctors, three dentists, one medical
laboratory, nine pharmacies, and two trained nurses.

Overall, the population of Cisne Dos had access to health care in 1992, Individuals sought
professional health treatment in over 95% of all sickness cases. The private sector provided about
half of these health care interventions with public help being sought more in cases of serious
medical problems. Preference for private sector health care related directly to the perceived
differences in service quality. The long term sustainability of private practices was related not only
to diversification in services offered, such as the combination of multiple specialties, a medical lab,
minor surgery, but also to the availability of credit for their services, short waiting times, and
flexible hours. While public hospitals were free, they were characterized by declining resources and
infrastructure, long waiting times, and limited night access.

Finally, a decline in public safety in the period between 1988 and 1992 reduced physical
mobility. This resulted in a drop in the use of public transport, particularly at night, and increased
use of safer small trucks by workers working late shifts, especially women. Reduced physical
mobility also lowered the attendance rates of night school, again affecting women more than men as
they unwilling to travel on public transport at night.

Summary. Table 3 provides a bref summary of most important factors identified as

increasing household vulnerability in Cisne Dos in the period between 1988 and 1992. These relate
to changes in income and employment, as well as housing and infrastructure, with brief conclusions
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relating to each of these summarized below. As described above, living conditions of the
population in Cisne Dos improved significantly between 1978 and 1988, for example with respect
to income eamning possibilities, housing quality, service access, and the available education and
health infrastructure. However, due to a number of exogenous influences such as the decline in
formal sector wage employment and the deterioration of public services, vulnerability of the
population increased between 1988 and 1992

Table 3;: Summary of changes increasing household vulnerability, Cisne Dos, 1988-1992

Issue Empirical evidence from Cisne Dos
* Decline in  formal | peryeen 1988-1992 permanent wage employment dropped from 44 to 30 percent,
sector  employment | oo panied by an increase in casual work from 7 percent to 25 percent over the

and wage income

same period. 28 percent of respondents maintained housshold income had
decreased from 1991 to 1992; 80% of income came from earned sources in 1992,

+ Decline in plot
ovmership

Between 1978-1992, plot ownership decreased from 88 percent to 75 percent, with
the number of ‘nesters’ — households living on plots owned by relatives --
increasing from 10 to 19 percent

- Decline in quality of

Water ~- In 1988 access to piped water 64 percent, with tanker-bought water

urban services acconnting for 36 percent. In 1992, access remained unchanged but decline in

water quality and running time meant 14 percent of houscholds had to increasingly

* Increase in service rely on water vendors.

prices
Education -- In 1992, private costs of education reached 8 percent of household
income; declining quality meant a quarter of households had children attending
private schools.

Health -- Lacking public coverage provision has resulted in an increased demand
and supply of private medical services. Private doctors treat about half of the
population in case of sickness.

- Decline in personal

fety Subsample data show an escalating level of violence in Cisne Dos. Over a 6-month
Sare

period (Feb-Tuly 1992), 50 percent of regpondents witnessed a bus robbery, cne-
third were victims of street and house theft, and more than half other family
members robbed. 45 percent identified the ‘“‘pantillas” (gangs of young
unemployed males) as a major cause of crime.

+ Increase in community
violence

3. Household Responses: Strategies to Reduce Vulnerability

The urban poor in Cisne Dos are not passive in the face of economic change. Longitudinal
random sample and sub-sample data highlight responses in terms of household income-earning
activities, consumption behavior and satisfaction of basic needs. The following text provides a brief
summary elaboration of strategies at four different levels: the individual, intra-, inter- and
community level. With the classification of strategies according to these different levels somewhat
arbitrary, our emphasis is more to provide the reader with the spectrum of different strategies than
to classify the latter.
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3.1.  Individual Strategies

nere ation. When ‘traditional’ incomes
decline, the most 1mpomnt response of poor fa:mh&s is that women spouses try to increase their
role in income generating activities, either in or outside their homes. In Cisne Dos, female labor
market participation has expanded, with the numbers of working women spouses increasing from
32 percent in 1978 to 46 percent in 1992.% The 1992 data shows that the poorer the household, the
more important is a woman’s earnings for total family income. The 1978-92 data shows that the
number of income eamers per household increased from 1.7 to 2.1. Fewer households depended in
1992 on the income of one eamer alone. Other household members also raise additional income by
assisting in home-based enterprises, especially children. 1992 data show that 12-14 year old boys
and girls spent an average of fifteen hours assisting in household enterprises.

Private Investment in Education. Since educational attainment equips houschold members
to adapt better to changing economic circumstances, a second long-term strategy has been the
investment in education. Between 1978-92 the average level of education of household heads and
spouses increased -- with illiteracy rates declining from 9.0 percent in 1978 to 3.5 percent in 1992.
By 1992, those household heads only with primary level education (or less) decreased from 77
percent to 57.5 percent, with a comparable increase in the share of household heads with secondary
education. Similarly, the gender gap in levels of education narrowed. Between 1978-1992 the
proportion of spouses with incomplete primary education declined by more than one-half, such that
nearly a quarter of heads and spouses had primary level schooling in 1992. In 1992, male and
female educational attainment among the total working population was remarkably similar. Equally
amongst male and female workers, less than a quarter had failed to complete primary education,
while half had progressed beyond primary level.

3.2.  Imra-household Strategies

h in Household The most important strategy at the intra-household level
was to increase informal family support networks through changes in household structure. Although

the percentage of women-headed households rose strongly between 1978 (13 per cent) and 1992
(20 per cent), headship in itself did not constitute a determinant of poverty. In contrast, household
structure emerged as a significant correlate of poverty. The decline in nuclear households -- from
67 percent in 1978 to 62 percent in 1992 -- and associated increase in extended households -- from

5 This data corroborates National Census data which show that the female labor force participation in
Ecuador increased from 23.9 percent in 1982 to 30.6 percent in 1990. Married women show the most a
significant increase, from 20.8 percent in 1982 to 29.5 percent in 1992. Urban female participation ratas
are much higher, with INEC data showing an increase from 34 percent in 1988 to 46 percent in 1993
(INEC, 1993).
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33 pcrccnt to 38 percent -- was a strategy to shield vulnerable family members from falling into
poverty.’

Household vulnerability analysis of the Cisne Dos sub-sample data over a ten year period
reveals that households are highly dynamic and undergo changes generally of a semi-permanent,
rather than short-term nature. The vast majority of households have altered their composition (83
percent) with external reasons slightly more influential than those internal to the household (56
percent and 44 percent). Accessing adequate shelter is the single most important external reason,
while marital conflict is more important than life cycle factors such as birth or death.

Box 4 Reducmg vu!nerabﬂlty' Older women as female heads ol' extmded ) Iuseholds

: In-1983, 42 year-old Maris was abandoned by l:er Imsband, Carlos WhJ]e ha ‘set-up homie ‘with.
mtber womar, Maria was left with their seven children to support:: Despité some' ﬁnnnc_ul help_fio

. Carlos, Maria was forced to work as & ‘washerwoman. However, - these combmed income sources:mre.

barely enough to ensure the basic survival of the famiily. Facéd with such economic ha_u‘déb:p, Maria

" aécepted Carlos® pleas to return home 5 years later. Whle mmn]ly resnstmg because he was a “mujeriego™ " -
_(womanizer), she finally agreed on financial grounds as he had since found a relatively: We!l-pmd job as a--

. van driver. The household was under even greater econottiic pressure, with the birth of ‘a grmdch:ld to -

" Maria's eldest daughter, Gardenia. Although by 1992, they ‘were still living'in poverty with a per cap:ta::_:

- income "of 52,000 sucres, the household was coping better - ‘with' Carlos the main breadwinner again,

" Gaidénia working as a laundry woman, and one of Maria's sons and a recently-moved in son-in-law all

. working. Over a 10 year period, Maria's household changed five times; involving two shifis in headship

. and three extensions,  While Maria's abandonment and the birth of ber grandchildren made the household

more vulnerable, the other shlﬁs were made to moblhze rcsou:ces for household survival.

: :-In 1986 Consuela 8 husband Mano, dled Although ghe :ned to lwe alone with her 4 children for
a few months the economic pressurs soon became too. much -:forll_ her, as she oould not ﬁnd a JOb As a

¢ In 1992, the poorest households were couple-extended houscholds (93 percent), both male and female
headed. Disaggregation within female headed households shows that the 86 percent de jure female headed
comprised the economically poorest group. Although mean household size declined slightly, the
dependency ratic per se was not a determinant of poverty but rather the relationship between the
dependency ratic and eaming capacity of working members. In terms of average eamnings per working
member, nuclear units were better-off than couple-extended households. Despite a slightly higher
dependency ratio, earnings were 20 percent higher for nuclear compared to couple-extended households.
Further, there was a strong correlation between the household head’s educational level and household
structure: While the heads of couple-extended households were more likely to command only a primary
level education, heads of nuclear households tended to have at least some secondary education. Of the
few with tertiary level education the majority were again found among nuclear households.
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In conditions of poverty households act as safety nets. This can mean different things at
different points in time. For individuals facing economic difficulties the family is a ‘shock
absorber’, with restructuring a reactive response. In the short-term this increases vulnerability as
dependents move in to deal with temporary difficulty, such as lack of shelter or employment. Over
time, kin absorption often acts to the long-term advantage of the host household, if additional
members contribute income or childcare. In Cisne Dos, gender, age and asset ownership mediate
coping strategies in different ways, two in particular being of greatest importance: older women
utilizing the extended household to reduce vulnerability and younger female heads avoiding poverty
by ‘hiding’ in extended households..

Older women wtilize the extended household to reduce vulnerability.  While headship in
itself is not necessarily a determinant of poverty, many women avoid heading a household. Older
women, widowed, divorced or separated and left as lone parents often restructure forming extended
households. In 1992, 42 percent of female-headed households were either separated or divorced,
with an average age of 46 years of the woman head. A further 34 percent were widows with a
mean average age of 57 years. They absorb younger extended kin and pool economic contributions
to avoid extreme poverty. Thus female headed households are more likely to be extended than
nuclear -- two-generational families with their own children and respective families, or in wider
extended family arrangements, incorporating relatives such as siblings or nephews and nieces. In
both cases, these additional members contribute economically or with childcare or elderly support.
Such strategies are not full-proof, especially when elderly women are unable to mobilize second

. parent’s. home By dns hme, Maritza' ]ud given-iip ool!ege. yet she- could not find a job. With her mother.
-wdrkmg 18 hours o day _'_ia_n ambulant fru:t seller Ihere was- no-one else: to; look a&cr habel Her father :

g 31,&)06 "sixeiesj'.' Mm
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generation kin support, or when the extension primarily benefits absorbed kin members themselves.
At times, through economic necessity, women may even be forced to take back errant husbands.

Younger female heads avoiding poverty ‘'hidden’ in extended households. When young
couples split up, younger women incorporate themselves within their parent’s or other relatives
homes, as ‘hidden’ female heads. Although largely unrecognized, random sample survey data
shows 50 percent of extended households incorporate lone mothers with their children. Such sub-
units take two forms; first, young women, who have been living independently, return home on the
spouses’ departure; second, women already residing as a conjugal unit with their children within
extended households, separate from partners who leave.

Restructuring is primarily undertaken by younger women for financial reasons. Within
extended households, single women delegate childcare, participate in resource pooling, and are
more likely of finding employment. The need for emotional security also influences their decision.
they receive support to raise their children and they are shielded from the stigma associated with

hlldreﬂml.hm a woman- .
: Pt -continued to.claim

single parenthood. However, hidden headship, undertaken in extreme economic circumstances,
generally mitigates but need not necessarily prevent poverty.
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msmbuuon changes whm households stnve for addmmal income. 1992 random sample data shows
that while men average 47 hours a week in
productive activities, women average 39

hours. However with reproductive and Graph 4
domestic tasks designated as ‘women’s work’, intrahounelP I Time Allocsiion
they also spend an additional average of 16 Clane Dos. W92
hours per week on domestic reproductive so et

activities excluding childcare, as well as 3-5
hours per week on community participation.
Coping strategies that rely on women’s
income - particularly important in poor
households -- therefore put pressure on
women in their triple role of reproductive,

Reproduniive urk

productive and community managing work. peaipiripeie
Not Oﬂly must they balance different tasks, B Agun Pompies 223 aquit mpies BB aoyy EB arne
but there are also severe constraints associated

with the labor intensity of fine use.

e ity Purtieipation

Child labor. Economic pressures and women’s entry into paid work in tumn affects
children. Women forced out to work with only very young children have no altemative than to
lock them up while away. In this case it is young children themselves that carry the burden of
inadequate attention, often suffering additional nutritional problems when not fed by their mothers.
Eldest daughters very rapidly assume responsibility for their siblings. Households with two or
more daughters use the half-day school shift system by sending daughters to different shifis, thus
freeing up women for full-time work. 1992 data shows that two out of three daughters in school are
involved in child care on a daily basis, with some mothers effectively handing over the entire
reproductive role to daughters. Sons are more likely to be involved in child labor. More than two
thirds of working boys age 14 and below manage to continue their schooling, however.

Use of Housing as a Productive Asset. Intra-household strategies to diversify income
include the use of housing as a productive asset. One in three households eamns additional income
from a home-based enterprise, while about 20 percent of households receive other cash income
from remittances, rent or other non-wage sources. It is homeowners, with legal electricity
connections, who are more likely to run enterprises dependent on electricity such as refrigerators
and sewing machines. The main types are retail operations (57 percent), followed by workshops
and small industries (35 percent), and some personal services (8 percent). They are run largely by
women, and ‘cushion’ households against extreme poverty In particularly, they allow housebound
women with children to generate income,



/ Box7: Ba.ancing

Isabel, aged sixteen d'Mana, aged tlurteen. are the two daughters.

In a household of six c]uldren, 0 4n
With their father Moises' income as a carpenter dcclming, in1990 their mother Vera was finally forced to go

back to work as a domestic servant - 1o pay for the costs of three children in secondary school, Vera leaves
.- for work at 6.30 each morning; wlule the daughlers cope with all the domestic work by selecting school shifts
in alteration -- Isabel it thé morning and Maria 'in the éfternoon. Juan, aged fifteen often assists his father in
the afternoons. The daughters complain that their homcwork time suffers as they cook and clean for their
parents and four brothers. It is. not.ideal but the famlly as commltted to gemng the children through high

younger children their mother Teresa cannot get out to work !u 1991 the boys were forced lo leave day
school to assist keeping their younger siblings'in school. They both work as shoe-shine boys in the city’s bus
terminal, togcther providing half the family's incomé: Although t.hey reglstered for 7-9 pm night shift at the
local school, they are oftentoo tiredtogo. =~ - 1 F

Expendi R ion. It is women who control intra-household decision-making
expenditure-minimizing strategies relating to food consumption. A threefold strategy consists of
cutbacks in overall consumption levels (decline in consumption of meat, milk and fish), changes in
dietary habits and types of food consumed, and reductions in the purchase of non-essential goods
with education prioritized over health care needs and housing repairs (80 percent deferring major

house repairs).

Substitution of Private for Public Goods. At the intra-household level, another strategy
concerns the substitution of private for public goods as a response either to declining quality or to

rising costs. Although the majority of households have piped water, low pressure means that water
must be lifted out of a pit outside the house. 40 percent of women, men and children fetch water
daily, averaging 45 minutes on this task, More than a quarter of economically active individuals
either work at home or use non-motorized transport - in both cases saving on transport fares. To
access NGO provided welfare assistance (such as free medicine, children’s cooked lunches),
household improvements (such as septic tanks) and income generating opportunities (such as
training courses), a third of women participate in community level organizations spending 3-5 hours
weekly on this activity, Lack of quality education and healthcare increasingly resulted in
households purchasing both education and healthcare. In 1992, one in five students attended private
schooling, proportionately higher at secondary than primary level. In the health sector, almost as

81



Working Paper 3

many sick people attended private healthcare facilities as those provided by the state — due to the
service provided, credit availability, short waiting time and flexible hours.

Graph 5 Graph 6
Househol Diviaion of Labor by Gender
Chana Dos, 992 Homs-based Entrapreneurs, Landiords, and
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3.3  Inter-Household Strategies

Asset Sharing between Houscholds, In Cisne Dos, land and housing are assets that clearly
reduce vulnerability. Not only does it mean households save on rental expenditure, but younger
households can, through plot densification, also avoid rent or up-start costs of their own land
acquisition. The most important inter-houschold asset sharing strategy is ‘nesting’ — the dramatic
increase in unregistered land sub-divisions and sharing of space between different households.
Indeed plot ownership acts as a magnet for extended relatives. In Cisne Dos, with its informal land
markets and lack of strict building regulations, one in four households now have ‘nesters’ living on
their plot — the phenomenon whereby adult children live independently with their own households
on their parent’s plot. Nesting is significantly more common as a strategy among poor and very-
poor young households (28 percent and 35 percent respectively) than among non-poor ones (14
percent).

For each parent houschold, there is an average of two children’s families nesting with them.
Sometimes they even share the same living space while running their household independently,
cooking and eating separately. More frequently, however, they live in separate space, either
building a second floor onto the existing house or a separate structure at the back of the plot. It is a
multiple purpose strategy, providing access to land for young households without assets of their
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own, while allowing parents and nesters to benefit from time efficiencies in terms of shared
reproductive tasks such as child care and cooking. Finally, it allows children to care for elderly
parents while living independently, thereby reducing the cost of other assistance.

Informal Credit Armngements. When short-term crisis occur, credit can rapidly be raised
not only from the immediate family but also from neighbors, emergency funds from the
international NGO’s crisis fund, and — least likely - concemed employers. In Cisne Dos nearly
half (45 per cent) of households borrowed money in 1992, a third from neighbors, a quarter from
family and the rest from other sources such as work contacts and employers. In addition, more

BOx 8 The inter-generstional hnuslng strategies of the Gonzalez | amily
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formal credit was provided by private doctors, used by nearly half of households. More than one-
third of households borrowed money to pay for urgent house repairs
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: i 5 ing. Informal support networks are
an mcreasmgly 1mporlant coping strategy, pamcularly for women wlthm Cisne Dos. Childcare is
very common, not only within extended households, as described above, but also between
households, with complex informal arrangements between relatives or neighbors. The objective is
to release women to undertake critical income earning activities. Equally critical is the sharing of
space, particularly in nesting households. Overcrowding results in complex arrangements whereby
houses and even rooms are shared between households. Along with sharing of space goes sharing
of cooking, food, and water, all of which involve reciprocal arrangements designed to achieve
efficiency of time use.

. In mxd-1993 the’ nauonal govemmem mlhdre\v us ﬁnancial support from the Red Communitaria
. (Comrﬁty Network) set irp by the previous government, Amongst the programs which were forced to close
_ __-were_commt_lmly ch:]_dca:c centcrs (cach pmviding educauon, numuon and cluld-carc for up to 120 pre-
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not only increase theu‘ mformal bondagm betwwn each other in penods of economic hardship but
they also rely to an increasing extent on formal support networks as we have seen in Cisne Dos. A
number of social programs exist in Cisne Dos today, being offered both from Non-Governmental
Organizations and the municipal, state and federal govemments. Social programs existing in Cisne
Dos today include Plan Intemacional’s Small Scale Loans Project, the Emergency Social Fund, and
a large number of training courses being offered by both the Ecuadoran Training Council and a host
of NGOs. Annex 4 gives an overview of the most important social programs in Cisne Dos.

The importance of formal support networks for poor families becomes visible if we assess
the impact of the sudden closure of the Red Comunitaria. The Red Comunitaria de Desarrollo
Infantile had been introduced by the 1988 national government of Rodrigo Borja. It provided three
hogares communitarias (home-based day-care centers) for 45 pre-school children as well as two
larger Centros de Ciudado Diario (CCDs) with 200 children in their care, and jobs for thirty-eight
local women, Under Red Communitaria, a free feeding program and the SAFIC primary health
program (targeted specifically at pre-school children) achieved a coverage of 90 percent of pre-
school children in Cisne Dos in 1992. The withdrawal of government support for the program in
1993, at one month’s notice, had a particularly adverse affect not only on the children, but also on
household income — about half of mothers which had children in the Red before lost their job — as
well as community morale, as described in detail in Box 9.
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3.5.  Surmmary of Coping Stratgies

Table 4 below summarizes the coping strategies adopted at the individual, intra-household,
inter-household and community level, which shows the innovativeness of the poor to respond to
changing circumstances.

Table 4: Coping strategies at Individual, Household, Inter-household, and Community level, 1992
Level Specific coping strategy

Individusl o Increased female and child lobor foree participation, malnly in the informal secior
-increased numbers of women spouses working, from 32% in 1978 1o 46% in 1992;
-boys and girls (12-14 years) sverage 15 hours 8 week's work in home-based enterprises.
o Increased private bxvestment in education

Intre- o Changed household struciure
houschold - change in houschold type, with decline in suclear and incresse in extended houscholds growing from 33% 10 38 %,
between 1988 and 1992, particularly houscholds beaded by older divorcod or widowed women.
+increase of shielding single mothers in exiended households.
o Changed intra-household tme allocation
‘women's work hours increase with more time devotad to productive labas. Bolh reproductive and community tasks
exist at the same time;
about 50% of children bal hooling and reproductive childcare tasks on » daily basis.
0 Reduced household expenditure and changed composition
* changes in food consumption with modified dictary paterns (decling in consumption of mest, milk and fish) and
reduced quality of food consumed;
- changes in non-food consumption with education priorilized over medical/health care needs, and housing repairs
(30% of houschold deferred major house repairs).
o Diversified income using housing os a productive asset
*one in three households earns sdditional jncome from home-based enterprises. Homeowners, with legal electricity
connections, are more likely to run enterprises dependent on refrigerators and sewing machines.
o Substituted private goods for declining qualily (and increasing cost) of public services
- more than 40% of women, men and children fetch water daily, sveraging 45 minutes; installation of pumgs 1o reduce
water collection time; installation of illegal slectricity connections;
- mors than 30% of women participats in community projects (0 access welfare and income generating activities;
« more thao & quarter of economically sctive individuals sither work at home or use non-motorized transpont;
+ purchase of education, healthcare, and water due to decline in quality.

Inter- o Increased use of asses sharing arrangements between Rouseholds
houschold -one in four households has kin 'nesters’ living on plots, enabling parents 1o live independently with childcare
support, cooking and other reciprocities
o Increased use of inter-household credl arrongements
*42% of houssholds go to private doctors, many use credit arrangements offered
*more than one-third of bouscholds borrowsd money to pay for urgent house repairs;
*45% borrowed cash for food from oeighbors and relatives
o Increased use of informal inter-household support networks
«increase in women's kin and neighbor networks sharing childeare and space. 25% of households with children below
10 years depend on neighbors for child care.

Community | ¢ Increased communily level participation in — and reliance on « formal support networks
- increased community pacticipstion in NGO projects which provids urban services such as school cspairs, Iatrines, pre-
schoal equipment.
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4, Obstacles to Poverty Reduction; The Challenge Ahead

Trend data illustrates the resourcefulness with which households respond to changes both in
their internal and external environment. Table 4 highlights the complexity of coping strategies -- at
the individual, intra-, inter-household, and community level — to reduce their vulnerability and
prevent increased impoverishment. These provide insights into the capacity of households to
respond to opportunities created by policy reform.

At the same time a number of important obstacles exist which constrain the poor from
increasing their income as portrayed in Table 5. The correct identification of such obstacles is
critical if the most appropriate and effective entry-points for poverty reduction strategies are to be
recognized. For example, women in Cisne Dos are critically important secondary-income earners.
However, their ability to earn adequate levels of income is hindered by a host of supply-side
constraints relating to their low levels of skills, lack of physical access to markets, credit and
information and time constraints as a consequence of balancing their reproductive and community
tasks. Women in poor urban households do not only have to balance their triple role, they also try
to juggle their household budgets to feed, educate and provide adequate shelter for their children.

On the demand side, rigidity of the labor market in terms of regulations and market
segmentation (i.e. gender-specificity of jobs) contributes to the urban poor’s problem of eaming an
income to pay for their basic needs. With labor the most important asset of the poor, the access
and quality of urban services has an important role in maximizing retumns to these asset. In Cisne
Dos as in the rest of Ecuador, considerable social improvements occurred during the early 1980s.
Recent trends, however, indicate a deterioration both in access and quality of physical and social
infrastructure, This has obvious implications for the physical quality of labor, decline in
educational achievement (i.e. grade repetition and drop-outs). A final newly observed phenomenon
is the decline in public safety due to increasing levels of crime and violence.

The challenge for the Ecuadorian government relates to the introduction of measures that
remove the obstacles that currently affect poor men, women and children -~ not only in cushioning
them from the short-term economic shocks of adjustment, but also, more importantly from
allowing them to benefit from the long-term effects of macro reform.
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Table 5: Obstacles to poverty reduction in Cisne Dos, 1992

Obstacle to poverty allevistion

Potential Solutions/Inierventions

o genersl level of economic ectivity/demand
for goods and services

o inadequate physical labor

o inadequate specialization and akill-level of
Iabar: people are unskilled or not qualified
for ceruin types of jobs that are available

o inadequate acceas to credit for raw materials
and production inputs

© underutilization of housing ss a productive
assct: non-owner h holds are unable o
use their houses to cam income

o inadequate time for women 1o engage in
productive work resuhing from balancing
domestic and productive roles (sspecially for
those with unmet child care needs)

o unsafe physical environment affect physical

mobility: women cannot go out to work due
1o threat of crime and violence

costs of public education

o decline in quality of education, increase in private

o macro policy solutions.

o provide adequale access 10 health care;

© target food subsidiss to ensure adequaie dieta for most
vialnerable malnocurished groups (children and laciating
mothers).

© provide approprists skill training and retraining
programs at the commuanity level especislly for young
men and women

o develop of NGO credit schemes for specific target
groups in the community {¢.g. women in home-based
snterprises);

0 sasure bouseholds access 10 energy 10 help them sstablish
home-based snterprises.

o facilitate occupants to obisin legal titde for their plot,
support community-based techaical sasistance projects for
upgrading.

o mppont loca] community-based and commanity
~supported child care.

© increase safety in public ransport;
© support community orgsnization-based crime solutions;
o maintaio and repair street lighting;
o enhance capacity of policing;
o provide community facilitiea for youtha,
sspecially boys, o reduce crime.

o prioritize educational rescurces and facilities allocated
to local primary and secondery schools (teachers,
textbooks and classrooms);

o target financial suppost 10 low-income familiea that cannot
afford the private costs of public educaiion (matriculation,
teansport, materials stc.),
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Annex 1

Trends in access ¢o land and housing (Cisne Doy, 1978, 1988, 1992)

Land Acquisition In 1978 the majority of households had acquired land through invasion (52 percent); by
1992 most households had acquired it by purchase (69 percent).

Plot Ownership From 1978-92 Plot ownership decreased from B8 percent to 75 percent, with nesting --
those living on plots owned by relatives ~ increasing from 10 percent to 19 percent. The
rental market has remained small, increasing from 2 percent to 5 percent.

Documentation From 1978-92 households with legal documentation for land increased substantially
(from 9 percent to 56 per cent) but was still far short of universal.

Residential Mobility | The corununity is becoming more stable, with households’ average stay increasing from
J years in 1978 to 12 years in 1992,

Plot Size Plot size decreased from 218 m® to 191 m? during the 1988-92 period.

Housing Size

On average, housing area increased from 38 m® in 1978 to 67 m® in 1992,

Housing Density From 1978-92, housing density decreased from 3.6 persons/room to 3 persons/room

Housing Durability" | The housing stock has become more durable. Units made of permanent materials, which
were non-existent in 1978, accounted for 62 percent of the 1992 housing stock,

Toilet Facilities Pit latrines and WCs, absent in 1978, accounted for 65 percent of 1oilet facilities in

1992,

a Based on a quality index accounting for roof, wall and floor materiats.
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Annex 2

Trends on access to urban services (Cisne Dos, 1978, 1988, 1992)

Lighting Source

Between the 1978-88 access to electricity increased from 0 to 95 percent period.
Between 1988-1992 the number of illegal connections grew to 34 percent

Water Supply

Between 1978-88 access to piped water increased from O percent to 64 percent, with
tanker bought water declining accordingly from 100 percent to 36 percent. In 1992
access remained unchanged, but decline in quality and supply meant 14 per cent of
households supplemented piped water with tank bought water.

Sewerage

In 1992 sewerage services were still almost non-existent, except for a few
unconnected tubes laid prior to the 1992 elections.

Cooking Fuel

Since 1978 charcoal and kerosene have been slowly been replaced by gas cylinders,
used by 92 per cent of households in 1992

Garbage Disposal

In 1992 municipal garbage collection started as a result of a cholera outbreak. Most
households still dump or burn it due to limited and unreliable service.

Roads

The main roads within the community were paved during the 1980s, but by 1992
many had fallen into serious disrepair.

Street lighting

Street lighting on the main streets of Cisne Dos began in 1976. Lack of repairs,
resulting in deficient street lighting by 1992 contributed to personal safety problems.

Educational facilities

Since 1978 both public and private educational facilities have increased;, By 1992,
although access was not a problem, costs accounted for 8 percent of household
income, were a heavier burden for the very poor; quality of education meant almost
half the students in non-poor households attended private schools, particularly at
secondary level.

Health facilities

Since 1978 the private health sector has grown dramatically, with private doctors in
1992 providing as much of healthcare as public facilities, particularly for the non-

poor.

Annex 3

Share of annual individual education expenditures relative (0 overall education expenditures per student by

poverty status {Cisne Dos, 1992)

Expenditure item Non-poor Poor Very poor All

Sucres % Sucres % Sucres % Sucres %
Annual fee 12,078 4.3 12,609 10.9 6,703 8.6 9,387 9.3
Term fee 51,098 16.3 19,642 10.1 10,845 2.0 18,766 9.7
Other fees 33,713 8.5 19,350 8,7 16,019 8.6 19,311 8.6
Uniform 33,032 18.4 23,682 21.5 21,429 29.4 23,611 25.3
Books 43,098 24.3 39,985 32.5 26,650 331 33,231 31.8
Transportation 50,061 20.3 25,299 14.0 20,218 12.2 25,586 13.8
Total 234,620 100.0 143,944 100.0 101,866 100.0 131,726 | 100.0
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Annex 4: Social Programs in Cisne Dos

Given that Cisne Dos is a well-established community most of the existing physical and
social infrastructure has been provided under earlier government programs or through the comires
bariales (community groups), Il’lle Guayas and Defensores del Suburbio, working collaboratively
with international and local NGOs.” However, the high proportion of population still living below
the poverty line in 1992 meant that the area continued to receive a diversity of targeted poverty
alleviation programns.

Of the programs provided, two were of particular prominence because of their unusually
long-term sustainability, First, and as already mentioned above, the Red Comunitaria supplied
home-based day-care centers. Introduced in 1988 by the national government of Rodrigo Borja, the
Red expanded and extended the existing community services originally introduced as a UNICEF
Urban Basic Services program in 1978. Subsequently, it was integrated into the Minsiterio de
Bienestar Social in the early 1980s. Second, an important community program is Plan
Internacional, an internationally funded NGO working in Cisne Dos for some twenty years.
Starting in the 1970s as a traditional welfarist agency, ‘adopting a child’ to make modest cash
payments directly to poorest houscholds, over the years it experimented with different support
strategies and finally evolved into a developmental NGO. From the mid 1980s onwards it worked

_:in Clsne Dos

. 'é.w]uch oﬁen pewades such -
€y 992) ’ R '

directly with the different community committees in the area, negotiating with them to identify their
needs, providing 50 per cent of funding (to promote sustainability), and requiring the community
itself to organize, implement and administer projects. Despite its modest scale, over the decade it
has had a remarkable impact in terms of community priorities such as infill, the upgrading of both
primary and secondary schools, household prorities such as the provision of septic tanks and
latrines, and individual needs such as child and maternal health, small enterprise support and
vocational training. Recognizing the interrelationship between external and life-cycle factors it
continues to provide short term grant aid safety net emergency funds for health crises, school
matriculation and funerals while promoting more sustainable physical and social infrastructure
projects, as described in Box A4.1.

? For a detailed descriptive review of Social Policy and Urban Level Interventions in Ecuador during the

19805 see Garcia and Herbert, 1993,
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Finally, mention must be made of an uncoordinated group of adult education and vocational
courses targeted at unemployed and under-employed men and women. In 1992, of a total of 19
projects, seven were run by government agencies (three by SECAP/Servicio Ecuatoriano de
Capacitacion Professional), one by the Ministerio de Educacion, one by the Ministerio de Bienstar
Social and two by CECIM - a woman’s NGO), with the remainder (12) provided by the NGO
Plan International (see UPA Community Survey, 1992) (see Table A4.1.). Despite this apparent
proliferation of training courses, community members identified a number of problems. Among
courses identified as useful, such as the electricity and literacy courses, people complained that the
short duration (usually only 3 months) was not sufficient to gain any real proficiency. Courses run
specifically for women, such as dressmaking and crafts, were identified as inappropriate since they
rarely resulted in the generation of income,

Table A4.1: Adult education and vocational courses in Cisne Dos, Guayaquil during 1992

Type of educational/vocational program No. | Source of funding

Dressmaking 5 | 4 Plan; 1 SECAP

Beautician 2 | 1 Plan; 1 SECAP

Literacy 1 | 1 Ministerio de Educacion

Electrician 2 | 1 SECAP; 1 Plan

Accounting 1] 1 CECIM

Crafis 4 | 3 Plan; 1 Ministerio de Bienstar Social

Domestic science 2| 1 CECIM, 1 Plan

Other 2| 2 Plan

Total 19 | 12 Plan; 3 SECAP; 1 Ministerio de Educacion; 1
Ministerio de Bienstar Social; 2 CECIM

Source: UPA Commupity Survey Guayaquil, 1992,
Indeed, the community has seen an increased level of activity in NGO projects, with the

increased provision of urban services such as school repairs, latrines, pre-school equipment
obtained through community participation in local and international NGO projects.
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Working Paper 4
Poverty in Rural Ecuador

1. Introduction

There is a rich tradition of poverty analysis in Ecuador. This tradition has been alert to
the numerous dimensions of poverty and has resulted in the acquisition of a reasonable body of
knowledge regarding living standards of Ecuadoreans and their evolution, in terms of not only
incomes but also access to basic services, education levels, nutritional status and health. Yet,
with some notable exceptions, rural Ecuador has not featured highly in this direction of
inquiry. One of the main impediments to broadening the debate about poverty in Ecuador to
include rural areas has been the paucity of reliable data at the household-level.

The purpose of this Working Paper is to provide some further detail to our
understanding of the rural economy and rural poverty. To this end, the analysis will draw on
the recently completed Encuesta Sobre Las Condiciones de Vida, a multi-purpose household
survey modeled closely on the format of the Living Standards Measurement Survey (LSMS)
developed in recent years at the World Bank. While the evidence and analysis presented here
will be mainly descriptive, where the data permits, we will also comment on the causal
underpinnings of rural poverty and will point to possible policy imperatives.

This Working Paper is organized as follows. In the next section we will briefly review
some salient features of the dataset used in the analysis, contrasting the type of information
available from this survey with that which is found in previous surveys. Section 3 examines
rural poverty in the context of poverty in Ecuador as a whole. We examine as well how living
standards are distributed and where rural inequality fits into the national picture. Section 4
revisits some of the broad correlates of poverty described in the poverty profile of this report
and asks what it means to be poor in rural Ecuador. Section 5 follows on from this to look
more closely at agriculture in Ecuador. We ask how the distribution of land is linked to rural
poverty as well as the influence of land distribution on the efficiency of cultivation; whether
the poor differ markedly from the non-poor in terms of cropping patterns; whether cultivation
intensity varies across cultivators of different socio-economic status; whether agricultural
laborers form a class of the rural population particularly at risk of poverty; and what
importance ownership of livestock and domestic animals might have. We tum from
agriculture to the non-agricultural rural economy in Section 6. The question here is whether
the rural poor are participating in the non-farm sector and what importance the off-farm sector
can have as a route out of poverty. In Section 7 we turn to an econometric exercise in which
we simultaneously associate a series of correlates with poverty, measured in several different
ways. The purpose of this effort is to identify those indicators whose association with poverty
remains strong even when other variables are examined concurrently. Section 8 offers some
comments.
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The organization of this Working Paper, notably the choice of issues to be examined,
has been significantly motivated by the analysis contained in Working Paper 5 entitled ‘Rural
Qualitative Assessment’ (RQA). That study reports on a survey of seven villages in rural
Ecuador, using qualitative survey techniques, with the aim of obtaining a perspective of how
the poor themselves view their living conditions. The RQA does not pretend to extend its
findings to rural Ecuador as a whole. The scale of the study, as well as the sampling and
interview techniques which are utilized, impede such broad statements. However, that is not
its purpose either. The Rural Qualitative Assessment is particularly useful as a complement to
the present, more systematic, type of analysis. While one cannot infer from the experience of
a relatively small number of villagers to the country as a whole, one is entitled to ask whether
the circumstances and the processes which have been found in a Qualitative Survey appear to
be significant more broadly. The RQA is useful as a guide in thinking about poverty in rural
Ecuador, raising potentially important questions and providing pointers to possible
explanations.

2. Ecuador's Living Standard Measurement Survey

The analysis of poverty based on the 1994 Ecuador LSMS-style survey uses as central
indicator of well-being a measure of household consumption. This is a major departure from
previous efforts to measure rural poverty in Ecuador, based on household income. The
relative merits of different measures, including consumption and income, in identifying the
poor have been explored in Chaudhuri and Ravatlion (1993) and discussed further in Ravallion
(1994). Essentially it is argued that consumption measures are not as prone to vary with
seasonal variation or year-to-year harvest fluctuations (so that a ‘snap-shot’ survey does
provide a reasonable indication of longer-term living standards), and it is argued that
consumption information is more readily collected - and therefore less likely to suffer from
major omissions. An additional attraction of a survey which includes detailed consumption
information is that it permits the calculation, from the data, of a calorie-based absolute poverty
line. This, in fact, has been undertaken for the present poverty assessment.

The critical importance of reliable and complete data on living standards, when
undertaking an analysis of poverty based on household surveys, cannot be overstated. This
remark can be explained by elaborating on some specific issues which arise with an alternative
household survey available for 1990. Prior to completion of the Ecuador LSMS survey, the
only nationally representative and relatively recent source of information on rural-living
standards was the Encuesta Permanente de Hogares: Estacionalidad del Empleo Rural 1990
(INEM) This survey covers 4000 households interviewed during 1990. The dataset contains
information on incomes, occupations, landholdings and other aspects of rural livelihoods.
While of great use for many purposes, the data suffer from important limitations when applied
to the analysis of poverty. Two major problems arise, the consequence probably of the fact
that the survey was originally designed to measure occupational status and earnings, and not
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necessarily living standards more broadly. First, the dataset collects information on gross
agricultural output of farming families but there is no information on any costs of cultivation
incurred. Using unit values one can express agricultural output in value terms and thereby
obtain a measure of gross agricultural income. However, it is misleading to use gross
agricultural income as a proxy for relative living standards as costs of cultivation may vary
markedly between farmers, Deflating the gross income to net income is impossible since we
do not have farm budgets for different farm sizes or income classes and it is clearly
unacceptable to impose the assumption that inputs are applied uniformly by all farming
houscholds.

The second problem with the INEM data is that the survey failed to collect information
on incomes for a large fraction of the rural population which was neither engaged in
agriculture, nor explicitly participating in the labor market. Incomes for some 1600
individuals in the dataset (out of a total of roughly 6000 reporting some form of gainful
economic activity) were therefore omitted. These individuals were active as own-account
merchants, businessmen, tailors, carpenters, construction workers, fishermen, etc. It is likely
that many of these individuals would be counted as among the poor (to the extent that poverty
is linked to small-scale informal activity), but it is also clear that these types of occupations
may well be those that offer people a route to escape poverty.

The two problems highlighted above could have offsetting implications regarding
measured poverty. Overstating agricultural income would tend to reduce the incidence of
poverty in rural areas, while omitting an important component of household income (for at
least some households) would result in an overstatement of actual poverty. It is not known
what the relative importance of these two types of error might be but it is clear that any
estimate of rural poverty based on a flawed indicator of living standards will remain
unreliable. Note that in urban areas the failure to calculate properly agricultural income would
presumably be fairly innocuous, but failure to capture certain components of income (such as
income from informal sources) could still result in an overstatement of urban poverty.

The methodology adopted in converting information on household purchases of a whole
range of consumption goods into a household aggregate consumption variable is described
elsewhere (Working Paper 1, Annex 1). The consumption figures include not only
consumption of food items, but also the consumption of services from consumer durables and
housing, as well as expenditures on schooling and basic services such as water and electricity.
The poverty line which serves as the basic tool for distinguishing between the poor and non-
poor is calculated on the basis of the same consumption data. They indicate what expenditure
is needed to acquire a minimum caloric intake per person (2237 kcals per capita, a figure taken
from the study by Cabrera et al.,1993") associated with the consumption pattern by those in

! In Working Paper 1, Annex 1, we report on the impact of taking into account the different needs of
adults versus children.
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the second and third quintiles of the expenditure distribution. Recognizing that even those just
able to purchase their minimal nutritional requirements typically devote some portion of their
budget to non-food items, this extreme poverty line is scaled up by the average expenditure on
non-food items of those just able to meet their food requirements (yielding the poverty line).
Separately -- but not used in this Working Paper -- we have computed a vulnerability line
which employs a different concept to determine the non-food expenditure share. Rather than
looking at the population which is just even able to a basic food basket with their rotal
expenditures, it looks at the population whose food expenditures are just enough to by the basic
basket of goods. Obviously, the non-food expenditure share is higher for this latter group.
Further details on the methodology applied in calculating the poverty line are described in
Working Paper 1 (see also Ravallion, 1994, and Ravallion and Bidani 1994). It merits
mention here that the consumption figures used in this Paper, as in the entire Poverty Report,
have been adjusted to take into account cost-of-living variation. The geographic and agro-
climatic heterogeneity of Ecuador results in similar goods being priced quite differently in
different parts of the country. As a result, it is important to adjust household expenditures
spatially so as to achieve comparability of living standards. For our purpose attention is
devoted specifically on the 1374 households (out of a total of 4391) residing in rural areas.

Our discussion will at times be emphasizing the distinction between the ‘poor’ and the
‘non-poor’ , as though this were the best, or only, way of comparing across households or
individuals. In fact however, this practice has really been adopted only for presentational
purposes in the interest of clarity. It has the potential disadvantage of obscuring the important
fact that poverty is not really an either/or condition. There is a whole spectrum of destitution,
with those located just under the poverty line considerably better off than those far below it.
The attention of policy makers should not necessarily be directed solely at numbers of the
‘poor’; in a situation where limited public expenditures are intended to achieve a maximum
poverty impact, such a stance would justify a focus on those located just below the poverty
line, who require the least in transfers in order to become ‘non-poor’. Hence, while it can be
usefu] to emphasize the contrast between the poor and non-poor in order to illustrate a point, it
should be kept in mind that this remains a somewhat crude device.

3. Rural Poverty in the Overall Poverty Picture

The extent of poverty in Ecuador, by region and between urban and rural sectors, is
presented in Table 1. The poverty calculations are obtained on the basis of two welfare lines,
the ‘extreme poverty line’ and the ‘poverty line’ described above. Three different poverty
measures are applied; the poverty incidence (corresponding to a ‘count’ of the poor below the
respective poverty lines), poverty depth (which takes into account the distance from the
poverty line), and poverty severity (which attaches greater weight the greater the distance
below the poverty lin¢). Calculated from the poverty line, the incidence of poverty in Ecuador
is 35 per cent. At this poverty line, the incidence of rural poverty is measured at 47 per cent
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while in urban areas the incidence of poverty is roughly half that, 25 per cent. Comparing
across the three main regions of Ecuador, the incidence of rural poverty is highest in the
Oriente, followed by the Costa and then the Sierra. In all cases, the incidence of rural poverty
is considerably higher than urban poverty. Scrutinizing rural poverty when measures other
than the head-count index are used reveals that the regional rankings are not everywhere
equally pronounced. In fact, when the poverty severity measure is considered, for example,
poverty in the Sierra is found to be more severe than in the Costa - overtuming the ranking
obtained using the poverty incidence measure.

How does our measure of rural poverty compare with previous work? An incidence of
poverty in rural Ecuador of 47 per cent is significantly lower than that which has been
calculated from alternative data sources, usually income-based analyses (Table 2). There are a
number of explanations for this discrepancy. The most important one is that the scaling factor
we have used to derive the poverty line corresponds to that fraction of the budget spent on
non-food items by those who could in principal have their minimum food requirements had
they devoted their entire budget to food. Most other studies conducted in Ecuador employ a
different scaling factor, namely the one we used to derive the vulnerability line. The 67 per
cent poverty we calculate when choosing the vulnerability line as our cut-off point is much
closer to other estimates of rural poverty in Ecuador.

Further, we have already described another possibility for the discrepancy in estimates,
namely that the income data sources used in the other analyses are problematic (as in the
INEM (1990) survey on which the Cabrera et al. estimate is based). These data sources may
omit potentially important income components and thus understate the true standard of living
of at least certain households in rural areas.

There are three observations which follow from the above remarks. First, it is
sometimes useful to step back and ask what the purpose of a poverty profile is. The idea is to
help identify sub-groups of the population which are the mos¢ vulnerable and who face the
greatest hardship. In this context it is much more important to know the living conditions and
causes of poverty of spefically these most vulnerable groups. A poverty figure of 80 per cent -
- basically the whole population -- does not help us to obtain such a picture and is hence
almost meaningless to help design targeted anti-poverty programs.

The second point is that while much of the discussion of poverty seems to center
around specific numbers for the incidence of poverty, this is arguably of secondary
importance. Usually it is much more critical, given the objective of prioritizing interventions
and policies, to be able to make comparisons - across sectors for example, or between regions,

Actual cardinal levels of poverty are not essential when the interest is really in making
COMPArisons across groups.

This raises the third point, namely that where poverty comparisons are made, it is
important to establish how robust these comparisons are. One is interested to know whether,
for example, the rural Costa can be regarded as poorer than the rural Sierra, regardless of what
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poverty measure one might wish to employ, or the precise location of the poverty line. When
a comparison of poverty is found to be robust, it provides a much more compelling case for
prioritizing efforts at the region, or sector, which is found to be more poor. Conversely, when
comparisons are fragile it becomes less attractive to give preference to one ahead of the other.

Advances in the measurement of poverty have in recent years yielded very simple to
apply techniques for comparing poverty while retaining a firm focus on the robustness of the
comparison’. One begins with a straightforward plot of the distribution functions between the
populations being compared. In Figure 1 the distribution function for rural Ecuador is
compared with that for urban Ecuador. From the theory underlying these techniques, it can be
shown that as these two curves do not intersect at any point in the graph, poverty in the
population represented by the curve lying everywhere above the other is greater. This is true
not only for the incidence of poverty but is also true for any other poverty measure in common
use. Moreover, one could draw a vertical line representing a poverty line anywhere along the
horizontal axis and find the conclusion to hold - the conclusion is robust over all possible
poverty lines. Hence, from this figure it can be asserted that rural poverty is upambiguously
greater than urban poverty.

From Figure 1 one can note that the poverty line which we have employed in Table 1
(corresponding to S. 45,500 per person per fortnight) cuts the rural distribution function at the
part where it is particularly steep. This indicates that relatively minor adjustments in the
precise location of the line will have a pronounced impact on the measured incidence of
poverty corresponding to that poverty line. For example, if one applies the vulnerability line
at 60,000 sucres (an increase of about US$0.50 to $2.00 per person per day), the incidence of
poverty in rural areas would rise from 47 percent to 67 percent - much closer to the figures
obtained in previous studies.’

In Figure 2 a similar exercise is performed to compare the rural populations of the
three main regions of Ecuador. Here it can be seen that all of the curves do intersect at some
point. While the rural Costa would appear less poor (based on poverty incidence) than rural
Sierra at the poverty lines employed in Table 1, at a poverty line of around S. 30,000 per
capita per week this conclusion would no longer hold, and at lines below that a re-ranking
occurs. Similarly, at extremely low poverty lines even the rural Oriente would appear less
poor than the rural Sierra. Because of the intersecting distribution functions, at any particular

The literature on poverty measurement using stochastic dominance techniques has been growing rapidly.
Good overviews can be found in Atkinson (1989), Howes (1993) and Ravallion (1994).

3 Note, we have followed the convention here of adjusting expenditures for spatial cost of living variation.
This allows us to compare all expenditures to one poverty line. An altemative, but equivalent, approach
would have been to compare nominal expeaditures against poverty lines which took different values in
differeat parts of the country. The procedure followed in adjusting expenditures was to deflate nominal
expenditures within each sample cluster by the ratio of the cluster specific extreme poverty line to o
population weighted average of all extreme poverty lines.
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poverty line, one can not assert that the ranking which obtains on the basis of the poverty
incidence also obtains with alternative poverty measures. Hence, a ranking of rural regions,
robust over all poverty lines and all possible poverty measures cannot be obtained. This
cautions against strong statements to the effect that one region is worse off than another in
terms of poverty.

If one were prepared to exclude the poverty incidence measure as one upon which one
wanted to base poverty comparisons (and indeed, the poverty incidence measure has been said
by some to have ‘little but its simplicity to recommend it’, Watts, 1968) then it is possible to
employ a further graphical technique to compare poverty. Drawing ‘deficit’ curves for the
different populations - which represent simply the area under the distribution functions at each
consumption level - one then compares curves in an entirely analogous manner as in Figures 1
and 2. In Figure 3 it can be seen that the curves for the Costa and Sierra still intersect at a
certain point, but that the curve for rural Oriente now lies above that for the two other curves
at all points. This indicates that even if one were to eschew the poverty incidence measure and
employ only measures of poverty which were sensitive to levels of consumption below the
poverty line, comparisons between rural Costa and Sierra would remain inconclusive, while
rural Oriente emerges as noticeably poorer than the other two regions.

From the application of these ‘stochastic dominance’ techniques we have found that
comparisons of rural poverty versus urban poverty are highly robust, and point unambiguously
towards more pronounced poverty in rural Ecuador than in urban areas. This finding is of
interest in the broader Latin American context, given the apparently widespread perception that
poverty in Latin America is increasingly becoming an urban problem. This view appears to be
based on the notion that while rural poverty in Latin America may be high, the urban
population in Latin America is growing far more rapidly than the rural population so that the
numbers of urban poor are rising rapidly.® It is clear from the above analysis, however, that
counting the poor is only one way to measure poverty, and if the wedge between rural and
urban areas in Latin America as a whole is comparable to that observed in Ecuador, it is
unlikely that the prevailing view is robust to even a very mild relaxation of the implicit
judgment that distance below the poverty line carries no weight. To the extent that the current
perception is significantly influencing the development of policies and interventions, caution is
warranted.

Before concluding this section we comment briefly on the degree of inequality in
consumption in Ecuador. It has been argued in the Rural Qualitative Assessment that the
notion of a homogeneous rural population, in terms of living standards, is hard to justify. Not
only can villages within the same region differ markedly from one another in terms of average
consumption levels, but within villages there may be considerable variation in the

¢ While this process has also been taking place in Ecuador, it remains that more than 60% of the country'a
poor still live in rural areas (see Table 1).
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circumstances of different households and individuals. This viewpoint receives support from
an examination of summary inequality measures in Table 3. In rural Ecuador as a whole the
gini coefficient of consumption is 0.38. This indicates a fairly high dispersion of consumption
expenditures. It is also quite likely lower than the extent of income inequality in rural areas.

Comparing rural and urban areas, there is noticeably greater inequality in urban areas
than in rural areas. This is true for the country as a whole, and for both Costa and Sierra,
regardless of inequality measure.” However, in the Oriente, rural inequality is consistently
greater than in urban areas. In this region, heterogeneity of living standards is particularly
pronounced in the country-side. Inequality can be compared graphically, in an analogous
manner to poverty comparisons. A common method of comparing inequality is to draw
Lorenz Curves for different populations. This is equivalent to drawing deficit curves (as with

poverty measurement) when the horizontal axis now represents expenditures normalized by
average expenditure (thereby abstracting away from differences in average expenditure
between the populations).® From Figure 4 it can be seen that over the population as a whole,
inequality in urban Ecuador is uniformly higher than in rural areas.

4. The Meaning of Poverty in Rural Areas

What does it mean to have consumption expenditures below the poverty line? Our
acceptance of consumption expenditure as a meaningful indicator of living standards will be
strengthened if we find that on the basis of other indicators, which we intuitively associate
with well-being, similar patterns between the poor and the non-poor are observed as with
consumption (even if we are unable to offer a precise description of how these indicators
improve the quality of life). Additionally, the identification of correlates of poverty (with
poverty defined in terms of consumption expenditure) provides proxies of poverty in situations
when consumption figures might not be available.

For this reason we revisit, in Table 4, some of the salient correlates of poverty
presented in Working Paper 1. We can compare not only how well these variables map across
the poor and non-poor in rural areas, but we can also examine further the degree of divergence
between rural and urban areas in terms of these indicators.

Note that different inequality measures, like different poverty measures, attach different weights to
expenditures located along the income distribution. Poverty measures give zero weight to expenditures
above the poverty line and positive weights to expenditures below the line (varying depending on the
poverty measure). The gini coefficient can be shown to attach greatest weight to expenditures around the
middle of the expenditure distnibution, while Atkinson measures with higher values of ¢ attech increasing
weight to expenditures at the bottom end of the distribution (Atkinson, 1970).

¢ See Atkinson (1970} and also Howes (1954).
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Ownership of consumer durables maps closely with a consumption-based ranking of
households. The poor consistently possess fewer durables than the non-poor. The split
between rural and urban areas is marked. 37 per cent of non-poor rural persons have access to
a refrigerator relative to 70 per cent of the non-poor in urban areas. Similarly, 26 per cent of
the rural non-poor own a color television, while 62 per cent of the urban non-poor do. Black
and white televisions are remarkably widely owned in Ecuador. In urban areas, the poor are
relatively more likely to own such durables than the non-poor (who are much more likely to
own a color television) while in rural areas, it remains that the rural poor are less likely to own
such devices. Car ownership is sharply different between the poor and non-poor, with one in
four of the urban non-poor having access to a vehicle while one in a hundred of the rural poor
do.

In Ecuador, the urban non-poor tend to live in larger houses than the non-poor in rural
areas. On average, the poor in both urban and rural areas live in similarly sized houses.
Congestion within houses is highest among the poor in urban areas. There is a sharp distinction
between the poor in rural and urban areas in terms of housing quality and the materials with
which houses have been built. The poor in rural areas are considerably more likely to be
living in houses with mud or wooden walls, and with dirt floors. Even the non-poor in rural
areas are rather more likely to inhabit such inferior houses than urban households.

Electricity connections are quite widespread in Ecuador, even in rural areas. More
than 60 per cent of the rural poor are connected to an electricity network. Of course, this says
nothing about the delivery of services, notably the reliability of the power supply. Similar
remarks apply to household water connections. Rural households are far less likely to be
connected to a water connection than urban households. Unsurprisingly, formal waste disposal
arrangements are rare in rural areas although the rural non-poor are much more likely to
acquire this service than the poor. Sewage connections are also far more prevalent in urban
areas than rural areas, with even the non-poor in rural areas benefiting less from these services
than the poor in urban areas. It is perhaps worth mentioning in this context that it is not clear
that rural and urban areas should obtain similar levels of services such as sewage and water
connections. In urban areas, greater population densities are such that greater health risks are
imposed in the event that such services are not available, It is also true that the unit-cost of
networked services will be considerably higher in rural areas than in urban one. In deciding
whether the current distribution of services is acceptable it is necessary to ask also what
alternative arrangements exist, i.e. whether the fact that a rural housechold has no access to
piped water means that it has no access to any potable water.

Education levels in rural areas remain remarkably low. 94 per cent of houschold heads
among the rural poor have not advanced beyond primary education. Even among the non-poor
this percentage is over 80 per cent. In urban areas, 75 per cent of poor household heads have
received similarly little education, compared with 42 per cent of the urban non-poor.
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In rural Ecuador those households which receive treatment for illness must travel about
twice as long as urban households prior to treatment. These statistics do not reflect the fact
that in rural areas it is likely that far more illnesses remain untreated. Among poor
households, particularly in rural areas, illnesses which do receive treatment are often treated
by health practitioners who are not qualified doctors or nurses. Treatments are sought from
healers, pharmacists, midwives, and so on.

Nearly one in ten of the rural poor speak an indigenous language, with the vast
majority also speaking Spanish. In urban areas indigenous languages are spoken hardly at all.

Consumption of hard alcohol is considerably more common in rural Ecuador than in
urban areas, with the daily amount consumed per household per day more than three times as
high as in urban areas.” In both rural and urban areas the non-poor tend to consume much
more than the poor, but the rural poor, in turn, consume much more than the urban poor. The
association of alcohol consumption with poverty, particularly in rural areas, has been noted
elsewhere in Latin America. A participatory poverty assessment for Guatemala drew attention
to the problem of alcohol consumption in that country and stressed the destructive social
effects of such practices.

Calories consumed per person per day, unsurprisingly, are higher among the non-poor
than the poor, It is interesting to note that in rural areas calorie consumption is higher than in
urban areas. The rural poor consume on average 1621 kcals per person per day, while the
urban poor consume 1568 kcals. Similarly the rural non-poor consume more calories than the
urban non-poor. This relates, presumably, to the fact that physical activity levels in rural
areas are greater than in urban areas. The higher food intakes among rural households are
reflected also in the fact that the share of total budget devoted to food in rural areas is
considerably higher than in urban areas on average. The food share is particularly high among
the rural poor. However, if food share were taken as a basis for making comparisons of living
standards, it would appear that on average even the non-poor in rural areas are considerably
worse-off than the poor in urban areas.

s. Rural Poverty and Agriculture

Rural poverty is closely linked to the economic opportunities and constraints prevailing
in rural areas. Agriculture remains the most important economic activity in rural Ecuador
employing the greatest number of persons and providing the largest fraction of household
incomes in rural areas. In fact, it is common to encounter the viewpoint that, to all intents and
purposes, agriculture is the rural economy. This perception is not justified in the rural

7 Note, 73 mls per household per day translates roughly into 27 litres of liquor per housshold per year.
Assuming that roughly rwo persons drink within a household and that & standard bottle containe 750 mils,
this corresponds to about 1.5 bottles per drinking person per month.
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Ecuador context; a non-agricultural rural economy does exist and is important in offering
routes out of poverty. Accordingly we will inquire, in Section 6, into the importance of such
non-farm employment to poverty in rural Ecuador. However, the starting point for examining
the determinants of rural poverty is agriculture and we will consider six aspects of this sector,
namely the distribution of land and land tenure arrangements, cropping patterns and marketed
surpluses, farm size and productivity, cultivation intensity, agricultural labor, and ownership
of livestock and domestic animals.

5.1, Land Distribution and Land Tenancy

The distribution of land in Ecuador, as in most of Latin America, has long been a focus
of attention. It has been argued that inequality in the distribution of land is an important
explanation for the persistence of rural poverty. In Ecuador land reforms were originally
introduced in the early 1960s and became institutionalized through the establishment of
IERAC, the government land adjudication office. As there has not been an agricultural census
since 1974 it has been difficult to establish precisely how the distribution of land in Ecuador
has evolved to the present. In Table 5 we present a breakdown of the distribution of land in
the Costa and Sierra regions based on census figures for 1954 and 1974, and derived from the
Ecuador LSMS for 1994. Keeping in mind the very different structure and size of the 1994
survey from that of agricultural censuses, the evidence does suggest that the impact of the land
reform process has been modest.

In the Sierra, between 1954 and 1974, the number of farms in the smallest two
landholding classes declined as a proportion of all farms from 90.4 per cent to 87.9 per cent,
only to rise again to 89.1 per cent by 1994, The farms in the largest two land-holding classes
never represented more than 1.6 per cent during the entire period. In terms of land area,
however, in the Sierra some modest improvement does appear to have occurred. The smallest
farms increased their share of total land area from 16 per cent to 21.4 per cent between 1954
and 1974, and then further increase their share, but only very slightly, to 22.2 per cent in the
subsequent two decades. The biggest reduction in the share of the largest two landholding
classes also occurred between 1954 and 1974, with a decline from 42.7 per cent to 40.5 per
cent between 1974 and 1994. In the Costa, the period from 1954 to 1974 saw a decline in the
number of farms in the smallest two land-holding classes as well as in the largest two land-
holding classes. This process of an increasing proportion of medium sized farms continued on
to 1994. In terms of land area however, the process was less clear cut; between 1974 and 1994
large farms reversed the previous trend by increasing their share of total land area at the
expense of both small and medium sized farms. The over-riding impression obtained from
Table 5 is that the broad distribution of land in 1994 is remarkably similar to that which
prevailed at the time of the previous two censuses, even though the numbers of farms
increased significantly and the total land area also rose.
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Measures of the inequality of land in Ecuador, confirm our impression of a sharply
skewed distribution of land (Table 6). Two measures of land are used here; land operated and
land owned. Land operated allows for the fact that some cultivated holdings include land
leased-in and are net of land leased-out. Measuring the distribution of land over all households
in rural areas, the gini coefficient for land operated in rural Ecuador as a whole is a very high
0.86 (and 0.89 in terms of land owned). This declines to 0.80 for land operated, if non-
cultivating households are excluded, (.82 when landless households are excluded from the land
ownership distribution. The distribution of land is similarly unequal in the Costa and Sierra
but more equal in the Oriente. Average land-holdings (in terms of land cultivated or owned)
are the lowest in the Sierra.

Are the poor among those with the least land in rural areas? This contention underlies
much of the discussion of rural poverty in Ecuador. Table 7 examines the relationship
between poverty and per-capita land holdings in rural Ecuador. Regardless of which measure
of poverty is used, there is a clear relationship between the degree or extent of poverty and the
household’s per capita land holdings. This pattern becomes particularly strong if we use
distribution-sensitive measures of poverty. It is not entirely obvious that this pattern was to be
expected, even though land is clearly a critically important asset in rural areas. This is
because land can vary markedly in terms of quality. In terms of topography and agro-climate,
Ecuador is a highly heterogeneous country. Even within a certain topographical and agro-
climatic zone such as the Sierra, land gqualiry and conditions for cultivation in the valleys is
much better than on steep hill sides and in the Andean paramos.® It is plausible that a small
plot of land in the valley represents considerably greater economic value than a large
landholding on the hillsides or in the paramos. The finding of an inverse relationship between
land holdings and poverty suggests that while land quality does vary, the poor do not make up
for their poor land quality by owning large plots of land.

This serves to remind us that what should really be focused on is access to land
services. These services depend on factors such as soil quality, slope, water availability, and
so on. In Table § we saw that land area in Ecuador has been expanding over time in the
Costa and Sierra. To the extent that such land is of progressively inferior quality, as ever
higher hill-sides are cleared and cultivated, providing access to the poor of such land cannot be
expected to yield sharp improvements in their living standards,

The availability, to households, of land for cultivation is not necessarily restricted only
to those plots of land owned by the houschold. In Table 8 we sce that there appears to be
reasonably widespread land-renting, and that varying contractual arrangements are in use. In
rural Ecuador as a whole, around 6 per cent of landless households are able to lease-in land
and therefore remain engaged in cultivation, and nearly 47 per cent of all rural households

' In fact, it has been argued that agricultural pressure on the hillsides in the Andes increased after the 1964
land reform (Whittaker and Coyler, 1990),
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report some land leased-in. The incidence of renting is not more significant among poor
farming households than among the non-poor.

Contractual arrangements for most land rentals frequently remain unspecified in the
dataset, but we can assert that both share-tenancy and cash rental arrangements are common.
Share-tenancy is more common among poor households while cash-renting occurs relatively
more commonly among the non-poor, but the differences are slight, For both poor and non-
poor households these two contractual arrangements represent nearly 30 per cent of all
contractual arrangements. Across regions, share tenancy appears most common in the Sierra
while cash renting is more common in the Costa. However, among the poor in the Costa
share-cropping also becomes more important than cash renting. Theories of share-cropping
emphasize the advantages to renters of such contracts from the perspective of risk-sharing
across agents, so that the relatively higher incidence of share-tenancy among the poor is not
surprising.

5.2, Cropping Patterns, Marketed Surplus and the Landsize-Productivity Relationship

Cropping patterns in Ecuador vary along with the topography and agro-climate of the
country. Crops which are cultivated in the Costa tend not to be cultivated in the Sierra,
although crops grown in the Costa do reoccur in the Oriente (Table 9). In the Costa, the most
commonly cultivated crops are rice, cocoa, coffee and bananas, The crop which is grown by
most Costa farmers is rice. The average share of total output value coming from rice is 49 per
cent for poor farming households compared with 51 per cent for the non-poor. Cropping
patterns between poor and non-poor farming households in the Costa do not vary by much
although maize cultivation is relatively more common among the non-poor.

In the Sierra, a far greater variety of crops is grown. No single crop approaches the
importance that rice takes on in the Costa. The closest in the Sierra to rice is fruit cultivation,
representing on average 16-17 per cent of farmers’ total value of output. Coffee cultivation in
the Sierra tends to be more important to the non-poor than the poor. This is strongly the case
with tree-tomato (tomate de arbol) and sweet-corn cultivation. In contrast, the poor are
considerably more likely to cultivate barley and alfalfa than the non-poor. Crops which are
important to both poor and non-poor in the Sierra are maize, potato, and beans.

In the Oriente the three most important crops are fruit, cassava, and plantains.
Cassava, fruit, coffee, cacao are relatively more important to the poor, while maize tends to be
cultivated by the non-poor.

The extent to which farmers participate in the market economy varies markedly across
the regions of Ecuador, and is also linked to poverty (Table 10). In the Costa, on average, 70
per cent of output is sold on the market, compared with 39 per cent and 36 per cent in the
Sierra and Oriente, respectively. Within the Costa however, poor farmers tend to retain a
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larger shage of production for home consumption. In the Sierra and Oriente this pattern is also
observed.

3.3.  Farm Size and Productivity

A long-standing question regarding land access and cultivation is whether small farmers
are more efficient cultivators than large farmers. Where there is convincing evidence that this
pattern does hold, an efficiency-based argument for land redistribution can be added to the
equity-based argument discussed above. Redistributing land from large landholdings to small
farms can be expected to result in a increase in output. It is typically difficult to establish the
relative efficiency of small farmers vis-a-vis large farmers for the same reason as was
discussed above in terms of the relationship between poverty and landholding., If small
farmers’ land tends to be of higher quality, then an observed inverse size-productivity
relationship could be mistakenly attributed to differences in efficiency.

In Table 11 the relationship is examined at the level of all cultivators as well as at the
level of rice, fruit and maize, for cultivators who report cultivating only that crop. Among all
cultivators, increasing farm size by 10% will lead to an increase in gross output value of
5.5%. There is evidence of strongly declining yields with increasing farm size. Looking only
at those farmers who derive the bulk of agricultural output from rice (which assuming that land
used for rice cultivation has to be of uniform quality, allows us to control for land quality),
yields appear to decline even more sharply with farm size. Although the sample size becomes
smaller when focusing on maize cultivators, the same patterns occurs. Focusing on fruit
cultivators, there is still evidence of higher yields among smaller farmers, but the relationship
is weaker than with the other crops. Experimenting with alternative groupings of crops (to
increase the number of observations but still trying to control for land quality) does not
provide a different picture. Small farmers universally achieve higher yields than large
farmers.

Why should small farms be more successfully cultivated, in terms of output per
hectare, than large farms? A commonly proposed hypothesis is that small farmers apply labor

One of the observations in the RQA relates to the participation of households in the cash-economy,
namely that larger (not necessarily poorer) farmers are better able to grow the necessary surplus above
home-consumption requirements than smaller farmers. This notion receives moderate support when one
examines the relationship between average marketed surplus and per capita land-holding class, at the
level of Ecuador aa a whole. However, across regions the relationship varies. In the Costa, there is, if
anything, a suggestion that larger farmers sell a smaller fraction of total output on the market. In the
Sierra, in contrast, the smallest farmers tend to retain the bulk of their production at home, while the
largest farmers are almost entirely oriented towards the market. In the Oriente & similar pattern to the
Sierra is observed.
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more intensively than large farmers because they are able to draw on household labor for this
purpose. The plausibility of this argument depends on the extent to which alternative sources
of employment are available to household members. If some household members are not able
to find employment elsewhere, then the opportunity cost of their working on the farm is very
low and labor can be applied to a point where its marginal product is quite low. Another
question arises as to why large farmers do not lease out their land to small farmers if the latter
are able to achieve much higher productivity, Here issues of security of tenure become quite
important. If large farmers fear that by leasing out their land they will loose title to that land
then they will generally be reluctant to engage in such land transactions.

35.4.  Access to Complementary Inputs

Poor farmers in rural Ecuador devote significantly fewer expenditures on seeds,
fertilizers and pesticides than the non-poor (Table 12). These patterns are most sharply
evident in the Costa and Sierra. In the Oriente, average expenditure per houschold on seeds,
fertilizers or pesticides are considerably more modest.

On average, households in rural Ecuador report outstanding debts of nearly 900,000
sucres per household (Table 13). This average is driven up largely by the fact that the non-
poor in the rural Costa report borrowings of more than 2.5 million sucres per houschold. On
average, poor houscholds in rural Ecuador as a whole report borrowings of roughly one fifth
that amount. Of the poor who do report borrowings, the bulk are in the Costa; credit market
transactions in the rural Sierra appear to be particularly infrequent, although it is noteworthy
that the poor tend (o borrow more than the non-poor in this region.

In the Costa, the large debt holdings of the non-poor appear to be a combination of
both larger loans taken out as well as more households borrowing than the poor. This is less
evident in the Sierra and Oriente. Households in the Costa borrow from various sources,
including a significant amount from local money-lenders. In the Sierra and Oriente, the main
sources of lending are formal institutions such as the Banco National de Fomento, but few
households report borrowings from such institutions at all. As suggested in the RQA,
communities in the Sierra are possibly far more close-knit than in the Costa. Arrangements of
mutual assistance are not uncommon. It is likely that the respondents to questions on credit
market transactions do not perceive such reciprocal arrangements as credit transactions,
although they can, of course, be viewed in that way. What does seem clear, however, is that
if such arrangements are wide-spread and represent the most important type of credit
transaction in Sierra communities, they will suffer from the relatively undiversified nature of
the communities’ economies. If a village-wide calamity such as a drought occurs, members of
the community will have difficulties in tumning to each other for assistance as all will have
been affected simultaneously.
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A common response in the RQA to questions of what the poor felt would be helpfu] in
improving their situation was technical assistance. Indeed, from the LSMS in Ecuador, it
appears that very few houscholds report having received any form of technical assistance in the
previous year (Table 14). At the all-Ecuador level as well as in each region in turn, the non-
poor were more likely to have received technical assistance than the poor. These figures do
not provide any indication of quality of assistance received by farmers and it is clear that at
heart it will be access to appropriate, relevant, technical assistance which will have a bearing
on the productivity of agriculture,

Ownership of productive assets in rural Ecuador is fairly thin, with fewer than 20 per
cent of households reporting ownership of any of the assets included in Table 15. There
appears to be a basis for distinguishing between the poor and the non-poor in the rural Costa in
terms of irrigation equipment. The poor in the rural Costa are far more likely to own a water-
pump than the non-poor, but the non-poor are more likely to own other types of irrigation
equipment. This supports the findings in the RQA for the Costa communities, that water
availability is an important concern for farmers.

3.5, Agricultural Labor

Among the poor in rural areas, it is often possible to distinguish between two groups of
persons or houscholds. One group consists of marginal farmers who are engaged in relatively
backward subsistence cultivation. The other group consists of agricultural laborers; persons
who rely on wage labor on the farms of large land holders and plantations. In rural Ecuador,
wage labor is quite widespread. As many as 40 per cent of poor households have at least one
family member who supplements household income with wage labor as his or her principal
economic activity (Table 16). This proportion rises to 55 per cent when one includes
households which have at least one family member devoting some of his or her time on wage
labor. Between regions, however, the relative importance of wage labor varies markedly. In
the Costa, up to 79 per cent of poor households have some involvement in wage labor, while
in the Sierra the corresponding percentage is 40 per cent and in the Oriente it is 39 per cent.
In all regions, agricultural wage labor is more closely associated with the poor than the non-

poor.

Agricultural laboring without also some involvement in home cultivation is uncommon
in the Sierra and Oriente, but less so in the Costa. 28 per cent of poor households in the Costa
have a family member employed in paid agricultural labor while the household does not
cultivate for itself. Such households are often singled out as particularly vulnerable, relative to
farmers, because during period of harvest failure, they are exposed in two ways - facing
reduced employment opportunities in agriculture and at the same time having to purchase their
food at rising prices.
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5.6. Ownership of Livestock and Domestic Animals

In the RQA, ownership of animals is described as a secondary source of income,
alongside cultivation, which is important to the poor. Animal ownership can also provide an
attractive store if alternative savings institutions are not available. From Table 17 it is clear
that ownership of cows is considerably more prevalent among the non-poor in the Costa than
anywhere else in the country. Chicken are also much more frequently owned in the Costa than
in other regions, although there is not much difference between the poor and non-poor in terms
of the average number owned. In the Sierra, ownership of guinea-pigs and rabbits is far more
common than in the other two regions, which accords with the more common practice among
Andean communities of owning these animals. On the whole, however, the salient observation
emerging from Table 17 is that, except for cows and chicken, ownership of animals does not
appear to vary markedly with the poverty status of a household. In addition, and possibly as
an explanation, ownership of animals is not on average very large, with the exception once
again, of chickens and cows particularly in the rural Costa.

6. Rural Non-Farm Employment

The rural non-farm economy is a relatively poorly understood sector in most countries.
This is not surprising given that it is defined, essentially, in a negative way: all economic
activity which occurs in rural areas and which is not agriculture. As a result the sector is
typically highly heterogeneous and it is difficult to obtain anything but partial information on
the significance of off-farm activities. From the perspective of poverty analysis, off-farm
employment can be an indicator of extreme destitution or a sign of upward mobility. For
individuals who are, for one reason or other, excluded from participation in agriculture
(perhaps due to old age, illness, or disability) off-farm activities would represent last-resort
options. Such individuals might, for example, busy themselves collecting scraps around the
village or at the local market for resale elsewhere. At the other end of the spectrum, off-farm
employment can offer the opportunity to escape poverty through acquisition of a high, and
regular, source of income. The relationship between the off-farm sector and agriculture is
quite close. Off-farm activities can contribute to improved agricultural productivity through
the manufacture of agricultural inputs, for example, and at the same time rising agricultural
incomes can stimulate the expansion of off-farm activities - particularly services and
manufacture of basic consumer goods. The off-farm sector in countries such as China and
other East Asian economies has been central in determining the pace and direction of change in
rural living standards - nearly one-third of China's GDP is calculated to come from township
enterprises, employing about 100 million people. In Ecuador, such ‘rural township
enterprises’ also exist, albeit at a more modest scale (see Box).
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Table 18 provides a breakdown of non-farm activities by primary occupation. To the
extent that some people are employed in the off-farm sector on a more casual basis, the Table
understates the extent to which the rural population in Ecuador is involved in the off-farm
sector. Nonetheless, in rural Ecuador as a whole, 31 per cent of the non-poor working
population is primarily occupied in the off-farm sector. The corresponding figure for the poor
is 19 per cent.

Across regions, off-farm activities are particularly important in the Sierra and Oriente,
while in the Costa only 10 - 15 per cent of the working population are employed outside of
agriculture, In the Sierra nearly 40 per cent of the non-poor are employed outside of
agriculture while nearly 30 per cent of the poor are. The percentage of poor involved in off-
farm employment is lower than of the non-poor in all regions of Ecuador, suggesting that
indeed this is an important route out of poverty for those who are able to obtain such
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employment. An important consideration is how much worse off the poor with an outside job
would have been if they had not had such a source of income.

Outside jobs which are regular and permanent are presumably the most attractive to
rural households as such jobs reduce the exposure to fluctuations associated with cultivation.
With the sole exception that a lower incidence of off-farm employment is observed, across
regions, and between the poor and non-poor, the same patterns are observed when we focus on
the percentage of the working population employed in a regular, permanent off-farm job.

Within the Sierra, the most important activities in the non-farm sector for both the poor
and non-poor are sales, manufacturing and textiles, However, both these occupations are
relatively more common among the non-poor than the poor. There appears to be no particular
type of occupation in the Sierra which is more common among poor workers than non-poor
workers.

In the Costa, the most important occupations outside of agriculture are sales (for both
poor and non-poor), transportation (for non-poor) and the ‘other’ category (which includes
predominantly a variety of service occupations). In the Oriente, off-farm employment occurs
in virtually all the categories, with once again sales being the most important. In all cases,
employment is concentrated among the non-poor.

To focus attention only on primary occupations is likely to understate the importance of
the rural non-farm sector. The inter-relationship between the off-farm sector and agriculture is
that such activities often occur precisely during periods of agricultural slack. Moreover, off-
farm employment is known to be attractive for women, who try to supplement household
incomes by secking non-farm earnings on a part-time basis. In Table 19, employment in off-
farm activities is examined for both primary and secondary occupations. In addition,
employment in such activities is broken down between men and women. When this broader
definition of employment in the off-farm sector is taken, it appears that as many as one in two
of the non-poor of working age have some employment in the off-farm sector. For the poor
the corresponding figure is 38 per cent. More strikingly, the percentage of women employed
in this sector (for both the poor and non-poor) is greater than the comparable figure for men.

While sales are the most important non-farm activity for both men and women, the
percentage of women employed in such activities is nearly twice as high as for men. Other
occupations which are important for women relative to men are textiles. Once again, there are
few non-farm occupations in which the poor are more likely to be employed than the non-
poor. Two important exceptions are construction for men and domestic service for women.,

7. Econometric Analysis

The purpose of this section is essentially threefold: first, we want to try to bring
together the disparate strands of the analysis above in assessing their relation to rural poverty;
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second, we want to try to identify those correlates of rural poverty which are independently
associated with poverty; finally, we want to step back from the focus only on the poverty
incidence (implicit in the ‘poor/non-poor’ comparisons we have been making) to examine in
addition, what factors are associated with the depth and severity of poverty. We report on the
results of two types of model estimations. We estimate models for each region in turn, in light
of the finding that the circumstances of poverty can vary markedly between regions (even
though we have shown that efforts to rank regions in terms of the degree or extent of poverty
are not very promising). The specifications reported here are restricted versions of what were
originally much broader possible models (comprising the whole range of variables described in
the preceding sections). As many of the variables are correlated with one another, little in
terms of additional explanatory power was contributed by many of the variables. The
restricted specifications reported here, are therefore those which include those variables which
are independently and significantly associated with poverty (although, as we shall see, the
same specification for a given region does not necessarily indicate the same degree of
significance for a particular variable, across different poverty measures).

We estimate two Tobit models for the poverty gap and squared poverty gap,
respectively, and a Probit model on the probability of being poor. As the poverty gap and
square poverty gap are continuous for those households below the poverty line, it is of interest
to investigate whether certain independent variables are more strongly associated with different
degrees of poverty. Regardless of the model, it is important to stress that the results here
should not be interpreted as implying a causal relationship. It is entirely possible that rather
than causing poverty, poverty might indeed ‘cause’ an ‘exogenous’ variable. The value of this
exercise lies in the observation that where a significant association is found between poverty
and a right hand side variable this relationship holds, controlling for all other variables in the
specification. As such, the explanatory variable can be interpreted as representing an
association with poverty, independent of thc association between poverty and the other
explanatory variables.

In Table 20 we present results from Tobit models on the poverty gap, for the Costa,
Sierra and Oriente in turn. All variables in the models to which one intuitively attributes a
direction of association with poverty confirm this expected direction. In all regions the more
land per capita significantly reduces the depth of poverty. This relationship seems most
pronounced in the Sierra. In the Costa, if a households is engaged mainly in subsistence
agriculture (i.e. selling less than 30 per cent of output on the market) it is significantly more
likely to be very poor. In the Sierra, the relationship between subsistence agriculture and
poverty is not statistically significant beyond 80 per cent confidence, but has a similar sign. In
the Oriente marketed surplus did not appear to have much of a separate influence on poverty.
Certain crops are related to poverty depth in the Costa, Sierra and Oriente. In the Costa,
cocoa cultivators are likely to be poor, while sweet corn cultivators in the Sierra and maize
cultivators in the Oriente are less exposed to poverty, controlling for all other variables. In all
three regions, if the household head is not educated up to secondary school level, the
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household is significantly more likely to be very poor than educated households. Similarly, in
all regions, the larger the proportion of family members employed in a regular off-farm job,
the less likely it is that the household will appear among the very poor. Interestingly, access
to some organized waste removal arrangement reduces the poverty gap, independently
controlling for other variables.

An additional group of variables appears to be important in the Sierra and Oriente.
There, the depth of poverty is clearly linked to whether the household head is an indigenous
language speaker. In addition, in these two regions, if the household consume gas they are
significantly less exposed to poverty. Households with larger homes in the Sierra and Oriente
are also less represented among the very poor.

In the Sierra, whether the household benefits from technical assistance in agriculture,
whether it is connected to the telephone network, or whether it benefits from some organized
sewage arrangement, are additional factors which are helpful in describing the depth of
poverty. In the Oriente and Costa these variables are not appear independently important. In
the Oriente, in turn, access to the electricity network was of additional, independent,
significance.

Tables 21 and 22 repeat the analysis, using the same specifications as above for each
region, but applying the Probit model to the head count and the Tobit model to the severity of
poverty, respectively. The broad conclusions obtained from Table 20 remain. In the case of
the head count measure of poverty, fewer of the right hand side variables are significant, but
the analysis based on poverty severity mirrors that in Table 20 very closely

Before completing this section, we want to briefly note that variables which are not
included in the specification reported in Tables 20-22 are broadly found not to be significant.
Variables such as gender of houschold head, ownership of productive assets and livestock,
access to or use of credit, etc., are not found to correlate with poverty independently from the
measures included in these specification.

8. Concluding Comments

Poverty in rural Ecvador is widespread, intense and rural poverty is more acute than
urban poverty. Regional rankings of poverty are not robust, i.e. conclusions regarding the
relative poverty of one region vis-a-vis the other are sensitive to the precise location of the
poverty line and the poverty measure employed.

However, the rural economy, and hence the determinants of poverty, is quite different
between regions, There is great heterogeneity between Costa and Sierra in terms of how
agriculture is organized, what is grown, etc. Agriculture in the rural Costa is more dynamic,
with more fertilizers and pesticides being applied by Costa farmers and with more farmers
selling output on the market on average than in the Sierra. However, the distribution of land
in the Costa remains highly unequal, and a large numbers of marginal farmers exist.
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Moreover, a large number of households in the Costa have members employed as paid laborers
in agriculture, This greater involvement by the poor in the Costa agriculture means that they
are more exposed to income and consumption risk associated with harvest failures caused by
drought, etc.

Land quality issues are particularly important in the Sierra - the terrain in the Andes
mountains implies great heterogeneity in slope, rainfall, altitude, etc. In addition, cultivating
households in the Sierra are relatively less likely to sell their output on the market. While the
variable capturing subsistence agriculture was not found to be independently significant in the
econometric estimations, it is quite likely that this variable in both the Sierra and Oriente is
correlated with a household speaking an indigenous language. In both these regions,
indigeneity was found to be very strongly linked to greater poverty.

The infrastructure variables we have examined have been limited to household
connections and access, and have not permitted a study of the contribution of infrastructure to
employment and household income. We have also not been able to assess the quality of
infrastructure services which are being provided. Nonetheless, access to infrastructure appears
to be closely associated with poverty in rural Ecuador. The extent to which infrastructure
contributes to improved access to off-farm employment and higher agricultural productivity
merits further investigation.,

Land is closely linked to living standards in rural Ecuador, Households with lower per
capita landholdings are at high risk of poverty and are highly represented among the extreme
poor. We have also determined, based on the LSMS, that land productivity declines with farm
size, This combination suggests that improving access of the poor to land could actually
increase agricultural production and lower poverty. Of course, the political constraints on a
concerted land reform may be quite considerable, and the experience over time with land
redistribution, suggest that these are indeed important in Ecuador. However, the recent
experience in Colombia indicates (see Binswanger, 1995) some grounds for optimism. In a
climate of economic reform, where both price and other supports to large farmers are being
dismantled, the option of pulling out of agriculture altogether by such farmers and voluntarily
selling their land becomes increasingly attractive. These developments may point to an
opportunity to effect change in the distribution of land in Ecuador as well.

The econometric analysis has established a number of factors which are closely linked
to poverty in rural Ecuador. Apart from the above mentioned per capita landholdings, levels
of education, and access to off-farm employment are critically important factors in describing
poverty, whether measured using the head count or using distributionally sensitive measures of
poverty. Separately, in the Sierra and Oriente, indigenous households are at a high risk of
poverty, while in the Costa, subsistence farmers are very exposed. Access to infrastructure
services such as waste disposal, gas, telephones or electricity appear to be important, although
to varying degrees in different parts of the country.
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Finally, the non-farm sector in Ecuador appears to offer an imporiant route out of
poverty in rural areas. It is a particularly relevant sector for women. It is not clear what
specific policy measures should be taken to encourage the expansion of this sector, with the
exception perhaps of supporting rural manufacturing and commerce with appropriate
infrastructure. Perhaps the best perspective on this sector is to focus on removing what
impediments there might be to its expansion. Further research into possible credit and
regulatory constraints will help determine the appropriate steps.
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LE ove Region in dor: ary ur
Final Poverty Line
(Sucres 45,446 per fortnight)
Incidence Number Depth Severity
of Poor
Costa
Urban 0.26 954,566 0.07 0.03
Rural 0.50 982,014 0.15 0.06
Sierra :
Urban 0.22 502,947 0.08 0.04
Rural 0.43 1,095,975 0.14 0.07
Oriente
Urban 0.20 11,172 0.05 0.02
Rural 0.67 198,925 0.30 Q.16
National
Urban 0.25 1,468,685 0.07 . 0.03
Rural .47 2,282,914 0.15 0.07
Total 0.35 3,751,599 0.11 0.05
Food Poverty Line
(30,733 Sucres per fortnight)
Incidence Number Depth Severity
of Poor '
Costa
Urban 0.09 314,406 0.04 0.02
Rural 0.22 431,018 0.11 0.05
Sierra
Urban 0.11 258,840 0.06 0.03
Rural 0.20 504,448 0.11 0.06
Oriente
Urban 0.07 3,885 0.03 0.02
Rural 0.50 148,320 0.27 - Q.16
National
Urban 0.09 577,131 0.05 0.03
Rural 0.22 1,083,786 g.12 0.06
Total 0.15 1,660,917 0.08 0.04
Source: Encuesta Sobre Las Condiciones de Vida (1994),

Note:

[ g% ]

Expenditures across regions and sectors were adjusted with a Laspeyres price index based on the
differential costof a food basker yielding 2237 ckals per person per day (Cabrera, Martinez, and
Morales, 1993, pg 95 and 98). The food basket was based on consumption patterns of the 2nd
and 3rd quintile of the population (in nomina) per capita expenditure terms).

Poverty Incidencs, Depth and Severity are measured with the Foster-Greer-Thorbecke index with
parameters 0,1 and 2 respectively (see Ravallion, 1994}.
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Study Relerence Incidence of Total Number Share of Rural

Year Rural Poverty of poor persons Poor in Total

. in Rural Areas National Poverty
Ecuador
Scott (1987) 1980 - 82 65% 2,900,000 n.a.
de Janvry and
Gilman (1991) 1987 75% 3,750,000 n.a.
Cabrera, Martinez
and Morales (1993) 1990 88% 3,823,000 53%
Guzman (1994) 1993 2% 4,230,000 49%
Encuesta Sobre Las
Condiciones de Vida 1994 47% 2,282,914 61%
(1994) Poverty Line
Encuesta Sobre Las
Condiciones de Vida 1994 67% 3,274,000 59%
{1994) Vulnerability
Line
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Costa .
Urban
Rural
Sierra
Urban
Rural
_ Oriente
Urban
Rural
National
Urban
Rural
TOTAL

Source:
Note:

TABLE uality of Co tion: Surnma easy
Gini Coefficient Atkinson Measure Atkinson Measure
e=1.0 e=2.0
0.38 0.21 0.36
0.35 0.18 0.30
0.46 0.31 0.52
0.40 0.24 0.41
0.40 0.24 0.40
0.43 . 0.27 0.41
0.43 0.26 0.43
0.38 0.22 0.3?
0.43 ' 0.27 0.44

Encuesta Sobre las Condiciones de Vida (1994).

Unit of observation is per capita consumption expenditure,

Expenditures across regions and sectors were adjusted with a Laspeyres price index based on the
differential cost of a food basket yielding 2237 kcals per person per day (for selection of this cut-
off point, ses Cabrera, Martinez and Morales, 1993, pg 95 and 98). The food basket was based
on consumption parterns of the 2nd and 3rd quintile of the population (in nominal per capita
expenditure terms).
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I Poverty

Different Dimensions of Qualiry of Life: Comparisons Between Rural and Urban Areas
Ecuador

Percentage of Persons with

Access to Consumer Durables

Refrigerator

Color Television
Black and White TV
Radio/Cassene Player
Bicycle

Car

Housing Characteristics
Average Number of Rooms

Number of Persons Per Room
. % of Houses With Mud Wails
% of Houses With Wood Walls

% of Houses with Din Floor

Access to Basic Services
Electmicity User

Water Connection

Waste Disposal

Sewage Connection

Education of Housebold Heads

No Education

Primary School Only
Secondary School Cmly
Tertiary Education

Access 1o Healthcare
Upen illpess, minutes of
travel before treatment

% of Households wreating at
least one illness informally

Languages Spoken
Indigenous only
Indigenous

Consumption of Liquor
mls per bousehold per day

Food Consumption
Calories Consummed per day
(kcals per person)

Food Share

Poor Non-Poor

18% 58%
10% 49%
54% 57%
56% 75%
0% 46%
2% 21%
2.6 3.4
33 1.9
11% 7%
13% 6%
13% 5%
T6% 9%
31% 57%
24% 50%
4% T1%
4% 10%
63% 46%
11 26%
2% 17%
30 25
3% 26%
1% 0%
6% 1%
12 41
1600 2883
55% 46%

Urban

Poor Non-Poor

32%
2%
66%
61%
0%

3%

2.5
3.6
8%
- 5%
10%

98%
54%
0%
5%

14%
61%
21%

4%

17
30%

0%
1%

1568

49%
124

0%
62%
57%
79%
51%
25%

3.6

1.8
5%
2%

-
3%

9%
T76%
6%
N2%

5%
7%
3%
2%

19

2%

0%
0%

24

2792

40%

Rural

Poor WNon-Poor
9% 37%
3% 26%
45% 55%
53% 68%
30% 38%
1% 13%
2.6 3.1
32 2.2
13% it%
18% 15%
15% %%
62% 1%
16% 4%
1% 6%
27% 0%
0% 19%
o4 % 63%
5% 4%
0% 4%
ag as
5% N%
1% 0%
2% i%
16 73
1621 3041
60% 55%
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Kegion anu size % Farms % Total Arca
(hay 1954 1914 1994 1954 1974 1994
1. Sierea
0-3 817 TN 802 108 127 4.1
S5-10 a7 108 a9 5.2 8.7 8.1
10.20 4.0 5.3 3.2 4.8 8.7 35
20 - 50 1.0 q.] 5.2 7.3 16.2 209 h
50 - 100 1.4 1.3 1.0 1.6 1.0 .4
100 - 500 09 1.2 L& 16.1 229 42.9
500+ 0.3 0.2 6.0 433 19.8 0.0
Toral 100 100 190 100 100 100
N 260 k1.3 380 2,137 3,096 3,233
2. Costa
0-5 7.1 703 574 0 6.6 5.1
5-10 0.5 o ns i 6.0 38
10-20 6.2 7.5 99 - | 9.t 6.1
20- 350 5.6 6.6 11.5 12.5 18.7 16.4
50 - 100 24 1.8 4.3 11.0 14.6 135 .
100 - 500 1.8 1.6 13 23.0 2.5 k231
300+ 0.4 0.2 a6 41.4 15.7 216
T'orat 100 100 100 100 100 100
N' 85 224 219 2910 3,854 5,801
Note:
i Thousands of farms and ha.
Source: Scolt {1987 drawing an Maletia (1984) for figures for 1934 and 1974, Encuesta Sobre lat Condiciones de Vidu (1994)

for 1994 figurcs.

LAND CULTIVATED

L

lucluding Non-Cullivators
Number of llouseholds in Sample
Average Operational Holding(ha)
Gins Coeflicient

Exiuding Non-Culitivalors
Number of 1 in Samg
Average Operational Flaldengl(la)
Gini Coefficient

Tkl "

LAND OWNED

including Landless

Nuoder of louscholds in Sampie
Average Opcrational Hokhing(ha)
Gini Coeificiem

2. Exluding Lardless
Number of lousshalds in Sample
Average Operauonal Holding{ha)
Gini Coefficient

Souece:

Sierva

612
5.59
0.87

00
3.48
0.80

Sicrra

612
5.9
0.29

345
8.y
082

Encunest Sobre Lar Condiciones de Yida (1994).

125

Cosla

497
12.4
0.87

215
19.3

© 0.80

Costa

497
L.t
0.9

234
1.2
0.80

o i
Oricnie

265
12.8
0.78

168
17.9
0.69

Orienle

265
12,5
07

162
18.1
0.69

! Coyycdar

Ecuador

13714
B33
0.87

833
131
0.81

Ecuador

1374
8.10
0.89

761
13.5
082



Poverty in Rural Ecuador

Working Paper 4
TABLE 7, Poverty and Per Capifa Landholdings
Per Capita Percent Average Incidence Poverty
Land eldings of Rtural Per Capita of Poverty Gap
: Population Expenditare
(per month)
non-cultivalors 32.9% S. 62,418 43.4% 13.2%
0 - 1 hectates 46.9% 5. 55,564 51.5% 17.9%
1 - 2.5 heciares 9.3% 5. 63,921 51.5% 15.8%
2.5 - 5 hectares 4.6% S. 58,147 33.8% 13.0%
5 - 30 hectares 5.8% S. 88,700 39.9% 0.8%
30+ hectares 0.5% ~S.3‘?l.006 0.0 0.0
Rural Ecuador 100% S, 62,292 47.1% 15.4%
Source: Encuesta Sobre Las Condiciones de Vida (1994).
BLE ul Teoure win wi)-Usp snenls In Bursl Eeandor
Percent of Rural - Percent of Poor
Jouscholds Rural Households
Costa  Sierra  Qrieite Ecundor Caste  Sierra  Oricnte
Landless % 38.2%  31.2%  402% 44.8%  32.%  3031%
Non-Culivuilng I39%  Ma%  28.5% 5% 362% 6% 11.0%
Lastiess bt Culthvating 82% 4.1% 271%  5.46% B.6%  15% 13%
Renting Land 50.6% 44.7%  34.3%  46.5% S08% 413%  325%
of which:
Shure-Tenamt 99% 25.3%, 1R20% 185% 14.2% 208% 12.9%
Cush Rent 14.8% 7.1% 2.0% 10.5% 87% 8.2% 8.3%
Laloe Payment 0% 07% 12%  0.8% 2% - 10% 0.0%
OtherMut Availnble MAX 667%  TBAY% T0.3%m 0% 61.0% 78.8%
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{x100)
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Ecuaduor

16.9%
5%
3.5%

44.5%

2.0%
8.3%
1.6%

68.1%
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Proportion of Gross cultural Qutput Value From Selected

Cultivating Househoids

Costa Sierra Oriente
Crop Poor Non-Poor Poor Non-Poor Poor No¥ar
Rice 49% 51% 1% 1% 1% 1%
Cacao 10% 11% 1% 1% 7% 3%
Coffee 10% 9% 2% 5% 6% 4%
Banana 3% 2% 0% 0% 3% 3%
Barley 0% 0% 7% 3% 0% 0%
Maiz 4% 9% 11% 7% 6% 8%
Potato 0% 0% 10% 7% 0% 1%
" Tree Tomato 0% 0% 4% 12% 0% 0%
Maiz-Suave 1% 0% 9% 15% 1% 4%
Beans 2% 1% 7% 7% 1% 2%
Alfalfa 0% 0% 6% 2% 0% 0%
Vegetable (legumbre) 0% 0% - 2% 3% 0% 0%
Morocho 0% 0% 3% 1% 0% 0%
Habas 0% 0% 2% 1% 0% 0%
Wheat 0% 0% 3% 1% 0% 0%
Chocho 0% 0% 2% 0% 0% 0%
Greens (verdura) 0% 0% 2% 2% 0% 1%
Garlic 0% 0% 0% 1% 0% 0%
Cassava (Yuca) 2% 2% 1% 1% 29% 23%
Plantain 4% 3% 0% 3% 23% 24%
Sugar Cane 2% 0% 0% 0% 0% 2%
Fruit (general) 9% 8% 17% 16% 19% 18%
Note:
1. The average shares were obtained by averaging, across cultivating boustholds, the value of output from

a particular crop relative to total output value.
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T 0 Output Sold on oportion of Total Output V
Cultivating Household
Poor Non-Poor All
Costa 64 % 73% 70%
Sierra 34% 42% 39%
Oriente 37% 34% 36%
Ecuador 45% 54% 50%

Avera arketed Surplus And Per Capita Landholding

Cultivating Households
Land Size Costa Sierra Oriente Eandor
Class
(per capita)
<1 ha. MN% 37% 29% 49%
1-2.5 ha. 71% 45% 46% 55%
2.5-5 ha. 68% 60% 35% 61%
5-30 ha. 68 % 50% 44 % 59%
30+ ha. 59% 84 % 56% 65%
All 70% 39% 36% 50%
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TABLE 11 Th -Size Productivity Relationshi Rural Ecuador

Regression of (Log) Value of Gross Output on (Log) Land Cultivated

All Rice Fruit Maize
Cultivators
Land Cultivated 0.550 0.368 0.870 0.578
(20.31) (4.210) (4.560) (5.530)
Intercept 12.57 14.08 12.65 11.45
(213.9) (108.2) (28.72) (54.14)
R? 0.283 0.167 0.311 0.320
No. of Observations 1045 91 48 67

Notes:

1. Numbers in parentheses are 7-statistics.

2. The regression results in the first column relate the total value of gross agricultural
output to total land holdings among all farming households.

3. The regression results reported in columns 2-4 control for crop, and apply for those

farmers who derive the bulk of gross output from one crop (at least 80%). It is thus
assumed here that the farmers devote all their landholdings to the ope respective crop.
The data do not permit attributing the fraction of total landholdings to specific crops
when the househoid cultivates more than ope crop.

4. Narrowing the focus to those farmers who derive 100% of their gross output from the
respective crop reduces the available number of observations (especially among fruit and
maiz growers) but does not affect the parameter estimates appreciably.

5. Aggregating across similar crops, e.g. cereals, fruit and tree crops, and vegetable and
tubers, increases the available number of observations. For example, rather than looking
only at culuvators who derive 80% of gross output from rice, one can aggregate together
cultivators deriving a similar fraction of output from barley, alfalfa and wheat. This
exercise has no marked impact on the parameter estimates, but does reduce the fit of the

Tegression.
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1. Average Annual Expenditure on Seeds, Fertilizers and Pesicides

Costa
Non-Poor
Poor

Sierra
Nan-Poor
Poor

Oriente
Nen-Poor
Poor

Ecuador
Non-Poor
Poor

Total

Costa
Non-Poor
Poor

Sierra
Non-Poor
Poor

Oriente
Non-Poor
Poor

Ecuador
Nop-Poor
Poor

Total

Seeds
23791
2615

36368
35945

9817
3053

30441
21257

26731

Average Debt
Qutstanding

2381238
1126220

91506
208108

820440
281055

1092731
554701

875357

Fertilizers
272244
40484

176819
142001

5784
4360

207633
94654

161987

TABLE 13

vati

Percentage of All Households Borrowing From:
Other
Source

BNF Money-
lender
% 13%
4% 12%
2% 0%
2% 0%
% 0%
2% , 0%
4% 5%
3% 4%
3% 5%
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Pesticides
202815
22823

210520
150772

9499
6698

199869
93145

156750

Family

2%
4%

0%
0%

0%
0%

1%
1%

1%

owi

2%
13%

1%
2%

4%
2%

10%
6%

8%
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TABLE 14
Techolcat Assistance apd Qwmership of Farm Asrey

Cultivating Households

1. Percestage of Households Reporting Having Received Technical Assistaoce

Private

%
1%

i%
%

5%
o%

%
1%

2%

Geperator

1%
1%

1%
0%

3%
1%

1%
1%

Public

2%
0%

2%
0%

1%
o%

%
0%

1%

Water
Pump

13%
17%

1%
1%

2%
0%

6%
%

nther
Terieats
epipnen

%
%

0%
1%

0%
134

2%
1%

Any Assistance
Costa
Non-Poot %
Poar 1%
Sierra
Noo-FPoor 5%
Poor 1%
Oriente
Non-Poor 6%
Poor 0%
Ecuador
Nou-Poor 4%
Foor %
Total i
IABLE 1S
Average Value of All Farm Assets per Household and the Relative Frequency of Ownership
Average Value
of All Assets Tractor Vehicle
per Household
Costa
Noo-Poor 1644795 0% 7%
Paor Tm a% o%
Sierrs
Non-Poor 1072818 1% %
Poor 374781 0% 1%
Orfente
Nowo-Poor 660407 1% 1%
Poor 103581 0% %
Ecuador N
Non-Foor 1280800 1% i%
Poor 356802 0% 0%
Total 07487 0% 3%
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Tl

Percestage of Houscholds with at least
one member involved in agriculture as
his/her principal activity.

Percentage of Households with at least
one member involved in cultivation of
the family farm as principal activity.

Percentage of 1louseholds with al least
one member involved in paid agriculiural
labor outside the family farm as his/her
main occupation.

Perceniage of Houscholds with at Jeast
one member with some involvement in
paid agricutturat labor outside 1he
family farm.

Percentage of Households not cultivaling
but with one member invelved in paid

agricultural labor outside the family furin,

TABLE 16 Aprlcoltvwral Lnbor in Rugul Ecundor

Costn Sicrra Oriente
Non-Poor TPoor Non-Poor Poor Non-Foor Poor
B6Y% 92% 68% 76% 64 % 02%
431% 3% 52% 55% 331% 86%
17% 67% 14% 24% 8% 18%
60% 19% 20% 40% 18% 19%
19% 28% 5% 12% 1% 7%

Ecuador
Nm}-l’uur

75%
19%

271%

6%

1%

I'oor

83%

52%

40%

55%

18%

Topemyg TNy U ADSASY
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TADLE 17 Raral Honsehold Ownership of Livestock and Dauestic Animals
Average Number of Animals Owned Per ITonschold .
Livestack and Costa Sierra . Oriente Ecuador
Domestic Animals Non-I'aor Poor Non-Foor Poor Non-Paor  Poor Non-Toor Poor
Cows 11.5 4.9 36 235 5.8 3.8 6.8 3.5
Sheep 0 0 1.6 24 0 0 0.9 1.4
Goals 02 02 02 01 a ] - 02 01
Pigs 4.4 47 1.9 16 06 04 29 26
Guinea Pigs 08 0.2 * 50 132 21 03 1319
am Rabbits
Chickens 2354 212 5.1 33 33 2.4 1230 99
wrkeys 1.1 0.9 0.2 0.1 0 0 0.5 0.4
Ducks 34 130 o7 01 0.4 0.4 , 1.8 1.2
Horses, Donkeys 15 1.2 0.5 04 0.6 0.2 0.9 0.7
ar Mules
ABLE 18_Noa-Fare

Cosin = Slevra Orlente Ecuudor

Nun-I'oor  {'uor Nou-l'vor rvor - Nea-Four teor Now-lFuur I'oar Todal
Perceniage of Working Population
Wil Principal Occupation In:
Fishing o% 0% 1} 0% 1% 0% o% 0% 0%
Mining 0% 0% o% a% % i% 0% o% 0%
Textiles o% % i% 2% % % % 1% 1%
Transparianion % % % 1% % % % 1% 2%
Consicuclion 0% 1%, 1% 4% 25' 2% I% i 1%
Manulacturing 0% 1% 6% 6% i% 1% 4% 4% 4%
Sales % 1% 2% 1% % % 10% 5% 8%
Domesiic Service 1% 1% % % % 1% 1% % 1%
Food Processing a% 0% ‘ 1% 0% 1% % 1% o% 1%
Other 5% 1% i 6% 21% % 4 4% 6%
Ay Mon-Agricullural Activity 15%  10% nu% 289% 1% 1% It% 9% 271%

Percenape of working papuilation
playcd in 3 regular, p 4% % % n% 5% n% W% 152 1%
- e OECupMion
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Percentage of Working Population
Wah Soane lavolvauent in:

Fishing

Mining

Teniles
‘Transponation
Consiruction
Manufaciuring
Sales

Domestic Service
Food Progessing
Ohwer

Any Mon-Agricultural
Aclivity

Powe

Miles
Non-Troor

os 0%
0% 1%
2% 1%
&% 4%
% 9%
8% 6%
13% &%
o% o%
1% a%
10% 5%
JE% 4%

Total

0%

0%

%

5%

g%

%

it%

0%

1%

8%

42%

Feoules
Foor  Tulul

Mon-'ouor

0%
0%
8%
%
%
5%
24%
1%
an
12%

6%
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0%
1%
4%
0%
%
%
14%
6%
i%
%

%

urul Bovwdor [Secopdury Qeeppatjons)

0%
0%
6%
0%

1%

3%

51%

Poverty in Rural Ecuador
Ecuador
Nun-Poor  Foor  Totai

0% 0% 0%
o% 1% 0%
5% 2% 4%
4% 2% n
5% 6% i
1% 5% 6%
7% 104 1%
1% 2% %
2% 0% 1%
% 8%' 0%
52% WA 5%
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TABLE 20 Myl Variate Anaivsic of Poverty

Tobit on the Poverty Gap

Asymputic Prababilicy Values in Parentheses:

Costa Sierra
Int=reept -0.107 0.151
0.093) {0.043)
Per Capita Land 0.020 £.033
(0.000} (0.000)
Subsistencs Cultivator (Lass than 30% 0.130 0.055
of Gross Ouput Sotd oo Marken (0039 0.17%
Shars of Cocoa in Gross Ousput 0.247 .
(0.044) .
Shars of Swest Comn in Gross Qupat - 0.190
- 0.062)
Shars of Maze m Gross Ouput - .
Hausehold Head Eaving Less Thao Secondary Q.110 0.127
School Educauon {0.075) ©.033)
Proporuon of Worksrs <0.506 0.595
in Regulzr Off-Farm Employraeat ; (0.00% {0.000)
Organized Waste Disposal -0.302 3.27%
0.027) {0.058)
Household Head Speaking the Indigenous - 0.138
Language - ©.009)
Gas Connection - £.174
- (0.000)
Toral Number of Rooms in Housz - -0.027
- (0.061)
Household Recipient of Agriculuml . .38
Extznswan - (0.009}
Telepbone Conneztion - .284
- 0.097)
Organjzed Sswage - 0127
. (0.001)
ElecTicity Connectdon - -
Log Likelihood (M) «228.73 -276.66
Log Likelihood () -262.60 -366.93
Total Observations 497 612
Observavoens at O 308 366
Observanons > q 189 244
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Oriente

o200
0.022)

£.025
{0.000)

0.431
(0.026)

0.188
(0.002)

£0.675
{0.015)

217
{0.019)

0.214
{0.000}

£.139
(€015}

0.047
{0.005)

LQan
©.049)

-95.75
17971

263
137
128
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v

Probit on the Headcount Ratie

Asymptotic Probability Values ip Parentbeses:

inwrcept
Per Capia Land
Subsistance Cultivasor (L=ss than 30%

of Gross Curpui Soid oa Marker)

Share of Cocoa in Gross Output
Share of Swest Comn in Gross Ouput
- Share of Maize in Gross Quepur

Housebold Head Haviog Lass Toan Secondary
School Education

Proportion of Workers
in Regular Off-Farm Employment

Organired Waste Disposal
Houszhald Head Speaking the Indigenous
Laoguage

Gas Conbpection
Tau! Number of Rooms i House

Housebold Recipient of Agriculmral
Exznsion

Telephoos Connection
Organized Sewage

Electriciey Connection

Log Likelihood (M)
Log Likelihood (O)

Tomul Observations
Observations at 0
Observations > Q

Costa

-0.299
(0.122)

0.056
(0.001}

0.139
(0.508)

0.045
{0.019)

-301.98
-3

497

308
189

136

Sierra

0.285
©.218)

Q.10
(©.000)

0.160
Q.2

H.a11
0.178)

0.394
(0.025)

-1.514
(0.000}

-0.612
0.135)

0.334
©.073)

-0.406
.00t)

£.061
{D.162}

-1.000
0.021)

=0.806
©.103)

0.45%
0.000}

-339.81
~412.3%

612
366
24§

Orienta

0.522
0-144)

4.073
©.006}

-1.011
0.156)

0.564
®.0L1)

-1.875
0048

0.560
©.076)

0.630
©.001)

D42
{0.061)

<17
0.009

0357
0.121)

-112.08
-i83.53

165
137
128
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E 23 Multi- Variate Analvsi Poverty
Tobit oo the Poverty Severicy

Asympuotic Probability ¥alues in Parentheses:

Costa Sierra
Interzept -0.087 0.073
. (0.035) 0.0%2)
P=r Capia Land £.010 -0.022
{0.000) {C.000)
Subsisience Cuylgvater {Lass than 30% 0.084 0.032
of Gross Output Sold on Market) {0.005) {0,197y
Share of Cocua o Gross Qutpud a.102 .
(0.095) -
Shire of Sweer Com i Gross Output - 0.108
. (0.091)
Shars of Matuze in Gross Oupul . -
Housshold Head Having Lets Than Secqndary 0.053 0.071
Schooi Education (0.086) (0.056)
Proporuon of Werkers £.455 0.347
io Regular Off-Farm Emplovment {0.000) (0.000)
Organized Waste Disposal 0.143 3.151
{0.036) 0.095)
Household Head Speaking the Indigencus - C.098
Language - {0.003}
Gas Connection - L.112
- {0.000)
Towl Humber of Rooms in House - 0.019
- (0.034)
Househald Recipient of Agricvlmral - .23
Extensisn B ©.012)
Telephone Conpection . -0.158
. 0.142)
Organized Sewage . -0.073
- (0.002)
Elecgicity Connection - -
Log Likelihood (M) -85.25 -139.90
Log Likelihood (0} -118.69 21839
Toul Observations 497 612
Qbservations at 0 304 368
Observatons > 0 18% 246

137

Oriepte

0.010
©.097)

<0.018
{0.000)

-0.302
©.019)

0.12¢
©0.001)

0.429
0.023

0.118
0.055)

0.138
©.000)

0.096
(0.00%)

-0.030
0.007}

-0.076
0.039;

-11.72

-114.81

265
137
128






Working Paper §
Rural Qualitative Assessment

1. Introduction

With the Ecuador Rural Qualitative Assessment (RQA), we tried to learn about the views of
rural households on poverty.! The World Bank started in April of 1994 a Poverty Assessment for
Ecuador and one its main objectives is to examine the causes of poverty in rural and urban areas.
As part of this poverty analysis, we wanted to complement statistical analysis from household
surveys with qualitative information on how households themselves view their living conditions,
Little such information exists for rural areas so that we concentrated the qualitative assessment on
poverty in rural Ecuador.?

The Rural Qualitative Assessment has three main objectives with which the rural analysis
under the Poverty Assessment is complemented; First, it aims to assess what poverty means to
marginalized rural families. Second, it tries to determine what kind of survival strategies families
employ in times of hardship. Third, it strives to learn what these households believe is necessary to
alleviate poverty.

Several key messages evolve from the Rural Qualifative Survey presented in this Paper.

. First, rural communities with the same characteristics like area, soil quality and ethnic
background are actually very heterogeneous. This holds with respect to their command of
land resources, definition of well-being, the range of economic activities carried out in the
communities and their recommendations for what is necessary to overcome poverty.

o Second, almost all families interviewed state that the recent years have been very hard for
them and they have increasingly complemented income from traditional sources (like
subsistence agriculture and small animal husbandry) with camings from new activities.
Besides migration, which plays a pivotal role in all communities, piecework and weaving in
the Sierra, small businesses in the Costa and increased cash crop production in the Oriente
have taken their role in income generation. Families have also reduced expenditures for

We gratefully scknowledge financing for the Ecusdor Rural Qualitative Assessment (RQA) by the
Government of the Netherlands, Special thanks are duc to the Ecuadoran reserach ieams for their
excellent field work. They were comprised of Carlos Arcos, Silvia Arguello, Monica Baez, Maria Gloria
Barreiro, Fernando Garcie, Rosario Jacome, Nelson Nartinez and Hugo Vinueza. We gratefully
acknowledge financing for the Ecuador Rural Qualitative Assessient by the Government of the
Netherlands.

2 For urban areas, a qualitstive community survey underlies part of the analysis in Working Paper 3.
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clothing, fiestas and food — the latter being quite alarming as malnutrition rates in rural
Ecuador are already very high.

) Third, poor rural families express very practical solutions to overcome their poverty.
Demands are not directed at sweeping changes like expropriation of large farmers.
Families overwhelmingly suggest measures which will increase the productivity of
available land and human resources. Almost half of the recommendations are related to
infrastructure and a very high share also demanded agricultural and non-agricultural
training courses.

This Working Paper, based on case studies conducted in May 1994 in seven rural
communities, is organized as follows: Section 2 provides a short background on rural life in
Ecuador’s three diverse regions. In Section 3, we present the research objectives, the design, and
methodology of the qualitative survey. Section 4 contains community descriptions, Location and
population, the employment pattern, basic service access or community organization are some of
the characteristics we look at. Sections 5 to 7 then portrait the results of the assessment: Section §
describes the perceptions of households regarding the underlying causes of their poverty; Section 6
focuses on the specific strategies that these households employ in order to survive and Section 7
presents the household members’ recommendations for actions that could be undertaken to alleviate
rural poverty. We conclude with a short summary.

After the fieldwork of the Rural Qualitative Assessment had been undertaken, UNICEF
Ecuador commissioned a second round of qualitative surveys in six Sierra communities. to
complement the analysis and examine whether the findings of the initial community studies were
confirmed. We summarize the results of these additional community surveys, which confirm the
conclusions of the Rural Qualitative Assessment, in an Addendum to this Working Paper.

2, Living Conditions in Rural Ecuador

This section discusses two aspects of living conditions in rural Ecuador: rural heterogeneity
and access to productive resources.

2.1,  Rural Heterogeneity

Ecuador is indeed a country of contrasts; its heterogeneity is expressed in ecological,
socioeconomic, and cultural terms not only between and within disparate areas of the country, but
even within a given community.

Inter-regional heterogeneity. Ecuador’s regional division in the Costa (coastal lowlands),

Sierma (highlands) and the Oriente (upper Amazon basin) manifest themselves in three distinct rural
structures. Since the colonial period, the predominant feature in the Sierra has been the bifurcated
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hacienda-minifundia system. Before agrarian reform in the early 1960s, the system was based on
the monopoly of land and the imposition of obligatory labor services, but it subsequently
experienced substantial change that revolved around the ewolution of modern dairy farms and
independent peasant communities. In the past decade, the nontraditional agricultural export
(NTAE) sector has developed producing products such as cut flowers which provide part of the
growing off-farm rural employment in the region. Other off-farm employment possibilities in the
rural Sierra are textile, shoe or hat production which take place with simple machinery within the
household boundary. Working Paper 3 takes a very close look at the extent and importance of these
off-farm employment activities.

Development in the Costa began in the mid-19th century, and was based on export-oriented
plantation agriculture, where wage labor systems evolved alongside commercially oriented small-
and medium-scale farms. One consequence of this process was the development of intermediate
cities and transportation networks dedicated to facilitating the export of traditional crops such as
coffee, cacao, and since 1948, bananas. The Costa has been the engine of growth of the Ecuadoran
economy for the past ten years as real economic activity expanded on average by 5 per cent, largely
due to a primary export market boom for shrimps, and to a lesser extent, for bananas.

Economic activity in the Oriente consists of resource extraction and small-scale agriculture
by the indigenous and migrant population. Extractive activities (e.g., gold and rubber) have been
carried out since the colonial period. The region remains relatively isolated, however, because of
poor roads and difficult terrain, Since the early 1970s, the defining elements of development in the
region have been the petroleum boom and settlement of migrants which have had the effect of
accelerating the production of coffee, wood, citrus crops and beef cattle not only by the settlers but
also by the indigenous inhabitants.

Over-exploitation of fragile tropical resources is threatening the Amazon rainforest. The
incorporation of the region into the national socioeconomic and political system has obliged the
indigenous population to abandon traditional and sustainable, rotational horticulture and, like
mestizo colonizers, to settle on fixed landholdings provided for in colonization legislation. On
these holdings, indigenous households now grow market crops such as coffee in the tropical region,
and naranjilla in the subtropical cloud forest region. ‘To a large degree, this process has initiated a
vicious circle of poverty and environmental degradation, characterized by deforestation, soil
erosion, and water pollution,

The regional heterogeneity is further enhanced by ethnic factors. While there is no general
agreement on the precise definition of ethnic boundaries, many Sierra and Oriente communities can
be characterized as indigenous by any measure. Ethnic identity is based on many cultural factors,
including community, nuclear and extended family relationships, which are reinforced by language,
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dress, and sets of common norms and values. Racial discrimination has historically excluded the
indigenous population from the political arena.’

Intra-regional heterogeneity. The case studies included in the Rural Qualitative Assessment
illustrate the considerable heterogeneity among apparently similar rural communities even within
regions, especially in the Sierma. Historically, some communities obtained access to more or better
resources than others through agrarian reform or purchase. Some communities have also started to
diversify their economic activity, e.g. textile production. Further, development projects of the
national government, ofien funded by international or bilateral donor organizations, have improved
the access of a number of communities to basic services but by far not all. In sum, almost
neighboring communities can exhibit considerable differences in living standards and type of
economic activities.

Intra-community _heterogeneity.  Although we conducted the RQA in only a few
communities, we observed that living standards and the distribution of income within the same
community can vary significantly between households. For example, in Jatun Era, a community in
the province of Cotopaxi, some families live in simple one room shacks made of grass and clay
while others occupy relatively modern brick or cement houses with electricity, water and separate
latrine faciliies. Similarly, the distribution of land and its quality is strikingly unequal in Jatun
Era.

This intra-community heterogeneity may result from unequal access to land or may be
related 0 the family cycle, Certain families may dominate (both economically and politically)
because of particularly favorable access to productive land or for their capacity to generate income
from small businesses. A second source of differentiation within the community is related to the
family cycle. Frequently, young people lack access to land, while their elders retain uncultivated
land because grown children have left the household or as a result of widowhood. In this sense,
intra-community stratification based on landownership is not necessarily permanent, but may,
rather, have a cyclical component. The effects of inequality based on family cycles can, in some
cases, be offset by forms of organization (as observed, for instance, in indigenous communities in
the Sierra) that provide for the exchange of resources (e.g., land for labor). We will revisit this
point later on.

} Annex 1 to this Working Paper provides a short overview of the different forms of indigenous
organizations,
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2.2,  Poverty and Productive Resources: Land, Water, Credit and Market Access

For many rural households, access to land, water and credit is limited which can lead to a
vicious circle of poverty and soil destruction. Almost all rural households try to complement
income from agricultural activities, which remains the most important income source for almost all
families, with other earnings. But if the household is not very successful in obiaining other
incomes, the pressure on maximizing agricultural production in the short run increases. Due to an
increase in land pressure and stagnant productivity, smallholders then replace traditional,
sustainable cultivation techniques with more intensive alternatives that increase the likelihood of soil
exhaustion and erosion. Consequently, smallholders enter a vicious circle of poverty and
environmental degradation that is essentially based on inadequate access to land and other
productive resources.

Land. Land ownership in Ecuador has been highly concentrated since the colonial period,
and unequal distribution continues to the present day. The agrarian reform process resulted in the
gradual transfer of relatively small proportions of agricultural and pasture land to indigenous and
peasant communities, which generally received the most unproductive and fragile lands. In
particular, small land holdings in the Sierra are frequently so steeply sloped that even the most
meticulous stewardship can not maintain soil fertility indefinitely, so that in many communities, soil
erosion has reached alarming levels. While smallholdings undergo constant subdivision because of
demographic pressure and inheritance patterns,* large holdings have been consolidated. As shown
in Working Paper 4, the Gini coefficient of land distribution stayed relatively constant between
1954 and 1994. While the modem hacienda is more capital intensive and somewhat more compact
than in the pre-reform period, it continues to control access to land, and in addition, occupies the
most productive areas.

If households do not possess pasture land, domestic animals, which are a central features of
farming systems, cannot be kept. Domestic animals are a central feature of farming systems in that
they both depend upon and support crop production. The possession of animals allows for the
diversification of income (not only from live animals, but also from by-products, such as meat,
wool, milk, eggs, and cheese). In addition, animals represent a source of savings, which can be
utilized in times of emergency or special need. If households don't own or cannot use pasture
land, they are limited to holding small animals like sheep, pigs, and chickens which are kept in or
around the house. In the Sierra, guinea pigs are kept in the house, and represent as much a ritual
good as a food resource.

¢ The only two national agricultural censuses conducted in Ecuador reveal that the average size of the
minifundia (holding of less than five hectares) decreased from 1.71 hectares to 1.54 hectares between
1954 and 1974,
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Credit. Poor rural households who seek credit do so in the informal sector, where interest
rates are high, but where conditions are flexible. Public credit schemes by the Banco Nacional de
Fomento (BNF) have traditionally been benefiting the medium- and large-scale farmers.* While
probably more important than the public sector, the role of private financial institutions to lend
small-scale farmers has also been limited for several reasons. First, the lack of collateral is nearly
universal, because many small landholdings are not titled and even when they are, their value is
very low. Second, many small-scale farmers lack information on credit and face serious cultural
barriers to seeking loans.® Third, small-scale farmers often require very small amounts of capital
{usually less than $2,000 and frequently as little as $100) and flexible terms that banks are often
not equipped to cope with., Nevertheless, a few pioneering private financial institutions of the
formal sector have started to reach out to small and poor farmers and supply tailor-made credits.

Market Access. As shown in Working Paper 4, the capacity of the rural household and
community o provide for the sustenance of their members also depends on the degree to which
they are linked to or isolated from markets. This factor can be understood in terms of distance to
regional and national urban centers, the quality of feeder roads, access to agricultural extension and
marketing experience. The distances and the difficulties in bringing goods to market further erode
the terms of trade for rural inhabitants because they must sell to intermediaries. At the same time,
the cost of purchased items, including clothing, food, agricultural inputs, and medicines, is higher
than in less isolated areas.

3. Research Design, Methodology, and Data Analysis

In this section, we shortly revisit the design and methodology employed for the Rural
Qualitative Assessment.

Study design. Two Non-Governmental Organizations conducted the field work for the
Rural Qualitative Assessment in seven small rural communities in May 1994, Both NGOs, the
‘Centro Ecuatoriano de Servicios Agricolas’ (CESA) and ‘Desarollo y Autogestion’ (DyA) had
conducted qualitative research before and had ample experience in working with rural communities.
The NGOs formed three research teams which each stayed one week in one community. Four of
the communities are located in the Sierra (Chimborazo and Cotopaxi provinces), two in the Costa
(Manabi) and one in the Oriente (Napo). All communities are located in cantons which are
classified as very poor — by a variety of different indicators — in the Poverty Map by the Consejo
Nacional de Desarrollo.” None of the communities is close to an urban center. While the NGOs

3 See World Bank (1993), Annex 2, p.9.
¢ As reported in Part 1 of this study, only about half of all farms with up to 30 hectars are properly titled.

7 CONADE (1993).

144



Working Paper 5 Rumsl Qualitative 2 .

had substantial experience working with the population in the region of the selected communities,
they had not worked directly with the communities selected. This served to avoid a bias between
the village population and the research teams.®

Methodology. The field methodology employed in the RQA was based on the technique of
triangulation, where qualitative and quantitative information is gathered from several sources, using
different methods of data collection. The principle advantage of the technique is that it permits for
cross-checking and validation.

We obtained information from four sources. First, key informant interviews were
conducted with community leaders and others (e.g., school teachers and rural physicians), familiar
with the principle trends and tendencies present at the local level. Second, the researchers
conducted semi-structured, household-level interviews with men and women in each community,
following a thematic interview guide that was developed in a training workshop. The research
teams tested the content and length of the interview guide in the first week of fieldwork, and minor
changes were made in a follow-up review meeting. Third, focus groups discussed the general
themes addressed in the assessment. These discussions generally started with both men and
women, and then divided into separate groups on the basis of gender. This strategy was
particularly useful, because these discussions showed that men and women perceive of poverty in
somewhat different terms, and that they emphasize different elements of the survival strategies
employed by their households. Finally, researchers made direct observations of household facilities
and community infrastructure. This step provided information on access to basic services, types of
building materials, presence of durable consumer goods, and agricultural production patterns.

Representativeness. The seven communities do not suffice to achieve representativeness on
the national or regional level but we examined a large percentage of houscholds within each
community.” We are not able to estimate levels of statistical significance within the communities
because we did not employ random selection procedures. Therefore, it can not be known whether
the cases selected for interview are strictly representative of the communities or not. But the
methodology employed does provide reasonable certainty that the characteristics of the selected
households reflect those at the community level. Specific houscholds were not purposely selected
according to previously established criteria, and the number of interviews conducted within each
community was large enough to permit extrapolation to the community (but not regional or
national) level,

By profession, team members included anthropologists and sociologists, a nutritionist, and an
agronomist.

In total, NGO staff conducted 176 interviews in the seven communities of which 92 were women and 84
men.
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Community approach. It is important o note that the research teams obtained community
support before field work commenced. Research teams spent at least the first day in each
community with local leaders in order to explain the objectives and methodology of the analysis,
and when appropriate, the community was offered a formal presentation of the results of the field
work.

Data processing. Field information was processed in three steps. First, notes were taken
during the conversations after permission was obtained. Second, hand-written summaries were
prepared each day. Third, the summaries were computer-processed using a pre-defined standard
text-file shell, and were accompanied by information about each household. Summaries of group
discussions were similarly entered into the data base.

The next step consisted of tabulating the answers for most individual sub-themes at
the community level. This task was simplified by the relatively small range of responses to each
question; in cases where the range was greater, answers were classified according to their
underlying content. We applied two methods to quantify the qualitative data. First, we used
person-based (instead of frequency-of-answer-based) aggregation for those cases where community
members gave varying numbers of answers to a question. For these questions (i.e. what the most
important obstacles to better life was for a family) we standardized the weight of each answer so
that they total to one per person. Second, if the respondents supplied an explicit ranking in their
answer (i.e. “the most important obstacle is access to land, less important, is that we have only few
animals™), we took this ranking into account by giving the first option a higher weight than the
second.

4, The Communities
4.1  Community Characteristics

Table 1 presents an overview of the seven communities in order to provide a backdrop for
the perceptions expressed by their residents. The first panel presents data on basic characteristics
(region, ethnicity, and size), access to health care (in terms of the presence or absence of a health
center), and access to basic services (potable water system, electricity, and latrines). The second
panel summarizes the household activities employed in the communities (agriculture, labor
migration, commercial activities, and handicraft production). The third panel adds an educational
profile of one community in each region.

Four general tendencies can be observed. First, regional location in this study is
coterminous with ethnicity: the Sierra and Oriente communities are inhabited by indigenous
households, while the residents of the coastal communities are mestizos. Second, the coastal
communities are much larger than in the other two regions. While the tables do not reflect it, these
communities are also much more complex in terms of economic and social infrastructure. Third,
nearly all of the households secure their sustenance through agricultural production but migration
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(either permanent or temporary) plays an important role for income earning, too. Fourth, almost
all primary school age children attend school. Their work responsibility in the household or on the
field does hence not exclude school attendance. In contrast, large proportions of adults
(particularly those aver 60 years of age) never attended school.

4.2. The Sierra Communities

The clearest general characteristic of the four Sierra communities is that their households
possess few resources. These communities are strictly indigenous in terms of the presence of
shared cultural elements (e.g., use of the Quechua language), as well as organization at the intra-
and inter-household levels, They are also remote and isolated; roads are treacherous and public
transportation is usually available only on market days (once or twice weekly).

Except for primary schools, there are virtually no public services in these communities,
and while potable water, electricity, and latrines are present in some cases, they are always
rudimentary. Local, independent water systems are generally built by residents with the assistance
of public or private development agencies, and consist of a catchment system, holding tank, and
pipeline to each house. Typically, each residence has a single tap in the front yard. Latrines are
sometimes constructed when water systems are installed. As is true for water systems, the
installation of electricity is paid for by the community. The service is usually limited to no more
than one or two lights in each house.

In terms of housing, most families continue to live in traditional chozas, which have dirt
floors, adobe walls, and straw roofs. Only recently has this type of construction begun o be
supplanted by cement block walls and zinc roofs.

Virtually all young children attend primary school, but secondary school attendance is
extremely rare. Rates of functional adult illiteracy range from 70 percent to 78 percent, and tends
to be higher for women and, in particularly, the elderly. There are no health centers in any of the
communities, and health care can only be obtained (when transportation is available) in towns that
may be several hours away.

Table 1 also shows that virtually all households depend prirnarily on agriculture. Com,
barley, and potatoes are the basic subsistence crops in the Sierra; potatoes are the most common
market crop, Secondary crops include onions, beans, quinua, broad beans (habas), lentils, and
native tubers (ocas, mellocos, mashua). The farming system combines the production of these
crops using shifting sets of techniques, including rotation and intercultivation, with small animal
husbandry (sheep, pigs, chickens, and guinea pigs). Labor responsibilities are commonly divided
on the basis of age and sex, and may include exchanges within extended families and communities.
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Table 1: Characteristics of Seven Case-Study Communities
A. General Characteristics and Access to Basic Needs

Percent of households with:

Popu- Health Potable Electri-

Community Region Ethnicity lation Center Water city Latrines
Melan Sierra  Indigenous 255 No 70 70 0
Jatun Era Sierra  Indigenous 259 No 93 95 o5
Maca Chico Sierra  Indigenous 557 No 87 %0 100
Apunag Sierra  Indigenous 378 No 95 0 93
Bellavista Coast Mestizo 1200  Yes 70 %0 97
Membriltal Coast Mestizo 1240  Yes ¢ 20 83
Villano Oriente Indigenous 352 No 0 0 0

B. Economic Activities

Percent households working in:

Community Agriculture Migration = Commerce/handicrafts
Melan 100 55 15
Jatun Era 100 20 10
Maca Chico 90 53 20
Apunag 100 0 0
Bellavista 59 44 8
Membrillal 96 20 ¢
Villano 100 0 0

C Educational profile of three communities,

Percent of Adult’ educational levels {%)

Community childrea’
inschool None  Primary High schoo! High school graduation

Membrillal 96.4 215 64.5 10.8 3.2
Melan 100.0 40.4 57.4 2.1 0.0
Villano 100.0 14.3 65.5 13.1 8.3
' Age 8o 12.

2 Age > 15,

Source: Rural Qualitative Assessment,

Because access to land is so limited, agricultural production alone (whether for
consumption or sale) can not sustain the family, and other income must be obtained. The most
frequently used mechanism is off-farm employment, and in these communities, up to 55 percent of
households include temporary migration in their survival strategies. Handicraft production and
commercial activities are also important mechanisms for supplementing household income.

148



Working Paper 5

Me¢lan. The indigenous community of Melan is situated in the southern part of
Chimborazo province at between 2,300 and 3,600 meters above sea level. The community is
very remote, and is reached by traveling south from the market towns of Licto or Chambo for
one and a half to two and a half hours on poor dirt roads. While 70 percent of households
have access to a potable water system and to electricity, none possess latrines.

Landholdings in Melan range from only 1/4 to two hectares of steeply sloped, non-
irrigated land. The best land and the largest landholdings in Melan are owned by persons from the
neighboring community of Alap who married inhabitants from Melan, thus acquiring land there.
One fourth of the households have purchased an average of two additional hectares of paramo (high
Andean meadows), where they graze small numbers of horses and cows. Of 49 families in Mela,
twelve own pasturage and keep large animals (1-2 cows, horses, burros). Typical households own
on average five sheep, three pigs and 5-15 guine pigs. Subsistence production is supplemented by
the sale of onions, potatoes, and the occasional small domestic animal. Given their limited access to
land, members of over half of households migrate temporarily, usually to work in the informal
construction sector in Quito. Consequently, women must assume much of the responsibility for
household production, and even very young children must help out in the house and fields.

_Apunag. Like Melan, the village of Apunag is reached by traveling along small roads
south from Chimborazo’s capital of Riobamba. Connection to Riobamba and the local center of
Licto has recently improved with the completion of a road linking its neighboring community El
Etén. Nevertheless, travel still takes several hours. Before, the entire distance was covered on foot
or by mule, damaging crops in the process which resulted in lower prices for the produce of the
emil

The small primary school lacks resources, and this community has the highest rate of adult
illiteracy among the seven included in the RQA. While nearly all households are connected to the
potable water systemn and have latrines, no household has electricity but installation has started.

Household parcels are small (averaging no more than two to three hectares), and they are
highly eroded, because they are steeply sloped and their owners use them intensively. Agriculture
is carried out primarily to satisfy subsistence needs, but small surpluses are sporadically sold. The
average houschold has three pigs and ten sheep, rabbits and guinea pigs. Household income is
supplemented by temporary migration, which provides on average the equivalent of US$50 per
month during part of the year.
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10 This case study, and the two that follow, are based on information given by specific households. They
are not composites. Quotations included in the text on different topics were drawvm from interviews
conducted in the communities mentioned.
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Jatun Erg. Of the four Sierra communities, the situation of Jatun Era appears to be the
most favorable. It is somewhat less remote than the others, and almost all households have access
to basic services: potable water, latrines, and electricity. It has a primary school but no health care
ﬁci]ity.“

In quantitative terms, access to land is adequate by Sierra standards. Most households own
between five and ten hectares which is greater than in other communities because families who had
worked at a nearby hacienda were able to purchase land from the hacienda. At present, households
can not only provide for most of their own subsistence needs, but also produce a surplus for
market.

Because landholdings can generally provide for family sustenance in Jatun Era, few heads
of houscholds migrate, and in only one fifth of households, younger males seck off-farm
employment. Nevertheless, the productive quality of the land is limited by its elevation, topography
and absence of irrigation water. In the future, this factor is likely to combine with impending
subdivision of the holdings to constrain the relative well-being of the community.

Maca Chico. A large ravine bisects Maca Chico. It is difficult (and at times impossible) to
cross this ravine, so that some school children find it easiest to attend school in a neighboring
village, and undoubtedly, community integration suffers for the same reason. While most
households have access to potable water and electricity, none have latrines, and, as in the other
Sierra communities included in the RQA, health care must be obtained in the nearest town.

Maca Chico, which is the largest of the four Sierra communities, also has the clearest signs
of stratification based on landownership. While a few households own around six hectares, and can
therefore probably produce surpluses, others own around three hectares, and can therefore barely
cover their subsistence requirements. Finally, a larger group has access to less than one hectare,
which is not enough to produce enough for market or for subsistence. Consequently, members of
more than half of households participate in temporary migration, while 20 percent obtain additional
income from handicraft production or commercial activities, usually as tailors. For all households
of Maca Chico, then, landownership is the defining characteristic of poverty.

" “Things are a linle better now because ... we have land and animals, even though there are changes
Jrom year 1o year. Some years are better, in other years, you recuperate. Sometimes, there is extra
work”. (household interview #1, Jatun Era).
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4.3. The Coastal Communities

Several characteristics of the two coastal communities included in the Rural
Qualitative Assessment stand out in Table 1. First, it can be seen that they are both two to three
times the size of the Sierra communities. Second, they are both inhabited by non-indigenous
(mestizo) families. Third, while access to public services is somewhat better than in the Siema
(both communities have a health center), the proportion of families with access to potable water is
not higher. On average, these houscholds have more consumer durables than their Sierra
counterparts: most have stoves and refrigerators, and many also own televisions and stereos.
Fourth, many families engage in a variety of commercial activities besides their agricultural work.
And many families receive remittances from family members who have moved on a more or less
permanent basis to Guayaquil.

_Membrillal. This mestizo community is situated in a transition zone between the dry
sabana lowlands and the more humid Chongon-Colonche coastal range. The majority of the
inhabitants belong to one of eight families, and many households are subdivided — 63 per cent of
the families have members who have moved permanently to urban centers, particularly Guayaquil.
Membriallal actually consists of five populated centers; Membrillal Centro, which was selected for
inclusion in the RQA, is the parroquia (parish) center. As such, it is the location of the
community’s church, school, civil registry, health subcenter, and community meeting hall.
Traditionally, the area around Membrillal has produced coffee, but declining prices have led to the
abandonment of substantial areas of land.

The community is relatively well endowed with basic infrastructure and families own some
luxury goods. Most primary school children attend the public school, but a private school was
initiated as a response to the poor quality of the public education; nevertheless, even its modest cost
is beyond the reach of most families. There is a high school, but it has very few students, and does
not cover the final two years. Most households have electricity and latrines, but the water supply
comes from a series of wells, and is not potable, The health subcenter has few equipment or
supplies and is attended by a rural doctor who is not available on weekends or holidays. In order to
feed the doctor, a health financing committee was organized which charges 500 sucres per
consultation (about US$0.25). In Membrillal, most families have radios and many have sewing
machines; a minority has televisions and stereos.

Agricultural production and transfers from family members living in the cities are the most
important sources of income for the families. Households with access to land at higher elevations
are able to grow coffee and cacao, otherwise production includes plantina, avocado, lemons, corn,
beans, and melons, Only a few single-parent houscholds do not participate in agriculture, but
virtually all farm families have additional income, which is obtained from family members (usually
grown children) who have moved to Guayaquil, or temporary migration to the coffee plantations, or
from a variety of commercial activities. The most common of these is the production of charcoal,
which is recognized to be a short-term, non-sustainable strategy because it is based on increasing

152



Working Paper 5 Rural Qualitative Assessment

deforestation, which is likely to worsen the already poor quality of local soils. Other remunerative
activities include small stores, ambulatory sales, services, and wage labor in a local small factory.
Finally, the sale of small animals, chickens, and eggs is a common ejement of earning the
household’s income. In fact, virtually all of Membrillal’s households combine several of the above-
mentioned elements to make their ends meet.

Cannen havé 3 senes of other
children for school.. For them, poverty is a
One of ‘the :ways that they adJust to their
oncem. if extra nioney is needed, the
2s. Tilnesses ‘are usually treated at the

the. center: has :no’ eqmpmem
st purchase these. in the local

Daily household subsistence is largely the responsibility of women because many of the
male household members migrate temporarily or permanently to the cities. Migration is due to
many families not being able to earn enough income from agriculture. Landownership is limited
and the land is unequally distributed, which is the product of the creation of the parroquia, the
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subsequent retention of communal land by the State, and its sale to a small number of wealthy
individuals. Because of the high migration incidence, for extended periods of time (up to eight
months annually) many families consist of women, children, and the elderly.

Bellavista, This community is located on a paved road about an hour’s drive from the
provincial capital of Jipijapa in the humid Portoviejo River valley. It is the least isolated of the
seven communities included in the RQA, and public transportation is readily available. Subsistence
and cash crops are rice, plantain, peanuts, com and yuca. Some households with good land also
plant coffee and cacao as cash crops. Most houses are typical of the Coast: elevated on stilts,
bamboo walls, wooden floors, and palm or zinc roofs. Basic services in Bellavista are superior to
those found in many rural communities because of the size and location of the community. Two
private schools -- one of them a Cathlic school -- exist, an agricultural high school, and a workshop
that teaches sewing to adult women. A health center is staffed by a rural doctor, nurse, and nurse’s
aide. Nearly all houscholds have electricity, and 70 percent are connected to the town’s water
system (while the rest have wells).

As in the case of Membrillal, the households in Belavista can be grouped on the
basis of landownership. While 10 families own an average of seven hectares, another group of 60
families owns less than one hectare each, and 30 families are landless, and are either obliged to rent
land or to work as day laborers. All of these households share a common limiting factor: none
have irrigation water, so that crops can only be grown during a few months in the winter.
Consequently, only 59 percent of the houscholds provide for their sustenance primarily through
agriculture, while fully a third are locally employed in the public or private sector, and nearly half
participate in either permanent or temporary labor migration.

Three constraints exist on subsistence and cash crop production. The first is lack of land
for purchase. All land in the municipality is owned so new land becomes available only very
seldom and if so at very high prices. Second, since land is not irrigated, agricultural production is
limited to one crop per year, i.e. during the rainy season (January to May). The third is land
titling. The ttling process is expensive and without titles access to credit is difficult if not
impossible. Animal-raising (cattle, chickens, pigs) is adversely affected by the lack of land for
pasturage and to grow forage for use during the dry season.

4.4. The Oriente Community

Yillano. This community was founded by Quechua-speaking residents of the Archidona-
Tena corridor, who moved east two decades ago as part of a more general eastward migration that
had its origin in increasing population density and impending landlessness. Community and extra-
community organization are strong; Villano is one of several communities forming an agricultural
cooperative. Age plays an important role in the organization. Access to land in Villano is typical of
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indigenous communities in the Oriente. Communal land is distributed to members, but distances
between the community center and farmsteads are often considerable, and difficulties in
transportation in the region make travel particularly problematic. Household landholdings average
one-half to two hectars. Distance is actually a function of age because new generations are
allocated more distant land.”

Villano, like virtually all indigenous communities in the region, has developed sedentary,
relatively intensive market-oriented farming systems. In the tropical regions west of Villano,
Quechua communities produce coffee; here in the subtropical cloud forest (600-1,600 meters above
sea level), the major product is paranjilla which is also the main economic activity of the
agricultural cooperative to which Villano belongs. But transport of the product to the market center
is difficult.

12 This process must necessarily reach a culmination within the next several generations; at some point, the
reserve will be exhausted as all available land is assigned to individual households, and the impending
problem of total landlessness will have to be confronted.
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As the community of Villano, like its neighbors, has become increasingly integrated into the
market system, household organization has been transformed in several important respects. First,
individual access to fixed landholdings has replaced traditional patterns of rotational land use.
Second, males’ traditional responsibilities for hunting and fishing have been replaced by activities
related to the production of naranjilla and limited quantities of coffee, cocoa, and feed com. This
change represents, in some respects, an incursion into traditional female responsibilities for
horticultural production.

The residents of this community have no access to basic services of any kind, The only
exception is a small, bilingual primary school. Health care can only be obtained (if transportation
can be secured) hours away, and there are no public water or electricity networks.

s. Perceptions of Poverty in Seven Case Studies

This section discusses how households in the seven communities view their living
conditions. These vary between communities, regions and according to additional factors such as
gender. A summary of the meanings of poverty for the respondents is presented in Table 2. In
some cases, different options are listed jointly, reflecting that respondents viewed these as
intertwined.

Table 2: The Meaning of Poverty

Rank Melan Apunag Maca Ohico | Janin Era Bellavine Membrillal Villano
1 land, land, land, land, snimals: | land, animals, employment Land, credit:
mnimals: unimals: animals: wo linls capital: oo possibilities: too little or
100 little too listle o little linle lacking not sccessible
2 elerly and elderly and | income and | Local Local awn busineas: Roads, services:
widows: widows; debt:vicious { employment employment not possible to bad
alone alone circle possibilities: and commerce | open
without belp | without help lacking possibilitiea:
lacking
3 basic needs: | food: too basic needs: | basic necds: crop prices: Land, snimals | plant discases
unmet fittle unmet unmet (health) | oo low oo linke and human
(housing) iliness: mmpant
4 —_ destiny: —— - Consumption Consumption destiny: borm
bomn goods: lacking; | goods: lacking; |poor
poor services: poar services: poot
(iransport) (health}

Source: Rural Qualitative Assessment.

In six of the seven communities, limited access to land is viewed as the most important
component of poverty, and when respondents were asked to compare their situation with that
of their neighbors, and to compare their community with other communities, land was the
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most commonly-employed yardstick. In large part, access to land also defines the relationship
of the individual and household to the community and to the larger society.

3.1.  The Sierra Communities

Land and animals: Little land and few animals are the most important indicators of living
conditions for the Sierma communities.” In the Sierra, land has both cultural and economic
significance to indigenous communities. The earth is regarded as a “supernatural symbol of
procreation, fecundity, protector of the weak, the infirm and is propitiated aooordingly”." Land
provides the context within which community and family relations are expressed. In these
communities, ‘landless peasant’ is a contradiction in terms. Economically, land is the primary
source of subsistence; the precise manner in which the household obtains its sustenance depends on
the size and productive quality of its holdings. 'When appropriate techniques are employed, and
when the holding is of sufficient size and productive quality, a surplus can be sold. When it is not,
as in case of most of the households in the four Sierra communities, other sources of non-
agricultural income must be sought.

Access to land has a qualitative aspect; particularly in the Sierra, respondents identified
poor soil, steep terrain, and erosion as serious limiting factors to production and productivity. In
Jatun Era, for example, Jandownership is well above average; nevertheless, respondents observed
that this factor was more than offset by the agroecological limitations that are present,

The majority of the households in the four communities own relatively few domestic
animals, essentially because they do not have enough land to dedicate to pasture. In addition,
access 10 paramos (high Andean meadows) is limited, because little or none was obtained through
agranian reform or purchase. Villagers said that animals are important as a saving means for bad
times and for meat consumption. Hence families without animals are generally regarded as poor.

: The respondents in the Sierra communities were particularly sensitive
to the relationship between landholding and the family cycle. In both Melan and Apunag, the
perception that the elderly, widows, and other people left ‘alone’ are the poorest reflects the relative
incapacity of this group to adequately exploit their land resources on their own. These households
depend to a much greater degree than others on exchanges of labor and land. In particular,

13 *Poverty is because of the land; the person who doesn't have any must obligatorily leave to do day
fabor. * (household interview Maca Chico, #1).

M Gustavo Céiceres quoted in: ‘Mujer Andina, Condiciones de Vida y Participacién®, Quito.
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sharecropping is used to obtain a scarce resource (labor) in exchange for one (land) that for these
households is plentiful."

Basic Needs: Three of the four communities in the Sierra assigned needs as housing or
health a high weight. Poor housing quality was of particular concern to the inhabitants of Maca
Chico and poor health was a defining element of poverty conditions by the families asked in Jatun
Era

Income and debt:  Only the interviewed families in Maca Chico mentioned income
be a key determinant of poverty but they linked it not only to the obvious purchasing capacity of the
household but also to the relationship between income and debt. As quite a few families are
indebted in this community, the little current income what families possess has to finance the debt
besides maintaining the family. If the families were not indebted, on the other hand, they could
rather store sum of their produce and sell it at higher market prices later in the season.'

Destiny: The interviewed families in Apunag feel that they are destined to be poor.
Besides ethnic reasons, this feeling could well also be a product of the distant and poor lands where
many indigenous communities are located. For example, it is impossible to leave the village of
Apunag if rains are heavy because the road connection is so scarce and fragile.

5.2. The Costa Communities

Land, animals and capital: As for the Sierra, the command over productive resources like
land, animals and capital, is the clearest indication of a family’s well-being for Costa inhabitants
asked in the two communities, However, it should be taken into account that on the Coast, land is
essentially a commodity, and landownership conveys a sense of community to a much lesser degree
than in the other regions, Average landownership is greater in the Coast than in the Sierra, in part
because in newer areas of settlement, colonization provided 50 hectares to each household. In
older, more marginal communities, however (particularly in Manabi Province, where the two case
study communities included in this report are located) landownership is nearly as limited as in the

13 “We ‘widows’ are lgft alone, because they (the men) leave in order to work” (household interview

Membrillal, #1).

14

*If the farmer had money, he could store (his products) unsil prices increased, but because of debts, he
must sell (immediately). * (household interview Maca Chico, #2).
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Sierra. Additional land is either unavailable or prohibitively expensive, and productivity is limited
by the absence of irrigation. "

Employment and commerce: In the more commercially-based economy typical of the
Coast, subsistence production is less central to the well-being of the household, and wage labor or
small commercial activities are very important as reflected in the ranking of poverty definitions in
the able. Many houscholds provide seasonal plamauon labor or try to open small commercial
enterprises on the side. Tb a greater extent than in the Sierra, therefore, lacking local employment
opportunities are perceived in Bellavista and Membrillal to be a defining characteristic of poverty.
It is interesting to observe that women in Membrillal do not view the lack of employment
opportunities as a cause of poverty because women on the coast generally do not work outside the
home, with the exception of smail animal husbandry activities.

Infrastructure: In general, households are better able to have adequate housing and to feed
their families than in the Sierra, and poverty is viewed more in terms of lack of consumer items that
few Sierra households possess. On the other hand, inadequate public infrastructure (e.g., roads)
and services (particularly, health care in Membrillal) are associated with poverty.

5.3.  The Oriente Community

Asked what constitutes ‘poverty’ or ‘well-being’, the inhabitants of Villano in the
Ecuadoran Oriente see their limited command of land and credit as a first, bad roads and services
as a second, plant and human health problems as a third and the indigenous people’s ‘destiny to be
poor’ as a fourth factor. " Limited land availability does not permit traditional forms of rotational
slash-and-burn agriculture which, in additon, are located far from the village center. Altemative
sources of income in or near the community are scarce.

The physical isolation of the community is keenly felt in Villano. Any trip, whether it be to
the reserve (to carry out agricultural tasks) or (o regional urban centers (to purchase inputs or food
items or to sell their products) involves a huge (and costly) effort. The lack of public services
would also be felt to be a product of the relative inaccessibility of the community

7 "There isn't much income; there are no secure labor (opportunities), and we harvest only once a year.*
(houschold interview Bellavista, #1).

' "We have neither land nor work... Some of us have land in the reserve, but we can't transpors owr
products from their, because it is so far. It is difficuls 1o carry them, and since I don’t have land here,
and only in the reserve, I am poor. Sometimes, I don’t have enough to make do. " (household interview
Villano, #1).
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As outlined above, the community of Villano is typical of the region in that it lacks virually
all basic services. This situation is conceived of, in part, as a product of the above-mentioned
isolation, due to the inadequacy of feeder roads and public transportation. For that reason, the
virtual absence of basic public services (e.g., potable water, electricity, elimination of wastes) is
seen to be a major component of the poverty that characterizes the community and the entire
region.,

For many indigenous inhabitants of Oriente communities like Villano, the situation is so
bleak that poverty seems to be preordained.” This attitude, however, may reflect less the
acceptance of fate than a recognition of the structural nature of poverty in a community separated
from the rest of the country by much more than a few miles of bad road.

Especially women mentioned that men’s alcohol consumption and drinking habits are a big
problems. Men are responsible for money management and they spend a sizable portion of
earnings from naranjilla sales on fiestas, alcohol and consumer goods as opposed to agriculture or
home improvements.

6. Household and Community Strategies to Address Rural Poverty

This section describes three sets of mechanisms used by rural households in the seven
communities to make ends meet in times of economic hardship.® First, households attempt to
complement and diversify income. Second, they reduce expenditures which can largely only be
achieved by limiting the already low levels of consumption. Third, households depend to varying
degrees on intra-family and intra-community help and resource exchange. The resulting
survival strategies should not be understood merely as the selection of separate items, as from
a menu. Rather, the interaction among the various elements is very important, and as
conditions change, the use of specific mechanisms and their relative importance may be
substantially modified.

i "We have lived poor, and we have to live poor, like our parents and grandparenss. " (household interview
Villano, #2).
» Interviewers gave the families s time-frame from 1988 (o the present when they discussed these

alternative strategies. Although reference to 1988 was easy for persons interviewed on the Coast and in
the Oriente, it was not possible for persons in the Sierra because the communities studied had litle
connection with national life, and the individual's singular frame of reference was the life cycle (birth of &
child, marriage, death of a family member).

160



Waorking P 5 Rural Qualitative A
Table 3: Strategies to complement household income
Melan Apunag Maca Chico | Jatun Era Bellavista Membrillal Villano
Temporary Female & Temporary Female & Family Permanent Cash crops
migration ¢hild labor migration child labor assistance migration
Female & Tempotary Domestic Domestic Domestic Temporary | Subsistence
child labor migration animals animals animals migration production
Land/labor Domestic Piece work Temporary Permanent Small Dsy labor,
exchanges animals migration migration business work
harder
Weaving Land/labor Land/labor — Small Family —
exchanges exchanges busincss subsistence
5 Day labor Cash crops - - - — -

Source: Rural Qualitative Assessment.

6.1.  Strategies to Increase and Diversify Income
6.1.1. Sierm -

The strategies to increase and diversify income are presented in Table 3 and as can be
observed, respondents did not include subsistence production as a diversification strategy.
Nevertheless, the most essential component of household reproduction (that is, its capacity to
renew itself on a daily and generational basis) is subsistence production. The evolution of the
independent, landowning peasant household has not altered the central role that subsistence
production plays in the sirategies developed in rural communities in the Sierra. Answers in
Table 3 should therefore be viewed as ‘additional’ income sources.

Temporary migration, Given the limitations in agricultural production and limited
local employment opportunities, the most common element to earn additional income is
temporary migration of one or several family members. Usually, young men and male heads
of households migrate on a temporary and often cyclical basis. Most frequently, labor is
provided in urban centers, and less often, in agriculture. In both cases, migration takes place
during lulls in the cropping cycle on the small holding.

The migration rate for household heads ranges from 55 percent in Melan to 20 percent
in Jatun Era, and young men migrate in similar proportions. Men from Melan travel primarily
to Quito to work in construction (i.e., part of the informal sector) and to a lesser degree, to
rural areas in the provinces of Esmeraldas (on the Coast) and Napo (in the Oriente). Most
men migrate for a total of two to three months at a time, but rarely at a single stretch. They
return home briefly (usually during weekends or at the end of the month) to remit their savings
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to their families. Men migrate mostly to Quito, to the regional centers like Ambato or
Latacunga, or to the rice-producing region around Quevedo, on the Coast.™

Female and child labor. Temporary male migration increases household labor and
management responsibilities for women and children. The complementary nature of these two
mechanisms is illustrated by their ranking as the top two mechanisms to supplement incomes
in three of the four Sierra communities surveyed. Women have always played a central role in
agricultural production in indigenous communities in the Sierra, and children assume
increasing responsibilities as they become older. In addition, women and children are
responsible for household reproduction (cooking, cleaning, fetching water and firewood, health
care, and other tasks). Studies indicate that women in communities like those studied have a
work day of 15 to 18 hours; culturally, leisure is considered unacceptable for women, and they
may work at spinning wool even as they walk and talk.

In addition to household labor, communal labor obligations that formerly were the
responsibility of men have shifted to women. In communities like Melan, women have largely
replaced men in mingas (communal labor parties), and labor exchanges within the extended
family. It is not surprising that more women than men report this component as an important
part of household survival.

As already mentioned above, while parents do integrate children more in the
household work, they nevertheless do not take them out of school.

Small animal husbandry. In times of hardship families rely on the functions small
animal husbandry has in an integrated farming system. Animals consume crop byproducts
(e.g., com stalks), and complement crop production {(e.g., by providing manure). Small
animal (sheep, pigs, chickens, guinea pigs, and rabbits) husbandry is carried out in the four
communities as a means of saving for emergencies (especially illness or crop loss), or for
regular purchases (particularly costs related to attending school: clothing, books, and
supplies). This element of the farming system nearly always falls within the province of
women and, in fact, small animal raising is one of the few women's activities which does not
require consultation with one’s spouse, e.g. women can sell animals without their husbands’
permission. It is particularly important for the four communities because they lack access to
pasture land and therefore, have a very limited opportunity to raise cattle.

Day_labor and land/labor exchanges . Marginal Sierra families in three of the four

communities exchange land and labor more intensively in times of hardship and this can again

n For some, migration begins at a very early age. “Since I was very young, I've migrated -- beginning at

age seven — and I've stated migrating again because I can’t support my family siaying here” (household
#2, Melan).
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be viewed as complementary to temporary migration. In addition to regular exchanges of land
and labor between households which do not have labor (elderly, widows) or land (the very
poor), increased exchange of labor and land occurs if male family members migrate
temporarily to the cities. Not every family need to send one or more family members to the
cities since the tasks of those who leave on the land have to be assumed by the rest of the
family or -- if this does not suffice - by other members of the community, Land and labor
exchanges are now very common in these communities. In Melan, for example, 35 of 49
houscholds engage in land or labor exchanges.

Additionally, members of the poorest households may engage in day labor on a
sporadic basis in their own or in neighboring communities, and are hired by slightly more
affluent peasant households. To some degree, community members are hired as a form of
community assistance in very bad times.”

Handicrafts. In both Melan and Maca Chico families have started to weave and
produce piecework for the local market which earns additional income. Several men in Melan
weave ponchos, shawls, and skirts on hand looms, using wool that is spun by women.
Earnings are meager, however, because the weavers do not know how to dye their cloth. For
that reason, weaving is a part-time job. In Maca Chico, young men have started to sew
trousers on a piecework basis, using machines purchased on credit in the provincial capital.

1.2 mm

Permanent and temporary migration. Permanent and temporary migration is a very

important additional income source for the Costa communities. It is common to encounter
households with members who have permanently moved to urban centers--usually Manta or
Guayaquil--in order to obtain secondary school education or employment. For the household,
their remittances are an important source of income, and are used to cover food, education,
and health care expenses. An estimated 90 per cent of households in Bellavista receive such
remittances.

While this form of migration involves full-time urban residence, it rarely
represents a total separation from the countryside. At the national level, the rate of urban-rural
migration is fully one-half of rural-urban migration, and usually takes place when land

z Labor is also provided by s limited number of rural residents on neighboring haciendss. Because of
mechanization, however, there is little demand for a permaneat Iabor force, and work may only be
available for labor-intensive activities, such as sowing and harvesting, that take place at the same time as
in the peasant community,
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becomes available to landless rural-urban migrants, or in cases of urban unemployment.
Additionally, it is frequently the case that only part of a housechold moves to the city; for
instance, young children may be left with grandparents or other relatives and remittances cover
their expenses. In addition, when parents in the community of origin become ill, they may
travel to their children’s urban residence to obtain health care. In this sense, permanent
migrants maintain a presence in their rural places of origin.

While less prominent, rural inhabitants of coastal communities also migrate on a
temporary and usually cyclical basis. In Bellavista, men work as laborers on medium- and
large-scale coffee and banana plantations during the harvest (June-July). In Membrillal, men
work on neighboring large farms and ranches. These constitute an essential component of total
household income,

Family assistance. Family assistance comprising work of women and children but also
help from relatives in the from of work or credit constitute an important additional income
source for the Costa communities as well. As in the Sierra, children constitute an important
element of the household labor force, although they tend to start working at a somewhat later
age. Traditionally, rural women in the Coast have not worked in the wage labor force. In the
past five years, however, their participation in non-traditional crop plantations and processing
plants has increased in many rural communitics of the Costa but this process has not yet
started in the two communities under study.

Labor exchanges within and among households are uncommon in these mestizo
communities, and communal labor is a relatively rare phenomenon. Members of the nuclear
and extended family assist relatives with small loans for which there is no fixed repayment
period. This component illustrates that household economies are more monetarized on the
Coast than in the Sierra.

Small businesses. Microenterprises are more commonly encountered in communities
like Bellavista and Membrillal than in the Sierra and have become an important income
source. They may include home-based garment production, shop-keeping, laundry services,
small appliance repair, charcoal production, preparation of coffee sacks, and the like. Many
development projects are based on local capacity to initiate and sustain this type of activity,
and households that have small businesses are perceived to be better off than those that do not.

Small animal husbandry. Women in the coastal communities are primarily responsible
for raising chickens and pigs as a source of savings and occasional special need.
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6.1.3, The Oriente Community

Residents of the community of Villano report that strategies to increase income are
based on three principle elements. First, and as discussed earlier, agricultural production has
become more market-oriented. In the area around Villano, naranjilla production for the

national market is a major income source. Smaller amounts of coffee, cacao, and hard (feed)
corn are also produced and sold.

Second, families in Villano attempt to increase subsistence production of agricultural
produce which traditionally has been the responsibility of women, and from hunting and
fishing, which was considered to be men’s work. The latter is increasingly less important,
however, as environmental degradation and demographic pressures limit the availability of wild
animals and fish, Consequently, tasks related to the production of corn, cassava, bananas,
peanuts, and other subsistence crops is currently shared with men.

Third, the kind of temporary, cyclical migration undertaken in the Sierra and Coast is
not found in the Oriente, but day labor is another way in which essential cash income can be
obtained. For the most part, labor is provided in the production and packaging of naranjilla in
nearby cooperative subcenters.

6.2. Strategies to Reduce Household Expenditures

It can be seen in Table 4 that housecholds in the seven communities combine any of
eight mechanisms to reduce expenditures as a response to poverty. As in the case of the root
causes of poverty, some responses are multiple, because strategies to reduce spending are
interlinked.

Table 4: Items for which household expenditures are reduced

Rank | Melan Apunag Maca Chico Jatun Era Bellavisia Membrillal Villano

1 Food Clothing Food Clothing Clothing Food Foad,
clothing,
medicine

2 Clothing Medicine Clothing Food Food Medicine Aleohol,
ficsias

3 Ficstas Food Ficstas Number of | Medicine Clothing Public

children transport
4 Poad Fiestas Public —_ Secondary - -
sharing transport school

Source: Rural Qualitative Assessment.
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6.2.1, Sierra

In the Sierra, household expenditures are reduced primarily by purchasing fewer and
cheaper foodstuffs and clothing. Other components of the strategy include the use of
traditional medicine, limiting ritual expenses (fiestas), walking instead of using public
transportation, and, in Jatun Era, planning on fewer children.

Food. Households in all four Sierra communities report that they are purchasing less
food and are utilizing the most inexpensive items available. In particular, women reported this
mechanism. Processed foodstuffs such as starches (especially pasta and rice), salt, sugar, and
vegetable shortening are used in very small quantities to complement diets based largely on
potatoes, com, and barley. The consumption of more nutritious, but more expensive items,
such as meat and milk is rare.?

Clothing. Households report that they purchase clothing less frequently than before
and used clothing is often sought out. Women and children wear clothes for longer periods of
time; children’s clothing is passed down to younger siblings. In indigenous communities,
women tend to wear traditional clothing more than men, but this custom still requires the
purchase of manufactured items. While in communities like Melan, women sew clothing from
cloth purchased in local markets, the self-production of cloth is essentially a lost art.

Community ritual. Community celebrations (fiestas) are less common and less
expensive. In Apunag, some households report that they do not participate in celebrations at
all, in order to dedicate scarce resources to food consumption. In Maca Chico, community
ritual celebrations have been shortened considerably, while in Melan, fiesta expenditures have
been converted from a community responsibility to an individual household option. While
this change may be viewed in a positive light, one negative impact is that it tends to reduce
community solidarity.

Medicine. Households have also reduced their expenditures for medicine. In the
Sierra, they had traditionally relied upon locally-available herbs and other remedies and only
seldom used government provided services. Nevertheless, these few visits to clinics and
hospitals have been reduced and are now reserved only for the gravest cases.

Transportation. Another way to reduce expenditures, which was reported in Maca
Chico and Apunag, is to walk rather than pay for public transportation. Maca Chico is

This element of houschold survival is particularly significant given the fact that the rates of infunt and
child malnutrition are highest in rural communities in the Sierra. In 1990, chronic malnutrition of
children below the age of five reached 67 per ceat in the rural Sierra. This compares very high to a
national average of 45 per cent. See Working Paper 1.
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somewhat less isolated than the other three communities, however; this mechanism is not
practical for traveling to and from more isolated communities on a regular basis. In Apunag,
individuals walk up to four hours to reach a neighboring community to save the transport cost
of 2000 sucres (about US$1).

Family planning. A long-range mechanism mentioned by several women in Jatun Era
is to limit the size of the family. This element would be related to the capacity of the family to
redistribute labor responsibilities and to ensure the future care of the parents. Data aggregated
at the national level indicate that fertility has decreased consistently since the 1960s, and while
rural families are still larger, on average, than their urban counterparts, the demographic
transition has clearly arrived in rural Ecuador.

6.2.2. The Coast

Food. In Membrillal, reduction in food consumption was the most important means of
reducing expenditures. The standard diet is typical of the rural poor on the Coast; it consists
of rice, plantain, and peanut sauce. Fish may be eaten in small quantities twice a week, while
meat is rarely or never consumed. In Bellavista, the reduction of food consumption was the
second most important factor mentioned. Nevertheless, the changes that have been put into
effect are significant. Households report that they now eat only twice a day, and consumption
has been decreased. As in the Sierra, meat consumption is relatively infrequent. Children no
longer drink milk, and the consumption of fruit juices has been cut in half.

Clothing. Coastal households have reduced clothing expenditures by purchase ready-
made items rather than those sewed by tailors and by using clothing for as long as possible. In
contrast to the Sierra, women are more preoccupied with clothing purchases than men.

Medicine. As in the Sierra, many households have opted to limit visits to clinics and
hospitals to the strictly necessary, and visit traditional curers and midwives, Similarly, locally-
available herbs and other remedies are used instead of purchasing medicine.

Education. Most households believe that the education of their children is of utmost
importance, and have tended to keep them in school longer than in the past. In addition, the
traditional breach in years of school attendance between boys and girls has tended to close.
Nevertheless, while school attendance is both free and obligatory, the related costs can be
considerable. In times of scarce household income, when child labor is particularly
important, the tendency to withdraw children from school (and/or high rates of absenteeism)
can be expected. This tendency is observed, for example, in the case of Bellavista, where
children are normally not sent to secondary school.
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The finding that half of respondents in Villano could not identify any particular
mechanism for reducing expenses reflects less the absence of a strategy than the fact that the
elements of minimizing expenditures are so common and so long-standing (i.e., not a ‘new’
strategy). That is, the purchase of food items, agricultural inputs and medicine has never been
an important part of the household economy and can therefore not be readily reduced.
Nevertheless, other respondents reported that they have, in fact, reduced the purchase of food,
clothing, and medicine, that they have reduced the consumption of alcohol related to ritual
activities, and travel more than before by foot.

6.3. Mutual Assistance Through the Exchange of Resources

In all three regions, households and communities have developed mechanisms by which
neighbors and family members assist each other. These mechanisms do not constitute a safety
net, per se, because they are not designed simply to care for those who can not care for
themselves. Rather, in the traditional setting, they are an integral part of community and
houschold membership and provide not only for the exchange of resources (e.g., land for
labor), but allow for the expression and extension of community solidarity and cohesion, as
well. As such, they are particularly important in indigenous communities, whose very
existence is based on blood and ritual family bonds.

In the Sierra, resources are exchanged in times of family crisis, such as illness, death,
or crop loss. Neighbors and, in particular, family members, can be counted on to provide
food, labor, or money in such moments. This practice is simply the extension of a more
general principle of exchange which, as discussed earlier, provides for different forms of
sharecropping, labor exchanges, or sporadic wage labor. But the community at large also
provides a form of safety net in many cases. For example, the community of Melan does not
have a cemetery and when somebody dies, special transport must be hired to take the deceased
and his or her relatives to the next cemetery at a cost of 100,000 sucres (US$50). The
community pays one-half of this cost.

In addition, indigenous communities have a long history of communal labor, which is
normally provided on a monthly basis for regular maintenance of community infrastructure,
such as roads. In addition, special labor obligations may be provided if, for instance, the
community votes to participate in a particular project (e.g., construction of a water system or a
community meeting hall). Communal crop production is relatively rare, but communal
ownership of pasture land is less so (even though this factor is limited in the four communities
under discussion).
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Similarly, in indigenous communities in the Oriente such as Villano, most housecholds
are bonded by family ties. Consequently, there is no clear distinction between family and
community assistance. As in the Sierra, members of extended families frequently exchange
labor services, and loans may be provided on an informal basis. Similarly, communal minga
labor is convened for the maintenance or improvement of community infrastructure.

In contrast, in coastal communities like Bellavista and Membrillal, blood and ritual ties
among houscholds are weaker. Consequently, assistance is rarely afforded within the
community. For example, 10 of Bellavista’s 26 respondents reported that no mutual aid links
community members. It is much more common to contract day labor for community works,
as household members are more fully integrated into regional cash economies than in the
Sierra or Oriente.

7. Recommendations for Poverty Reduction

Residents of the seven communities were asked to recommend a response to their
poverty. Several interesting lessons can be drawn from the responses summarized in Table 5.
First, respondents believe that solutions are at hand, and that certain elements related to
poverty can be addressed. This finding contradicts the old ‘culture of poverty’ theory and
which argues that the poor accept their situation and transmit norms and values related to
living in poverty from generation to generation.

Second, the expressed solutions are quite practical. Responses do not call for major
land reforms or simply income transfers. Families do not ask for ‘more land and animals’ as
one might have expected after their own poverty definitions showed above. Rather, families
overwhelmingly suggest measures which will increase the productivity of available land and
human resources. Infrastructure (48 percent) and training emerge as very important suggested
solutions.

Third, the families distinguish between exogenous and endbgenous factors they view as
important to better living conditions and do not only expect *help’ to come from the outside.
Three of the seven communities give organization of the community itself a high importance in

overcoming poverty.

7.1. Sierra

The first recommendation from the four Sierra communities is related to enhancing the
use of -- rather than the access to -- land. This recommendation has two interrelated parts.
First, since local resources alone are insufficient, rural families ask for credit to purchase
agricultural inputs and animals. Second, training is necessary for maximizing the utility of
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these resources. In particular, most of these households have never participated in
development projects, and respondents perceive the need for extension programs that include
components in crop, domestic animal, and forest management.

Table 8: Recommendations for Responding to Poverty

Rank| Melan Apunag Maca Chico | Jatun Era Bellavista Membritlal | Villano
1 Credit for Credit for Training Credit and Bmploym. Services Roads
land, land and training generation {water,
animals, and | animals; latrines)
inputs roads
2 Services Community Roads, Organiz. Credit for Employm. Services
(latrines, organization bridge, land, gencration {water,
electricity, irrigation animals, and health)
water) inputs
3 Communal More work Services Roads, Community Roads Communal
meeting hall (water, communal organization meeting
latrines) meeting hall, hall
telephones .
4 Communal — Church, — Improved Schocels Credit
store clinie, economic
school conditions
5 Training — — — - — —

Source: Rural Qualitative Assessment.

Training is sought for both agricultural and other actives. Small farmers want to know
how to recover the productive capacity of the soil, prevent soil erosion, produce and use
organic fertilizers and have access to improved seeds to combat plant disease and increase
yields. They also want to be trained in large and small animal health and management, e.g.,
parasite treatment. Inhabitants of Jatun Era recommend the establishment of an artisan
workshop.

A second thread that runs through the recommendations offered in the Sierra relates to
the development of infrastructure, both productive (particularly roads, bridges, and irrigation
systems) and social (e.g., community meeting centers, community stores, and churches).
Closely linked to training actives, residents of Melan seek the creation of a community
weaving center which would provide youth with local employment so that they would not have
to migrate and allow savings on clothing purchases. A third area of concemn is basic services;
water, electricity, latrines, telephone systems, health centers, and schools. Finally, it is felt in
several communities that local organizational capacity is inadequate and that the community
itself has to improve its own support system of members.
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7.2. The Coast

For rural inhabitants of the Coast, employment is more of a central concern to
household sustenance than in the Sierra because agriculture, which provides the main source of
household income, is not a year-round occupation. Employment opportunities refer to both
within the community as well as in urban centers. In Bellavista, the permanent unemployment
rate among the economically active population is about 30 to 40 per cent.

In Membrillal, other concerns relate to infrastructure and services. In Membrillal,
water, which is only available from wells, is of highest concern and families desire a pump and
make the existing water system operationable. Latrine upgrading for the 30 percent of
household which do not have this service is similarly sought. Community members also seek
road upgrading to facilitate market access year-round because the 12 km dirt road which links
Membrillal and Manta is impassable during the rainy season. The residents of Bellavista, like
Sierra communities, find that credit for the purchase of land, domestic animals, and
agricultural inputs is necessary. Finally, parents in Membrillal recommend that the Ministry
of Education improve the quality of education in the primary school which has 250 students
but only four professors. In addition to the high student-teacher ratio, the parents’ chief
complaint is teacher absenteeism to which the ministry has not responded to date.

In contrast to Membrillal, Bellavista residents do not recommend infrastructure and
services but rather credit and improved community organization. Credit is needed for land
and animal acquisition, agricultural inputs and storage facilities. Credit would help families to
store their products and wait for better prices before selling them in the market. For example,
the price of corn at harvest is 6000 sucres per 100 pounds but the price rises to 22000 sucres
thereafter. Community members also feel that communal organization has seriously slipped
recently, partly reflecting that many male members have migrated to the urban centers in the
Coast.

7.3. Oriente

Infrastructure and basic services projects are dominant in the answers of the inhabitants
of Villano. They clearly prioritize the completion of the road connecting the village to
Archidona of which 1.5 km is missing. This will improve market access considerably.
Services like water and health rank second -- the community is seeking assistance in the
construction of a water system from the Municipal Council of Archidona and Integrated
Health Program of the agricultural cooperative of which it is a member. A community
center, under construction by the Federation of Indigenous Organizations of Napo, is viewed
as a symbol of well-being in the community and families anxiously await its completion.
Finally, credit is viewed as a fourth important itam to overcome poverty.
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8. Final Comments

Qur aim with this qualitative assessment was to learn about the views of poor rural
households on their living conditions, strategies in times of change and recommendations for
anti-poverty programs. Although the scope of this assessment was not even close to a
‘representative survey’, we have nevertheless obtained several very interesting insights into the
rural life of seven communities which could well be indicative of the rural areas in general.
Further, while the presented qualitative analysis cannot subsitute for more quanitative studies
using a representative survey like the LSMS, the presented results can be viewed as
complementary: they can help researchers formulate questions and research subjects which can
then be applied in quantitative analyses.

We found that rural life is everything but static, Almost none of the rural housecholds
in the seven very different communities survive on subsistence agriculture alone. New income
opportunities are sought, ranging from traditional animal husbandry to piecework,
specialization in cash crops to migration and from weaving to the start of small businesses.
The choice of this array of income sources depends primarily on the family composition but
also community support and mutual assistance between families.

Of most importance is that the rural poor believe that practical solutions to overcome
their poverty are at hand. Families distinguish very clearly between factors they have to
improve within their community from those where outside help is needed; infrastructure and
training are the main categories suggested for outside assistance.
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Annex 1: Local Organization

Rural people in Ecuador are organized at several levels. While organizational capacity varies by region
and social group, the institutions mentioned here can be found throughout the country. First, the comuna is the
legal expression of most rurel communities; alternatively, they may be instituted as cooperatives. Neither
alternative necessarily implies a specific form of marshalling community resources and in practical terms, there is
usually no significant difference between the two,

In the Sjerra, community organization is particularly strong because most members are related by blood
or ritual kinship ties, which permit households to enter into different land/labor arrangements, including
sharecropping (partidario) and labor exchanges (prestamanos). In addition, communal labor {minga) continues to
be a standard element of community organization centuries after its introduction by the Incas. Indigenous
communities in the Oriente are similarly based on kinship relations. In contrast, mestizo communities in the
Oriente and in the Coast usually bave weaker kinship ties and are usually poorly organized at the local level.

Additionally, communities may be linked on a regionsal and national basis. Their relationship to ‘higher’
levels, is not based on formal membership or strict lines of authority, but on representation and common interests.
Thus, at the lowest level, the organizaciones de segundo grado (frequently called uniones) link as many as 20
communities in a limited ares (often a single parroquia or canton). An example is UPOCAM (Union de
Organizaciones Populares y Campesinas de Manabi) to which the case study community of Membrillal belongs.
These organizations (as well as the individual communities) may, in tum, belong to federations that operate on 8
provincial basis. Examples include FICI (Federacion Indigena y Campesina de Imbabura) in the Sierra and FOIN
{Federacion de Organizaciones Indigenas de Napo) in the Oriente, to which the case study community of Villano
belongs.

The next level links organizmtions in eack of Ecuador's three principle regions. For example,
CONFENIAE (Confederacion de Nacionalidades Indigenas de la Amazonia Ecuatoriana) represents indigenous
organizations, such as FOIN, throughout the Orients. Finally, CONAIE (Confederacion de Nacionalidades
Indigenas Ecuatorianas) represents indigenous interests at the national level. A theoretical organizational chart is
complicated, first, by the fact that all levels can intersect at any point. For instance, an individual community can
deal directly with CONAIE. Second, not all indigenous communities participate in this system. Most notably,
those that have converted to evangelical Protestantism have developed a parallel chain of organization.

In the past decade, different levels of community organization have been strengthened, particularly within
the indigenous population. In particular, as they have become more experienced in interacting with governmental
and non-governmental agencies, communities have become increasingly capable of identifying specific problems,
and of searching for solutions. A series of recent events have enhanced this effect. The 1987 earthquake obliged
community organizations in the Sierra and Oriente to seek outside assistance and, in the process, to leam to
propose and manage specific projects and programs. The 1990 ‘uprising’ and the 1993 *march to Quito’ further
consolidated indigenous organizational capacity and redefined the relationship between the indigenous population
and non-indigenous power blocs. The debate over the new Agrarian Law has continued that process; in this case,
the participation of various indigenous groups has been decisive in the form that the law will take in its final

form.
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ADDENDUM

After the fieldwork for the Rural Qualitative Assessment had been undertaken, UNICEF
Ecuador commissioned a second round of qualitative surveys in six Sierra communities to
complement the analysis and examine whether the findings of the initial community studies were
confirmed. In this addendum, we briefly compare the findings of the UNICEF field research to
the results of the RQA. In general, the major conclusions of the RQA pertaining to the Sierra
communities are confirmed.

Community Characteristics; The six communities analyzed in this addendum are very
similar to the four studied in the RQA with respect to there command of productive resources,
their heterogeneity, and their access to basic services. They are all located in Ecuador’s highland
or Sierra region. Three (Molobog, Galgualén, and Guanlur) are in the Licto region of southern
Chimborazo province, not far from the communities of Melan and Apunag, which were included
in the RQA. A fourth community (Chilsulchi Grande) is located in Cotopaxi province, between
the capital of Latacunga and the town of Sigchos. The final two communities are somewhat
different than the others because they are located in the southern highland province of Cailar,
which was not covered in the first phase.

Table Al: General community characteristics

Community Province Ethnicity Population
Molobog Chimborazo Indigenous 700
Galgualin Chimborazo Indigenous 190

Guanlur Chimborazo Indigenous 198
Chilsulchi Grande Cotopaxi Indigenous 182
Achupillas Cafiar Indigenous 192

Palmas Pamba Caiflar Indigenous 170 (approx.)

Source: UNICEF Qualitative Assessment.

Like the four communities included in the first phase, these six are indigenous according
to nearly any definition. For instance, the Quechua language is spoken exclusively or partially by
all or nearly all residents. In addition, the study reveals the presence of other sociocultural
characteristics that reflect indigenous identity, including community organization and household
and community labor exchanges.

The economy and social structure of all six communities, like the original four, are based
on small-scale agricultural production that is oriented toward subsistence production and
sporadic marketing of small surpluses. Additionally, day labor in off-farm activities is another
income source. In each of the six, access to land is extremely limited, most holdings ranging in
size from less to two hectares to no more than five hectares.
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Access to basic services is scarce. Only in Achupillas have some households obtained
potable water; all households in all communities lack sewage. Electricity is available to between
40 and 80 per cent of households in Molobog, Gulgualan, and Chisulchi Grande, but none in
Palmas Pamba. While an electric system has been installed in Achupillas, it is not connected to
individual homes because many families can not afford an installation fee amounting to nearly
US$100.

Perceptions of Poverty; Like in the RQA, land was also of greatest concern in these six
Sierra communities. This underscores the nature of rural poverty in Ecuador as it is experienced

and perceived by indigenous peasant farmers. In particular, respondents to the survey felt that
their poverty was principally due to (a) the limited access to land; (b) the poor productive quality
of the land as in all communities the land is steeply sloped and highly eroded; (c) the lack of
access to irrigation facilities; and (d) the limited capacity to maintain and sell large domestic
animals (see Table A2).

Table A2: Definition of Poverty

Rank  Molobog Galgualdn Guanlur Chisulchi Achupilias Palmas Grande
1 Little land, Land, Irrigation Poor soil Little land, No land
irrigation inheritance poor land
2 Erosion Erosion Little land Poor climate Low No animals
poor land productivity
3 Elderly and - Poor land Low income Poor ¢limate  Low
productivity
widows; no
help
4 Bad organi- - Elderly and Little land; - -
aation widows few animals
] - - Fate Elderly and - -
widaows

Source; UNICEF Qualitative Assessment.

incr iversity income. As in the Sierra communities included in the
RQA, the three most commonly mentioned possibilities to increase household income in the
UNICEF study were migration, women and child labor and animal husbandry/crop
diversification. Temporary male migration rates vary between 30 percent (Molobog), 70 percent
(Guanlur) to 100 percent (Galgualan). This finding is consistent with the RQA and with many
studies conducted in Ecuador's highland rural communities. Relating to women and child labor,
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the RQA and the research in the additional six communities reveal that many rural women work
for wages on a sporadic basis, either within the community (e.g., assisting in agricultural tasks on
larger holdings) or in nearby haciendas. Table A.3 summarizes the results.

Table A3: Strategies to complement household income

Rank  Molobog Galgualdn Guanlur Chisulchi Achupillas Falmas Grande

1 Temporary Temporary Female & Market prod., Temporary Animal
migration, migration child labor production migration husbandry
day labor

2 Female & Female & Animal Animal Female & Temporary
child 1abor child labor husbandry husbandry child labor migration

3 Animal Day labor Temporary Temporary Animal Work in
husbandry migration migration husbandry hacienda

4 Crop - Help from Other Other Female &
diversification children child labor

5 Help from - Female - - -
family migration

Source: UNICEF Qualitative Agsessment.

Strategies to reduce expenditures. Respondents--particularly women--identified ways in

which they reduce expenditures in times of economic hardship. As in the four communities
studied in the RQA, households in the six communities under consideration report that in
particular, they have limited consumption of food, clothing, and medicine by purchasing in lesser
quantity and poorer quality.

An interesting difference with respect to the RQA is that in three of the original four
communities, the reduction of expenditures on community celebrations (fiesias) was mentioned,
but only as the third or fourth most important option. In contrast, fiestas were mentioned in four
of the six communities under consideration here as the first option for reducing expenditures. In
many Sierra communities, fiestas serve a series of important functions related to maintaining
community cohesion and solidarity. Therefore, the decline or disappearance of these events has
the potential to weaken the capacity of communities to work together to confront times of
€conomic crisis.
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Table A4: Items for which household expenditures are reduced

Rank  Molobog Galgualdn Guanlur Chisulchi Achupillas Palmas Grande

1 Fiestas Medicine Fiestas Fiestas Food, clothing Fiestas

2 Food Food Food Medicine Medicine Medicine

3 Fewer Fiestas None Clothing Fiestas Clothing
children

4 Medicine - Medicine Food - Food

5 Clothing — Clothing Transportation - -

Source: UNICEF Qualitative Assessment.

Mutual assistance through th han . The RQA demonstrates that one
of the defining characteristics of highland indigenous communities and families has long been the
implementation of different forms mutual assistance, which consists of two different sets of
practices. First, extended families and neighbors exchange labor both on 2 regular basis and in
times of special need, Second, in moments of extreme crisis, people may obtain loans or gifis of
money or goods.

Findings form the six communities under study here underscore an important dimension
of this feature of collective action. In four of the six, most respondents indicated that they rely
principally on family, friends, and neighbors, while only two (Achupillas and Palmas Pamba)
identified the community itself as the primary source of assistance. Many respondents felt that
community solidarity is declining because they are poorly organized and because individual
households are obliged to ensure their own survival, often through the frequent absence of
household heads and others. In these circumstances, family members and neighbors find it hard
to honor labor exchange commitments.
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Table AS: Sources of mutual assistance through the exhange of resources

Rank  Molobog Galgualdn Guanlur Chisulchi Achupillas Palmas Grande
1 Family Family Friends, Family Community Communi
neighbors

2 Institutions Friends, Family Institutions, Family Family,
neighbors, community neighbors
community

3 Friends, - Community Neighbors Neighbors Hacienda,

neighbors institutions
4 Community - Institutions Other Institutions -

communities

Source: UNICEF Qualitative Asscssment.

Recommendations for Poverty Reduction. Responses from the six communities under
study display substantial agreement with the four highland communities analyzed in the RQA

with respect to the concrete nature of recommendations for addressing poverty. As in the RQA,
these communities do not consider structural measures such as redistribution of land or income
as realistic options. Clearly, since these communities have been essentially defined by poverty for
generations, it is impossible for them to visualize the possibility for broad, sweeping change.
Nevertheless, as in the communities covered in the RQA, they readily identify specific actions
that can be taken to improve conditions in their communities. The recommendations shown in
Table A6 confirm the emphasis on infrastructural investment (especially in irrigation, potable
water) and agricultural extenston/training to raise the productivity of land. Credit is also given a
prominent role by the respondents, although to a somewhat lesser extent than in the RQA
communities.

Conclusions. The study of the six highland indigenous communities of Molobog,
Galgualan, Guanlur, Chisulchi Grande, Achupillas, and Palmas Pamba further illustrate
perceptions of rural poverty, the means by which it is addressed on a daily basis, and the actions
that the poor believe can and should be taken. These six additional case studies confirm to a
large degree the findings portrayed in the RQA relating to the Sierra communities.
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Table A6: Recommendations for Responding to Poverty
Rank  Molobog Galgualdn Guanlur Chisulchi Achupillas Palmas Grande
1 Credit None Trrigation Community Irrigation & Irrigation &
organization  pot. water pot. water
2 Irrigation Irrigation Training Imptove crop  Training Community
productivity organization
3 Community Improve soil Improve crop  Reforestation Community Credit
organization diversity infrastructure
4 Improve Others Potable water  Animal husb.  Latrines Latrines
agroecology

Source: UNICEF Qualitative Assessment,
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Working Paper 6

Subsidies, Social Expenditures, and the Poor

1., Introduction

The public sector can have a major impact on the level of poverty and social welfare in
a country, The power to tax and spend resources carries with it the power to redistribute
income, improve social welfare, and provide basic public services to those who would
otherwise do without, The objective of this chapter is to examine the impacts of certain public
sector activities on the welfare of the population. We will focus our attention on two major
activities which are most likely to have important redistributive impacts in the Ecuadoran
society, which are subsidies and social sector expenditures.

We examine the incidence of subsidies and social expenditures by expenditure quintiles.

We calculate the distribution of subsidies for water, electricity, cooking gas and urban
transport in proportion to the quantities consumed of these commodities or services. In
contrast, we allocate the benefits of public expenditures according to the access (and not actual
consumption) to public services as we do not have information on the quality of these
services.! As a reference for the reader, Table 1 contains some consumption characteristics of
the Ecuadoran population important for the incidence analysis. Poorer households tend to have
a larger family and the distribution of consumption is highly skewed as the population in the
highest quintile consumes about 10 times more than the population in the lowest expenditure

quintile.

Table 1: Distribution and Characteristics of Households
by Expenditure Quintile, 1994

Consumption Expenditure Quintile
Ist 2nd 3rd 4th 5th Overall
% Individuals 20,0 200 20.0 200 200 1000
Household size 6.1 55 51 4.6 35 4.8
% Households 156 176 18.7 207 274 100.0
% Consumption Exp. 5.5 9.5 133 19.5 523 100.0

Sources: LSMS (1994).

! We base all calculations on the 1994 Living Standard Measurement Survey (LSMS), which was
conducted by the Servicio Ecuatoriano de Capacitacion Profesional (SECAP).
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Qverall, the non-poor in Ecuador are the major beneficiaries from subsidies and public
social expenditures. Contrary to popular belief, the poor benefit little from subsidies,
especially not from the ones for electricity and gas. Public expenditures in the social sectors
are also tilted towards the more fortunate in society, largely owing to a striking maldistribution
of secondary and higher education expenditures.

Before turning to the subsidy distribution, one short remark about ‘progessivity’ and
‘regressivity’ is important. We will avoid these terms in the discussion of subsidies and
expenditures as they can be misleading. For example, a subsidy can be theoretically termed
‘progressive’ if its distribution is better than the income (or expenditure) distribution in society
~- or in other words if the removal of the subsidy would worsen the overall income distribution
in society. But should this be the benchmark against which we measure the effectiveness of
subsidies and expenditures? As observed in Working Paper 1, Ecuador has a very unequal
distribution of income so that it is actually not difficult for a subsidy to be ‘progressive’.
Rather, we will look at which part of society obtains the largest share of the subsidy as our
benchmark is that the poor should be the major beneficiaries of the subsidies and expenditures.

2. Subsidies

From an efficiency and equity perspective, subsidies have to fulfill two conditions to
justify their existence. First, from an efficiency perspective, subsidies should induce only
minimal shifts in the consumption of goods and resources in society (unless they are introduced
in order to reflect the existence of positive externalities associated with the consumption of the
subsidized good). Hence, subsidized goods should display very low substitution and income
elasticities. Second, from an equity perspective, the poor should be the main beneficiaries
from subsidies and leakage to higher income groups should be small. Inferior goods -- with a
negative income elasticity -- will fulfill such a condition.

Over the past couple of years, the Govenment of Ecuador has eliminated major direct and
indirect subsidies which had catered to the rich. The most prominent subsidies to be eliminated
were the ones for petroleum products. Previously, the price of petroleum had been fixed at the cost
of domestic production and not at its international opportunity value.

But a number of major subsidies remain in place. The most important ones are electricity,
water, cooking gas, urban transport and housing. Expect for the housing subsidy, which is very
difficult to allocate across consumer groups, we can analyze the distribution of the other subsidies
using information from the LSMS. Table 2 shows the behavioral pattern of households in the
use of electric power, water, and cooking fuel by consumption quintile, The access to basic
services is highly correlated with the consumption level. It should be noted that urban
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residency is often times a precondition for gaining access to public water supply or electricity
and hence for enjoying subsidized goods and services.

Table 2: Uses of Utilities by Expenditure Quintile, 1994

Ultilities Consumption Expenditure Quintile

Category Ist 2nd  3rd 4th  Sth Overall

Electricity (Y%a) 715 822 87.1 90.6 97.6 874

— of which % public 99.8 99.4 99.2 98.9 99.3 992

-= electricity consumption 727 832 1060 140.5 2258 141.9
(kWh/household/month)

Water from public source (%4) 304 374 443 54.2 75.1 514

Cooking gas (%) 591 762 834 859 886 80.3

Sources: LSMS (1994).

Electricity. INECEL, the Ecuadoran electricity company, adopted a complicated tariff
scheme in June 1993 which subsidizes the residential sector but roughly covers long-run
marginal costs in the commercial sector. For residential users, INECEL applies a graduated
tariff structure with the unit price per kWh progressively increasing from 7.5 sucres to 240
sucres in 12 steps. Most unit prices are lower than the long-run marginal cost, estimated by
INECEL to be 189 sucres per kwh. Only the extremely intensive users of more than 1000
kwh pay a price which is above long-run marginal cost. As seen in Table 2, with consumption
of the richest quintile of the population at 225 kwh on average (1994), even these consumers
are subsidized, although at a lower per-kwh rate than the poorer quintiles.

We calculate the subsidy per household based on the information of total electricity
expenditures per household. While the Living Standard Measurement Survey only provides us
with the total expenditures per household, we can recursively deduce the total household
subsidy by applying the tariff structure because we can determine the threshold levels for
which households have to pay a specific marginal tariff rate. We make two important
assumption in this exercise: that households are billed for what they actually consume and that
household declare the actual amount of payment correctly.

We estimate the monthly residential electricity subsidy at around US$14 million,
While we applied the same long-run marginal cost estimate than INECEL, our total subsidy
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estimate calculated from the houschold data is higher than the total subsidy estimate by
INECEL itself (US$9 million per month). Several factors might account for this discrepancy.

First, our monthly electricity consumption estimate is higher than the one INECEL had
applied which can be due to seasonal fluctuation or rationing. Second, our consumption
estimate would be inflated if households declared a higher expenditure for electricity than they
actually had, especially those with an illegal electricity connection.

As expected, the electricity subsidy does not reach the poor. Only about 20 percent of
the subsidy goes to the lowest two expenditure quintiles (Table 3). This unfavorable
distribution is due to two factors: First, far less poor than rich families -- especially in the
rural areas -- are connected to electricity which restricts their access to the subsidy. Second,
the rate of increase of electricity consumption with expenditures overcompensates the lower
‘average’ subsidy rate per kwh paid by heavy consumers. Or in other words, while the rich
get a lower subsidy rate per hour of electricity use, they consume so much that the total
subsidy amount is much higher for them than for the poor.

Water, Due to the decentralized distribution system of water, it is almost impossible to
calculate the explicit amount of water subsidies in Ecuador. According to the Banco del
Estado, there are some 189 entities supplying potable drinking water to households in Ecuador,
Costs to supply the water, water tariffs and the collection rate differ substantially between the
companies so that it would be necessary to evaluate the balance sheet for every single
company, conduct individual calculations of the long-run marginal costs and derive company-
specific subsidies. Such an endeavor goes beyond the scope of this analy:iis.2

Alternatively, we use imputed water expenditures -- which evaluate the actual
consumption of water at its marginal value to the consumer -- to derive the distribution of an
implicit water subsidy. Less than half of all households in Ecuador are connected to the public
water network, and the connection rate varies positively with houschold expenditures. Prices
charged for water and the marginal value to the consumer diverge widely for those connected
as water shortages are a fact of life. In fact, the LSMS records that 74 percent of those who
are connected do not pay for the services at all -- for them, the subsidy rate is 100 percent.
The social optimum would hence be to equalize the marginal value of water across consumers
by auctioning of the available water. As explained in Working Paper 1, we can impute water
expenditures by evaluating actual water consumption at the free market price. We can hence
use the difference between imputed and actual water expenditures as an estimate of the water
subsidy.

2 To provide the reader with a benchmark, we shortly list the main components of the earming statement

for the water company for Quito (EPAP-Q) for FY93: operating revenue (33.4 billion Sucres) of which
65.8 per cent was for the ssle of water and connection for residential households, other income (2.3 bil.),
carmarked taxes (8.0 bil.) on the revenue side, and operating expenses (35.6 bil.), administrative
expenses (13.9 bil.), financial costs (8.1 bil.) and net loss (1.2 bill). Source: EPAP-Q, Estado de
perdidas y ganancias, Oct 1994,
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As Table 3 shows, we estimate the overall water subsidy at around US$36 million for
1994, much smaller than the electricity subsidy. Nevertheless, almost half of this subsidy goes
to the richest 20 percent in the Ecuadoran population. This is largely due to the unequal
access to the public water net. It turns out that the water subsidy is actually the most
unequally distributed subsidy examined here.

Gas. Cooking gas is heavily subsidized in Ecuador today. In 1994, consumers paid
only about 25 percent of the import price of cooking gas, having a strong fiscal impact as most
of Ecuador’s gas consumption stems from foreign sources. The Government planned several
times to remove the subsidy and substitute it with a targeted income support but these plans
never materialized.

The largest part of the subsidy benefits the residential sector as only gas in small bottles
is subsidized. The Government estimates the total subsidy to have reached US$120 million in
1994, a figure which we almost exactly reproduce when we use the Living Standard
Measurement Survey and derive subsidies per household as three times the household
expenditures. However, the past years have shown that gas consumption grows very fast at
the current low price as gas is not only used for cooking but also heating or car fuel.

We find that, once again, the rich in Ecuador benefit the most from the subsidy (30
percent) but that the subsidy has the most ‘egalitarian’ distribution of all the four ones looked
at here, owing to a moderate income elasticity of gas consumption.  Average houschold
consumption actually varies very little with expenditure class although per capita consumption
increases due to the smaller household size of richer families.® Use is another determining
factor of the subsidy distribution. While a simple gas stove does not represent extraordinary
high fixed costs as an investment, the remoteness of many rural areas combined with the
bulkiness of the gas bottles limits access for many of the rural poor.

Urban Transport. The objective of the urban transport subsidy is to keep low bus fares
for the urban poor. Subsidies are channeled through the Consejo Nacional de Transito y
Transporte Terrestres to owners of buses, while the bus owners in turn charge only a fare of 150
sucres per ride. This subsidy program is administered in 21 cities of 16 provinces, and 4,176 buses
were being operated under this program as of March of 1994. In order to receive subsidies, bus
owners have to operate the bus 18 days per month and complete at least 4 rounds of the designated
route each day. Upon satisfying the above conditions, the Consejo grants lump-sum subsidies of
1,000,000 sucres per month to owners of gasoline-operated buses, and 700,000 sucres to diesel
fuel-operator vehicles,*

Compare UNDP et al (1994).

¢ The government intends to phase out the urban transport subsidies program by allowing the bus operators
to charge higher fares for the new fleet of buses. For instance, a new bus service called executive class
{clase ejecutiva) charges S00 sucres per ride and is operated without any subsidy from the government,
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According to the Consejo Nacional de Transito, the program cost the government
approximately 4,000 million sucres per month. Based on budget information from the Consejo, the
estimated annual subsidy for 1994 has been 38,547 million sucres (US$16.5 million), We assume
here that these subsidies ultimately benefit the intra-urban bus users (as only those buses qualify for
the program). Even though the fuel subsidies are given directly to the operators, they are
eventually passed on to the riders by fixing the bus fares.

We estimate urban transport subsidies to be similarly distributed than the cooking gas
subsidy, hence mildly tilted towards the wealthier classes of the population. The LSMS
provides us with exact information on the amount of trips per day of the urban employed and
we use this information as a proxy for the overall distribution of the subsidy hence excluding
other trips as for shopping or pleasure. Although the overall subsidy is small compared to
electricity and cooking gas, the result that the public transport subsidy leaks substantially to the
richer quintiles is somewhat surprising as the general opinion in Ecuador appears to be that the
ones who can afford to avoid public transport will do so.

Housing Subsidies by the Ecuadoran housing bank, the Banco Ecuatoriana de Vivienda
(BEV), are difficult to estimate but it can be safely assumed that they do not reach the poor.
Two types of subsidies currently exist: First, not all housing loans are recovered; the non-
recovery rate in 1994 was 4.46 percent. Second, a large share of current debtors benefit from
a long period in which interest rates were subsidized. BEV only raised the interest rate to
market levels in 1991 and before that fixed interest rates were below market level and the
implicit subsidy grew in an inflationary environment.

These ‘hidden’ subsidies are not shared by the poor but the middie class. As a
longtime policy, BEV has required a minimum household income as a precondition for loan
approval, being a function of the salario minimo and the loan size. We estimate the absolute
lower bound of monthly income which would qualify a family for loan eligibility at US$335
per month. A comparison of average monthly household expenditures for the households in
the lowest quintile (US$121) or the second quintile (US$185) reveals that without any doubt,
poor families in Ecuador have not qualified for such BEV loans and have hence also not been
the beneficiaries of the subsidies.’

Overall Assessment, None of the above described subsidies fulfills the ‘classifying’
criteria we gutlined above: none of them caters to the poor and at least two of them are from a
efficiency perspective highly distortive. Although calculated as relatively small, the implicit
subsidy for water is the most unequally distributed, followed by the largest subsidy, electricity.

The government encourages the bus operators to replace the old polluting buses with new imported buses
through tax inceatives (exemption of import duties).

We can make such a statement as poor familics typically save very little, if at all, so that family income
aod expenditures will not differ substantially.
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The two largest subsidies, for electricity and gas, are also the ones which are most distortive
from an economic perspective. Studies from other countries have shown that both price and
income elasticities for these energy sources can be quite substantial, especially if leakage from
residential to commercial users is possible.

Table 3: Distribution of Subsidies by Expenditure Quintile, 1994

Subsidy Consumption Expenditure Quintile
Category 1st 2nd 3rd 4th 5th _ Overall

million sucres (% in parentheses)

Population Share (20.0) (20.0) (20.0) (20.0) (20.0% (100.0)
Houschold Share {15.7) (17.2) (1B.6} (21.5) {27.0) {100.0}
Houschold (5.6) 9.4) 13.9) (19.8) (51.8) (100.0)
Expenditure Share

Electricity 32,191 435,987 62,850 89,676 152,143 382,847

(84) (120) (164) (234) (39.T) (100.0)

Water 6,309 2,643 12,175 18,860 133,082 30,069
(71.9) (12.0) (15.2) (23.6) (41.3) (100.0)

Cooking Gas 28930 42,613 49362 62,359 76,729 259,993
(AL1)  (164)  (19.0) (240) (29.5) (100.0)

Urban Transport 4517 4712 6781 7431 8682 32,123
(14) @47 QL) (231 @270 (100.0)

OVERALL 71,947 102,955 131,168 178326 270,636 755,032
9.5 (136 (174) (23.6) (35.8) (100.0)

Sources: LSMS (1994); Consejo Nacional de Transito y Transporte Terrestres.

While tackling the electricity and gas subsidies has to be of highest priority for the
government from an economic and social point of view, this has to be done with care.
Electricity is the easier one to tackle. Restructuring the tariff system to introduce a simple two
or three stage tariff schedule protecting low-volume consumers can oonsiderablzv improve both
efficiency and equity while reducing the total subsidy to about US$35 million.” Electricity is

¢ The total subsidy and its distribution depends on the price elasticity for electricity for the different
consumer groups. If all households in the two lowest expenditure quintiles would consume 86 k'Wh in
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an income-elastic good which a very large percentage of the non-poor consume beyond a
certain level. While we find today that even a fair amount of the poor consume above these
levels due to a very low price of electricity, their demand behavior would likely change if a
simple lifeline tariff scheme were introduced. Such a tariff scheme would consist of (a) a low
fixed-cost rate for consumers of electricity up to about 80 or 90 kWh; (b) a different charge
rate once consumers go beyond the lifeline quantity, also retroactively billing the initial 80 or
90 kWh at the charge rate.” If desired, this charge rate could be broken up into several
progressive rate increases. Such a schedule would be economically efficient since it would
signal to the heavy consumers the true economic cost of electricity consumption. While part
of the subsidy would continue to flow to the non-poor -- because electricity consumption is
only imperfectly correlated with household expenditures -- the poor’s share in the total subsidy
would significantly increase. With a total subsidy amount of around US$335 mllllon such a
scheme would free considerable resources to finance poverty alleviation programs

The gas subsidy is more difficult to tackle. A complete and once-and-for-all removal
of the gas subsidy, without accompanying compensation measures, will inflict a sizable
welfare loss on the poor, and especially the very poor gas users. The extremely poor
households using gas (85 percent in urban and 50 percent in rural areas) spend on average 2.5
percent’ of their total budget on gas purchase. Assuming a relatively modest price elasticity
for gas (-0.2), a tripling of the gas price -- which would be necessary to eliminate the subsidy,
would lead to a welfare loss of more than 5.3 percent'® for the very poor. A once and for all
removal without compensating measures would also worsen expenditure distribution in
Ecuador since the poor spend a much higher proportion of their budget on cooking gas than
the rich.

Several alternative options can be studied. A phasing out of the gas subsidy while
introducing targeted benefits might be the best, and politically most viable, option. Such
phasing out could follow pre-determined and pre-announced steps. Another altemative would
be an attempt to target the subsidy by only selling the subsidized gas (in special containers) in

order to be eligible for the lifeline rate, the total subsidy would be around US$35 million (without any
charge for the lifeline rate),

Such a tariff scheme introduces a steep kink in the expenditure curve of electricity simce for the
consumer, the marginal cost of the 81st unit is not only the new charge rate but also the cost of the first
cighty kWh times the new charge rate. However, few better-off households would be deterred by this
kink since the level of 80 kWh, is incompatible with their style life.

It would be better to raise the remaining subsidy from general tax revenues rather than to introduce a
cross-subsidization scheme in the tariff schedule.

This estimate is somewhat lower than in the UNDP/World Bank study ‘Energy Pricing, Subsidies and
Interfuel Substitution’ (1994) which estimated the budget share of all households in the lowest
expenditure guintile to be 3.9 per cent. The difference in the measurement of total expenditures ig likely
responsible for this discrepancy as we have included rent, consumption of consumer durables etc.

This calculation measures the welfare loss as the reduction in the consumer surplus, assuming linearity of
the Marshallian demand curve in the respective range. See Hope and Singh (1995), p.29.

10
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low-income neighborhoods. Leakage of such a scheme would depend on the degree to which
this self-targeting mechanism works and the non-poor avoid either the transaction costs or the
‘social blame’ of using marked containers for low-income neighborhoods. This self-targeting
scheme could be combined with a mechanical device that hooks up the subsidized gas bottles
only to certain, very simple one-or two flame stoves which most of the non-poor will avoid.
Finally, and economically most efficient, the subsidy could be redirected entirely from the
variable input to the fixed inputs, the stove. However, with 90 percent of the urban poor and
almost 50 percent of the rural poor owning gas stoves today, the extent of shielding the poor
from the price increase will be minimal.

3. Public Expenditure in the Social Sector

The provision of necessary social services by the government is another area in which
the government can have a positive effect on the welfare of its people. Cost recovery of social
services in Ecuador is very low as school tuition and health fees are minimal or absent. Social
expenditures are hence financed by general taxation.

While we outlined that subsidies should not leak substantially to the non-poor, the case
is somehow different for social expenditures. Basic social expenditures such as primary health
and primary education are universal programs, exclusion of the wealthier parts of the
Ecuadoran society can hence not be an aim. Rather, it is important for the Government that
these expenditures also reach the poor. The same holds, although to a lesser degree, for
secondary and higher education and health care. For example, if we find that these
expenditures are largely benefiting the rich in society, the Government has to think about
recovering costs of these services and / or expanding access to these services also to the poor
in society. Before examining the incidence of health and education expenditures, we briefly
review trends in social expenditure allocation over the past years.

Trends in Public Expenditures by Sector, Real per capita social expenditures of the
Central Government have declined significantly over the past years. Since the early 1980’s,
Ecuador has experienced a decline in government revenues due mainly to declining income
from petroleum production. In order to maintain government expenditures at their high levels,
Ecuador attempted to replace declining tax revenues with increased borrowings, which
eventually raised the debt service, both internal and external. Consequently, total government
expenditures have remained more or less constant as a share of GDP (about 14-15 percent),
but social sector expenditures have declined as a share of both the budget and as a percent of
GDP. As shown in Table 4, social sector expenditures gradually declined to about 28 percent
of the budget by 1993. One of the important factors responsible for the decline in the social
sector share (especially during the middle eighties) has been the rise in the share of the budget

devoted to interest expenses.
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Real per capita social expenditures also declined. Population growth continued to
exceed 2 percent per annum, faster than the average GDP growth, Consequently, per capita
social expenditures of the Central Government between 1990 and 1993 alone declined by 8
percent. While real per capita education expenditures stayed constant during this time span,
real per capita health expenditures fell by 35 percent. On the other hand, ‘general’ and ‘other’
expenditures increased strongly and -- although there is no information on the type of
expenditure reductions by sector -- overall there has been a significant decline in capital

spending.

Table 4: Central Government Expenditures By Sector

Year 1980 1985 1988 1990 1993

Budget Shares (% of total expenditures)

Social 410 327 34.4 28.6 27,5
- education 33.1 24.5 23.6 18.5 19.9
- health & Comm. 6.9 73 9.7 8.2 5.4

Dev.

Interest 8.9 214 18.2 26.2 12.7

Economic 18.9 19.8 17.4 14.6 13.8

General 239 244 27.8 248 30.7

Other 7.4 1.7 2.2 5.9 15.4

Total current & capital 1000 160.0 150.0 100.0 100.0

Total Expenditures/GDP 14.2 15.1 13.8 14.7 14.0
Social Sectors/GDP 58 49 48 42 39

Spending Per ita (1985 stant thousand sucres

Social Sectors 7.2 58 55 43 4.4
— education 58 4.4 38 31 3.2
~ health & comm. dev, 1.2 1.3 1.6 14 0.9

Interest 1.6 38 29 44 2.0

Economic 33 35 2.8 25 2.2

Genernl 4.2 44 4.5 42 4.9

Other 1.2 04 0.4 0.9 3.1

Total Government 17.5 i79 16.1 16.8 16.6

Source: Ministry of Finance.

Naturally, many expenditures listed as ‘economic’ or ‘general’ can be important for
the poor. The establishment of the social investment fund (FISE) in the Office of the
President, for example, accounts for a large increase in the ‘general’ category. At the same
time, many social expenditures, such as for tuition-free public universities and large urban
curative care hospitals, may not necessarily be beneficial for the poor. Nevertheless, we see a
clear trend for declining social sector expenditures, in the face of rising expenditures for
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interest, defense and other areas, WhICh would seem to have diminished the ability of the
government to attend to welfare needs.’

Education: Unit Cost Estimates, Quality and Incidence of Expenditures. Declining
real education expenditures occurred at a time when enrollment rates increased, which lead to
a decline in the quality of education. Total primary school enrollment increased by 27 percent
between 1980 and 1991, while secondary school enrollment jumped by 51 percent.
Enrollment in higher education doubled. At the same time, resources for pnmary education
fell by 58 percent, and per pupil primary expenditures fell by 67 percent.'* For higher
education, while enroliment went up 50 percent between 1985 and 1991, expenditures declined
by 5 percent in real terms. The result was a severe deterioration in the quality of education,
including the complete absence of books and materials in many schools, lower teacher salaries,
and an inability to maintain existing structures. Indicative of the latter is that the largest part
of the Ministry of Education’s budget goes to pay salaries of teachers and employees. In
1994, over 80 percent of the budget, excluding transfers, is earmarked for salaries.

Table 5: Education Expenditures and Education Efficiency Indicators, 1994

Public Number of

Education Spending Students
Level on Education Enrolled Unit Cost  Unit Cost Student/Teacher
(1994) (1994) (Sucres)  (Dollars) Ratio
(A) (B) (C)=(A)B)
(million sucres)
Primary 342,356 1,900,000 180,187 81.9 30.4
(35.9%)
Secondary 363,526 643,702 564,743 256.7 134
(38.2%)
Higher 245,443 215268 1,140,174 5133 -
(25.8%)
Overall 951,325 3,029,516 289,010 123.7 -
{100.0%)

Sources: Pfister, E. (1995).

The developments over the past decade, although affecting all parts of the education
system, have increased the unbalanced distribution of education finance to dramatic levels.

" See also: World Bank (1990, p.30).
2 Calculations based on data from EB/PRODEC.
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Table 5 shows per unit cost estimates of students based on the 1994 Ministry of Education
budget. According to these estimates, unit costs for higher education are about six times
higher than for primary education and three times higher than for secondary education,

Calculating the incidence of public education expenditures in 1994 shows that financing
of primary school expenditures reaches the poor but that this is less so for secondary and
especially higher education financing. As presented in Table 6, the poorest quintile of the
population benefit overproportionally from primary education expenditures (27.2 percent).
This incidence is calculated as an ‘access’ variable -- we assume that children attending school
benefit equally from the public outlays. The finding for pnimary education can easily be
explained: school attendance of primary school is close to universal by now {(compare
Working Paper 1) but many more richer families send their children to private schools.
Hence, public expenditures benefit the poor overproportionally. But already for the
distribution of secondary expenditures the picture changes: benefits are already largely
realized by the upper expenditure classes because secondary school attendance of children in
richer households far exceeds the one in poorer households, overcompensating the tendency
for the higher expenditure groups to send their children to private education facilities (compare
Working Paper 1). The most unequitable distribution is associated with higher education
expenditures. The poorest 40 percent of the population only obtain 12 percent of these
expenditures.

)it h The basic Ecuadoran health care system consists of the public
system and private providers. In the public sector, the Ministry of Health and Social Security
Institute (IESS) are the main actors, complemented by the Armed Forces Health Services and
small programs under the responsibility of other public agencies. As shown in Table 4, there
has been a significant decline in real per capita health expenditures (-35 percent) of the 1990-
93 period. These data , however, only cover the programs of the Ministry of Health (MOH),
which serves about 27 percent of the population. Another 11 percent are covered under the
social security program (IESS), which is comprised of the General System and the Seguro
Social Campesino program (SSC). Because of its historically low and declining quality, many
people rely on the private sector for health services. Even among the poorest groups, large
numbers attend private clinics."

The overall constraint on resources has meant diminishing funds for all types of
expenditures. As a result, salaries are low, and there are little or no funds for medicines,
supplies and equipment repairs. In many hospitals, particularly in rural areas, it is common
for nurses to give patients a list of items to be purchased in the private sector, which they must
bring with them to the hospital. Even so, there is a substantial bias in expenditures toward the
larger, curative care hospitals in the urban centers. About 45 percent of total resources
support 32 large urban hospitals, while only 35 percent is allocated for primary care

» See Working Paper 1.
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facilities.'* About 80 percent of the MSP personnel are located in urban areas. Overall, there
are 537 people per doctor in urban areas in Ecuador, but 3142 people per doctor in rural
areas.” Despite having a surplus of trained doctors and other medical personnel, there
remains a deficit of medical professionals in rural areas.

Yet despite these problems, there have been substantial improvements in health status
of the population over the decade of the 1980s. Infant mortality decreased from 72 to 53 per
1,000 births, the total fertility rate declined from 5.4 to 3.8 (1979-89), and overall mortality
from communicable diseases fell by 45 percent.

Within the social security system (IESS), only the affiliates, not even their family
members, are allowed to seek medical attention in the IESS-run hospitals. On the other hand,
the IESS hospitals are over-crowded by the rural population who are allowed access through
the Seguro Social Campesino. The contribution to social security funds by the rural
population, on the other hand, is negligible. A large number of IESS members and their
family members in tum find it convenient to visit MOH hospitals. The link between
contributions and benefits in the social security system in Ecuador is blurred because of this
peculiar dynamics.

Health expenditures of the Ministry of Health are mildly pro-poor while expenditures
of the IESS largely go to the non-poor. To calculate the incidence of health expenditures, we
use information from the LSMS about the Jasz visit to a public health facility. This can
obviously be only a rough indicator of actual benefits received because we can neither control
for the quality of the health services provided nor for the quantity of visits because this
information is not contained in LSMS. Nevertheless, the obtained pro-poor bias stems from a
comparatively higher proportion of the poor to visit public health facilities than the rich.
Including the quality aspect of the service might change the estimates considerably as quality
of service in poor neighborhoods, and especially in the rural areas, is likely to be worse than
in higher income neighborhoods. The U-shaped benefit curve relating to IESS expenditures is
purely due to access to the system: The first quintile population benefits mainly through the
affiliation of part of the rural poor with the Farmers Security Scheme -- again, we cannot
assess the quality of the service. But the close link between formal sector employment and
affiliation with the General Security Scheme tilts the overall distribution in favor of the non-

poor.

Overall Assessment, Overall, the incidence of social public expenditure is shown to be
mildly tilted to the rich. While this bias is much less pronounced for expenditures than for
subsidies, it is nevertheless not desirable. Tuition for higher education, which could finance

" Eariquez (1994).
3 ILDIS (1994).
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access for poorer groups in society to secondary education, could be one of the means to
obtain a more equal distribution of public social expenditures.

Table 6: Distribution of Social Public Expenditures
by Expenditure Quintile, 1994

Expenditure Consumption Expenditure Quintile
Category 1st 2nd 3rd 4th Sth _ Qverall

million sucres (percent in parentheses)

Population Share {20.0) (20.0) (20.0) {20.0% (20.0) (100.0)
Houschold Share (15.7) (17.2) (18.6) (21.5) (27.0) (100.0)
Houschold (5.6) (9.4) (13.4) (19.8) (51.8) (100.0)
Expenditure Share
Public Education
Primary 93,121 90.381 72,579 57173 28,758 342,012+
(21.2} (26.4) (21.2) (16.7) (8.4) (100.0)
Secondary 46,531 61,072 85,056 93,426 77,431 363,516*
(12.8) (16.8) (23.4) (25.7 (21.3) (100.0)
Higher 13,990 15,217 41970 68,969 105,295 245,441*
5.7 6.2 (17.1) (28.1) 42.9) (100.0)
Public Health
MOH 60,207 71,550 65,442 58,752 34,904 290,855+*
(20.9) (24.6) (22.5) {20.2) (11.9) (100.0)
IESS 32,131 17,491 27,801 38,469 47,114 163,006*
(19.7) (10.7) (17.1) (23.6) {28.9) (100.0)
OVERALL 245,980 255,711 292,848 316,789 293,502 1,404,830

(11.5) (18.2) (20.8) (22.5) (21.0) (100.0)

Sources: LSMS (1994); Pfister (1995); Ministry of Finance. The expenditure estimates for the 1ESS, and
both the Ministries of Health and Education are provisional.
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4, Conclusion

This Annex has shown that a large part of Government subsidies and expenditures do
not reach the poorest groups in the Ecuadoran society. We first looked at the distribution of
the major subsidies. While we were not able to quantify the (implicit) housing subsidy, we
found that especially the electricity subsidy needs to be redesigned quickly. As stands, the
Government encourages excess electricity consumption through a huge subsidy of about
US$160 million which benefits to 60 percent the richest 40 percent of the population. Next on
the agenda is a redesign of the gas subsidy. Although much more difficult to tackle than
electricity, Ecuador cannot afford to prolong a reform as consumption grows rapidly which
will cause a higher and higher burden in the budget. Nevertheless, an elimination of the
subsidy has to go hand in hand with a targeted support scheme to the poor in society.

Health and education expenditures, theoretically ‘universal’ programs, also reach the
poor underproportionally. This is less the case for primary education but pronounced for both
secondary and especially higher education finance which directly cater to the needs of the
already fortunate in society. The coverage of health care is dismal forcing even the very poor
to seek help in private clinics. Expenditures in the system are very low. While we find them
to be relatively homogeneously distributed, this can hardly be interpreted as a positive
development as they clearly fall short of providing a basic health net for the poor in Ecuador.
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Working Paper 7

Targeting Social Programs to the Poor

1. Context

As part of its poverty alleviation strategy, the Government of Ecuador has developed a
number of social programs that seek to expand access to or improve the quality of basic services.
Most of the more recent social programs have explicitly stated objectives of reaching the poor and
targeting elements built into their design. However, to date there has been little analysis or
monitoring of whether these objectives are being met. In short, are the benefits of social
programs reaching the poor?

The issue of targeting has taken on increasing importance to the Government of Ecuador
in recent years. Macroeconomic constraints on public spending have made it all the more
important that scarce resources be spent efficiently and with the greatest incidence and impact on
the poor. Basic information has improved, including the development of several poverty maps
and provision of new data from the 1990 Census and the 1994 Living Standards Measurement
Survey, allowing for more accurate identification of the poor.

This Working Paper reviews the experience with targeted social programs in Ecuador.
First, we describe the framework of analysis in Section 2, followed by a brief summary of the
major social programs in Ecuador in Section 3. Section 4 then presents case studies of seven
targeted soctal programs. The case study approach allows for a more detailed treatment of
targeting mechanisms. This assessment includes analysis of the costs of targeting and
administering targeted programs, potential incentive effects, and political considerations. The
Working Paper concludes with a consolidated view of targeting accuracy and a summary of the
lessons from targeted social programs in Ecuador.

Our assessment of the seven social programs falls short of determining the targeting
accuracy, i.e. the extent to which each of the programs reaches the poor. None of the reviewed
programs monitored its beneficiary group by means of continuous evaluation or surveys. To
enable an evaluation of the targeting accuracy, such assessments would have to record
expenditures (or at least incomes) of the beneficiary households. Alternatively, if we were able to
rely on a large household survey which recorded program access by household type, this would
also suffice to evaluate the targeting accuracy. However, beneficiary numbers are generally too
small to permit us extrapolation of information contained in the available Living Standard
Measurement Survey,
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2. Framework of Analysis'

Universal versus Targeted Programs. Targeted social programs seek to deliver benefits to
a selected group of participants, in particular the poor and vulnerable. Targeted social programs
are distinguished from universal services which in theory are accessible by all, such as public
primary health and education services. Such universal services do not attempt to explicitly screen
out potential participants. However, in practice, these services tend to be uneven in terms of
quality and equitable coverage.”

There is often a direct relationship between targeted and universal social programs.
Examples include nutrition programs that piggyback onto public health services or a targeted
school lunch program administered through the public education system. Some of the targeted
programs reviewed in this chapter have been designed specifically to improve access to and
quality of these universal services toward the poor. For instance, several of the targeted social
programs in Ecuador are designed to improve the quality of universal health and education
services as delivered to low-income or high-risk groups.

Targeting Mechanisms. Within targeted programs, a variety of mechanisms exist for
identifying potential beneficiaries. A useful taxonomy divides these mechanisms into three types:

» individual assessment mechanisms that require program managers to decide whether or not to
accept individual applicants (e.g., based on means tests, social worker evaluations, or
nutritional status);

e group or geographic targeting mechanisms which use location, usually as a proxy for poverty
level, to determine program eligibility (e.g., by school, by canton, parroquia, or health area);
and

e self-targeting mechanisms which rely on the individual decision of a potential candidate to
participate or not (e.g., employment programs with emphasis on unskilled labor and subsidies
on products consumed by the poor).

The choice of mechanism depends largely on the type and scale of benefits involved. For
instance, access to social infrastructure is usually defined geographically by catchment area.
General employment creation programs often seek self-targeting mechanisms due to their scale
and the cost and logistics involved in identifying individual beneficiaries. Many programs use
more than one kind of targeting instrument, either explicitly or implicitly.

In the analysis of the accuracy and costs of these targeted programs, we considered
several points. Accuracy can be viewed in several ways, including the incidence of benefits
according to criteria determined by the program itself, incidence of benefits determined according
to a standard measure of poverty, and finally through external measures of the participation rate

' The framework of analysis is drawn from Grosh (1994).
2 See our analysis of the incidence of public expenditures for education and health in Working Paper 6.
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(i.e., what fraction of the population benefits from a program). Where possible, costs have been
disaggregated between the overall costs of administering targeted programs and the costs of
targeting itself (i.e., incremental costs of identifying potential beneficiaries). Possible disincentive
effects (relocation, substitution, unproductive behavior) are discussed but not quantified. In
practice, both the accuracy and efficiency of targeting is largely dependent on administrative and
political considerations, which are also discussed.

3. Short Overview of the Major Social Programs in Ecuador

There are numerous social programs in Ecuador. They vary by sector, executing agency,
size and coverage. The Government and UNICEF have made attempts to catalogue these
programs, or at least consolidate information about them.> Annex 1 of this Working Paper
presents summary information on the major social programs currently under implementation; the
list is not exclusive. These programs focus largely on health, education, and early child
development impacts and account for almost US$100 million of annual investment, although the
consolidated financial information on these programs is not very complete.

Only about a third of the major social programs operate with an explicit targeting
mechanism. Of the twenty-four programs identified, over half intend to reach a national level of
coverage, with the remainder oriented to selected provinces, cities or local areas. In addition, 15
out of the 24 purport to be targeted programs in the sense of explicit objectives to reach poor
and/or at-risk populations, however only 8 of these specify targeting mechanisms. The lion’s
share of these programs is executed by central Ministries or agencies, such as the ministries of
health, education and the National Institute for Children and the Family. Other executing agencies
include the President’s Office, local government and NGOs,

We chose seven case studies for this review, two from the education sector, two child
development programs, one health program, the school lunch program, and the intersectoral
Social Investment Fund.  We selected the case studies based on their primary focus on key
vilnerable groups, the scale of the program (national coverage and size of investment), and
availability of data. While we also chose the cases with the intention of comparing programs,
differences in scale, sector, and kinds of benefits limit the applicability of these comparisons, Each
case study includes a description of the program and the targeting mechanism employed, an
assessment of targeting accuracy as defined by the program itself, and an analysis of the
administrative and targeting costs of delivering program benefits.

As mentioned above, our assessment of seven social programs falls short of determining
the targeting accuracy because none of the reviewed programs monitored its beneficiary group by
means of continuous evaluation or surveys.

3 UNICEF (1994).
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4. Case Studies
4.1. Case Study 1: Operation Child Rescue (Operacion Rescate Infantil - ORI)

4.1.1. Desctiption of Program

In the late 1970’s, the Government of Ecuador initiated programs to offer access to
childcare centers, first under a UNICEF sponsored program that was subsequently incorporated
into the Ministry of Social Welfare. Based on this experience, the Community Network (‘Red
Comunitaria’) program was launched in 1989 to provide a system of basic care services for the
daily needs of children through the establishment of childcare centers and small-scale daycare
providers. The program operated until 1993, with an average annual financing of about US$11
million. The official coverage at the height of the program was estimated at about 200,000
children (although other estimates put the effective coverage at 120,000). Several administrative
and bureaucratic factors constrained the full and effective implementation of the program. In
addition, the high visibility and identification with the outgoing administration were factors in the
decision taken by the new administration to terminate the program in 1993.

In 1994, the Government replaced the Community Network with the Child Rescue
Operation (ORI), aimed at providing services to children aged 0-6 through Community Child
Development Centers. ORI uses in part infrastructure remaining from the Community Network.
The day care services include early education and nutrition programs.

ORI is structured as an autonomous entity under the Ministry of Social Welfare, with
regional offices in all provinces except Galapagos. Initially to be financed from the proceeds of an
earmarked tax through the National Child Fund (FONIN), in March 1994 the earmarked tax was
eliminated and the program is currently being financed from the General Budget, which has
severely constrained implementation. Actual coverage estimates for 1994 total 46,524, which
represents half of the initial target of 100,000, for which a budget of §/54,000,000,000 was
approved by the Ministry of Finance, though actual disbursements have fallen short of the
approved amounts.

4.1.2. Targeting Mechanigsms

The ORI program has developed a targeting scheme as a combination of geographical and
individual targeting. The proposed targeting system, which ORI developed in early 1994, is quite
complex and entails three levels. At the regional and provincial level, fund allocation is based on
a number of indicators including (a) number of children under 5 years old, (b) nutritional status,
(c) coverage of the area with health services, PRONEPE and Child Development. Data sources
include the CONADE consolidated poverty map, INEC’s basic services maps, and the coverage
figures from the respective programs. This process is then repeated using much of the same
information to determine priorities at the parroquial and community levels, with priorities
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assigned 1-4, with ‘1’ designating highest priority. Finally, at the level of the daycare center, staff
from the provincial office are to take weight and height data as well as social information (e.g.,
number of hours accompanied by the mother during the day) on children pre-selected by the
centers. This worker assessment leads to a priority rank assigned to each child (1 = malnourished
and without daycare, 2 = malnourished and with daycare, and 3 = at nutritional risk and without
daycare).

As designed, the system would allow for an objective screen to allocate resources.
However, the system is not being used, in part due to the complexity of data required and the
introduction of other considerations. For instance, according to the Director of ORI many of the
requests to open centers come from less priority locations though are deemed to reach a very low-
income population. In addition, priority has been placed on using existing infrastructure, which
limits the flexibility of opening new centers in hitherto unserved areas and has resulted in skewed
service in favor of the Guayas and Pichincha urban areas. At the individual level, screening at the
door to allow only those with malnutrition has been viewed with skepticism by ORI staff in terms
of discriminating between members of the same family and/or children from the same poverty
level as well as creating potential disincentive effects which would lead to the creation of
malnutrition to qualify for program benefits.

4.13. Targeting Results

Assessing targeting accuracy of ORI is difficult. While ORI has applied parroquia
rankings of 1-4 based on a variety of indicators, including malnutrition from the 1990 Height and
Weight Census, access to basic services, housing conditions and level of instruction of mothers,
the weighting given to each factor is not transparent and there appears to be corrections made
based on community rather than parroquia level conditions. Moreover, several parroquias
participating in the ORI program have not been assigned a ranking. To illustrate the potential
range of malnutrition conditions found under ORI’s parroquial ranking system, the following
table matches parroquial malnutrition levels as determined by the 1990 Weight and Height Census
with ORI’'s parroquia-level rankings by ORI (1-4). While the average malnutrition rates are
slightly higher in parroquias designated with a high priority for intervention under ORI’s ranking
system, we detect a wide variation among parroquias of the same rank. For instance, for the
highest priority parroquias (group 1) malnutrition rates range from 100 percent to 21 percent.
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Table 1: ORI Ranking

ORI Ranking of Average Parroquial Range of Malnutrition
Parroquias Mainutrition Rate Rates Among
Parroquias in Group
1 56.2% 100% - 21%
2 53.6% 85% - 13%
3 46.8% 78% - 18%
4 35.9% T74% - 17%

Table 2 presents the incidence of program participants based on ORI’s own ranking. Over
half of all ORI program beneficiaries are located in parroquias deemed by ORI to have the highest

levels of needs.
Table 2: ORI: Share of Beneficiaries

Parroquial Ranking Share of Program Beneficiaries
1 30%
2 23%
3 9%
4 18%
Unranked 20%

Information is not available to evaluate targeting accuracy at the individual level, i.e., the
poverty or malnutrition levels of children entering daycare centers. Although growth monitoring
is part of the essential service package of ORI, such data are not transmitted for overall
monitoring by the central ORI unit.

4.1.4. Cost Analysis

Administrative Costs. The approved 1994 budget for ORI was US$23.7 million for a
target coverage of 100,000 children by the end of 1994, increasing from 16,000 at the start of the
year. The principle cost components of the program include: food (56 percent), payments to day
care mothers (16 percent), debt and transfers (12 percent) and administrative costs (16 percent).
Salaries of program personnel account for 25 percent of administrative costs, training, seminars
and workshops and publicity accounts for 18 percent, utilities (rent, insurance) 16 percent,
transportation 12 percent, equipment replacement in day care centers 11 percent, with the

remainder for other office expenses.
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While administrative expenses appear quite high at 16 percent (or 15 percent net of
replacement of day care equipment), they are quite sensitive to scale of the program. For
instance, ORI presented a budget for 1995 of US$68.9 million to increase coverage to 320,000
children by the end of 1995. At this scale, administrative costs would fall to 8 percent.

Targeting Costs, Potential targeting costs of the ORI program include expenditures in
setting up and monitoring its geographical targeting system and costs associated with site visits
and selection of individual beneficiaries of its day care centers. The cost of the geographical
targeting system is zero as the information used to identify priority areas is freely available. The
cost of identifying and/or screening beneficiaries at the local level is difficult to estimate accurately
as the personnel in charge of targeting activities also carry out training, supervision and
administration of day care centers.

To arrive at an estimate of these targeting costs, we assume that the costs are borne
primarily in the use of staff time. Of the 331 staff of ORI, 96 are located in the central and
regional zone offices, representing 40 percent of the ORI wage bill, and can be assumed to carry
out largely management, administrative and supervision functions. The staff of the local offices
can be divided between technical functions which imply direct contact with beneficiaries (nurses,
social workers and nutritionists) and administrative staff’ consisting of managers, accountants,
drivers and other support personnel. ORI local offices have 98 such technical positions,
representing 29 percent of the wage bill structure of the agency. As a theoretical upward limit, if
these personnel spent all of their time on targeting functions (selection of day care sites,
interviewing of families, and nutritional screening of children), overall targeting costs of the
program would amount to about 1.2 percent. Since it is unlikely that any more than 20 percent of
their time is spent on these activities, we estimate that targeting costs do not exceed 0.2 percent
of total program costs.

4.2. Case Study Two: The Emergency Social Investment Fund (FISE)

4.2.1. Description of Program

In March 1993, the Government of Ecuador created the Emergency Social Investment
Fund (FISE) as a temporary and autonomous agency under the Office of the President. FISE
provides financing for smali-scale social investments aimed at poverty alleviation based on an
institutional design similar to social funds operating in other LAC countries. FISE appraises,
finances and monitors projects in the areas of: (i) social infrastructure (health posts, dispensaries,
primary schools, training centers, day care centers, orphanages and shelters, and latrines); (i)
socio-economic infrastructure (water supply and sewerage, tertiary and feeder roads, micro-
irrigation, drainage, street rehabilitation and erosion control), (iif} social services (equipment,
materials and training services for health campaigns, community pharmacies, nutrition programs,
primary education and informal training programs); and (iv) productive community investments in
support of small-scale programs in agriculture and agricultural processing, handicrafts, fishing and
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manufacturing. FISE was planned as a demand-driven mechanism in that it relies on project
proposals generated and executed by a wide range of institutional actors, including ministries,
local governments, NGOs and community-based organizations.

FISE was established as a temporary agency, with a target program of US$120 million
over the four and a half year life of the fund, slated to close at the end of 1997. As of the end of
February 1995, over 8,000 project proposals had been received by FISE, with over 3,000
approved. The value of the projects approved amounted to US$60.5 million or about half of the
target program total and reaches approximately 3.2 million beneficiaries. Of note for its potential
effect on targeting accuracy, NGOs and grassroots organizations account for 56 percent of FISE’s
portfolic of committed resources, with sector ministries representing 24 percent and other
governmental authorities (provincial and municipal councils and autonomous entities) 20 percent.
In addition, resources have been very evenly divided between rural and urban areas, at 49 percent
and 51 percent, respectively.

4.2.2. Targeting Mechanigsms

FISE uses a combination of geographical, group and self-targeting mechanisms. One of
the principle objectives of FISE is to reach the poor and vulnerable groups with basic social
infrastructure and services. To ensure that benefits reach the intended population, FISE has
adopted a three-pronged poverty targeting strategy. First, the types of projects eligible for FISE
financing, such as latrines, feeder roads and standpipes for water supply, by their nature tend to be
oriented to the needs of the poor. Second, priority beneficiaries are identified, for instance
women, children and informal sector workers. And finally, FISE uses a map to provide
geographical targeting of priority areas. Further, there is a self-targeting mechanism in the
distribution of employment benefits during the execution of the small-scale works themselves. All
small-scale infrastructure projects are carried out by private sector contractors which apply
market prices for unskilled laborers. As studies have demonstrated in other social funds, the use
of market-based wages for unskilled labor is a ‘costless’ and highly effective seli-targeting
mechanism for the distribution of the employment benefits derived from FISE investments.

Of particular interest to this analysis, FISE’s geographical targeting mechanisms were
designed to ensure a fair distribution on a national level and to limit leakage to better-off areas.
During the establishment of FISE’s system, the Consolidated Poverty Map developed by
CONADE in 1992 was used to provide overall poverty coefficients on a canton scale based on a
consolidation of eight different poverty maps. Target allocations were ascribed to each canton.
However, it was determined that the canton level was too large of an area and too heterogeneous
to ensure that benefits reached the poor within cantons. However, the CONADE map provided
poverty coefficients only for rural and not for urban parroquias.

An initial attempt was made using Census data on basic needs indicators to determine

poverty at the parroquial level. However, this data aggregated all the parroquias of major urban
¢enters into one canton-level unit. The first analysis of targeting accuracy revealed that this
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aggregation problem resulted in lower poverty levels throughout the major urban areas and
effectively masked more vulnerable neighborhoods, particularly in Quito and Guayaquil* To
correct this situation, FISE used malnutrition data from the 1990 Height and Weight Census
which was the only information available which disaggregated urban areas into parroquias. For
rural areas, a composite poverty index was used based on malnutrition, literacy, infant mortality
and access to basic services.

To render the use of these indicators more operational, parroquias were arranged in
groups of 1 - 5, with 1 denoting the most vulnerable parroquias. FISE then established resource
allocation targets for each zone (see Table 3). While grouping parroquias into ranges makes it
easier to manage overall resource allocations to the over one thousand parroquias in Ecuador,
how these ranges are established provides an element of subjectivity to the targeting process.’

Because FISE projects are very small in scale (average project amount US$20,000), there
is a risk of rejecting projects that would reach pockets of poverty in otherwise better-off
parroquias if all resources where assigned to only the ‘poorest’ parroquias. In the appraisal
process for each project, a site visit by a FISE evaluator assesses the overall socio-economic
conditions on a local basis. For instance, one project located within an urban parroquia with a *4’,
or lower priority ranking, consists of providing water supply and day care for a neighborhood of
very low-income workers who tend the local dump.

4.2.3. Targeting Results

The experience of the first year and a half of FISE operations is sufficient for an initial
evaluation of FISE targeting. However, it can be assumed that poverty targeting of a social fund
improves over time for two reasons. First, as the initial period is dedicated to building up a
pipeline, there is very little indication of screening out demand from less poor regions. Rather,
target allocations for less poor areas are filled first. For instance, no canton to date has received
more than its overall program allocation in absolute terms despite apparent ‘overfunding’ of some
cantons on a percentage basis during the start-up period. Second, initial demand is often from
those areas most organized and able to present projects, with an inherent lagtime in response to
promotion efforts aimed at generating project proposals from the poorest and most isolated
regions.

4 It should be noted that even the parroquia level is not a sufficient geographic targeting base in the larger cities.

Several parroquias in Guayaquil and Quito have several hundred thousand inhabitants and span poor and
wealthy areas alike.

For rural parroquias, ranges were established based on a composite poverty index (zone 1 - 100-65 percent
index, zone 2 - 65-60 percent, zone 3 60-45 percent, zone 4 - 45-40 percent and zone 5 40-0 percent). For
wban areas, zone 1 corresponds to parroquias with malnutrition rates of 45-100 percent, zone 2 - 3545
percent, zone 3 - 20-35 percent, zone 4 - 15-20 percent, and zone 5 - 0-15 percent.
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As for most other programs here we are only able to examine whether the overll
allocation of funds matches FISE’s own targeting map and hence the geographical distribution of
funds but not to what degree benefits really reach the poor or leak to the non-poor. As mentioned
above, geographical targeting is an important means to guide overall resource distribution of the
programs. But individual beneficiary assessments {or large LSMS type household surveys
covering programs) are necessary to evaluate whether projects really reach the poor within each
geographical area as the FISE projects are relatively small and tend to cover only a fraction of the
population in a parroquia, especially in urban areas.

| i rform B n Pov nes. Through the end of January
1995, FISE’s performance based on the poverty zone is depicted in Table 3. Based on the

findings above, the poverty targeting experience of the FISE thus far is mixed. In general, rural
projects appear to better targeted than urban projects, a surprising result given the perceived
weakness and isolation of poorer rural communities and the institutional capacity in these zones.
There is evidence of leakage, or resources going to less poor parroquias, however, this ‘leakage’
should be interpreted with caution. Given the small scale of FISE projects, resources going to
less poor parroquias may in fact be financing activities within pockets of poverty in these
parroquias.

Table 3;: FISE
Poverty Zone - Rural | % of Committed § Original Target
1 47% 40%
2 17% 30%
3 11% 20%
4 24% 10%
5 0% —
Poverty Zone - Urban
1 21% 40%
2 11% 30%
3 58% 20%
4 8% 10%
5 2% --
Poverty Zone - Total
1 34% 40%
2 14% 30%
3 35% 20%
4 16% 10%
5 1% -
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A further consideration is the indicators themselves. The largest distortion in the observed
targeting outcome versus the original goal is in the urban parroquias ranked ‘3°, where 58 percent
of FISE urban resources are going versus a program goal of only 20 percent. To analyze this case
in particular, a listing of these parroquias was reviewed. Over 30 percent of the resources in the
urban ‘3’ group are allocated to six urban parroquias - Ximena, Tarqui and Febres Cordero in
Guayaquil, Tarqui and Andres de Vera in Manabi; and Santo Domingo de los Colorados in
Pichincha. These parroquias are quite densely populated. In Guayaquil, these areas are known to
be the poorest in the city; however, the average parroquial malnutrition rates are not that low, and
hence they have received a ‘3’ ranking. Therefore, in urban areas, going down to the parroquial
level in targeting mechanisms still leaves significant problems of heterogeneity within parroquias
and difficulties in determining real leakage.

As a demand-driven agency, FISE relies on project proposals from a variety of
organizations. As noted previously, NGOs and grassroots organizations account for over half of
FISE’s current portfolio. Figure 1 shows the amount of projects by type of institution for each of
the poverty zones of the country. FISE’s ability to reach the poorest, or ‘1°, parroguias is a
function of the open access to grassroots organizations.

Figure 1 committed FISE Resources by Poverty Zone (Total) and Type of
Sponsoring Agency (in US$)

®Municipal
Councils

B Provincial
Coun,

O Autonomous
Ent,

& Ministries

EBNGOs
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4.2.4. Cost Analysis

Administrative Costs. Of FISE’s overall program target of $120 million, administrative
costs were estimated at $9.7 million or 8 percent of total program amount. These administrative
costs were defined broadly to encompass all expenditures not related to financing of projects,
including salaries, operating expenses, capital expenditures on vehicles, computers, equipment,
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and external technical assistance. The capital expenditures, the bulk of which are applied to
setting up this new agency, amount to about 25 percent of administrative costs and are costs not
faced by the other programs analyzed since these rely extensively on existing institutional
infrastructure.

FISE’s administrative costs tend to decrease over time as scale of operations expands,
capital investments are amortized, and disbursements are made against projects which have
generated administrative costs during promotion and appraisal. For instance, as of December 31,
1994, administrative costs represented 17 percent of disbursements, a ratio which will decline to
an overall of 8 percent by the end of 1997.

Costs of Turgeting. FISE incurs potential targeting costs on two levels. First, the
identification of project types and the geographical targeting system have been virtually costless as
they have used existing personnel and information. The second type of targeting cost relates to
the demand-driven nature of FISE. If FISE simply opened its doors and relied on demand from
any region on a first come first serve basis, there would be no targeting costs. However, to get
sufficient demand from poorer, less organized areas, the Promotion Department was established
to ensure that FISE reached its target population. As such, the costs of the Department can be
considered a cost of targeting. To the extent that the Promotion Department undertakes other
activities, such as project reformulation and programming functions, attributing all the costs of the
department inflates slightly the estimate of targeting costs.

Nonetheless, to amrive at an overall estimate, we include the actual expenditures of the
Department for 1993 and 1994, US$26,673 and US$90,574 respectively including salaries and
travel expenses, and assume that the full functioning of the Department would continue through
1995, then be scaled down to one half in 1996, with full phasing out in 1997, since by the end of
1995 FISE should have accumulated a bank of project proposals well in excess of its financing
capabilities. Under this assumption, total costs of the Promotion Department would amount to
US$250,000, or 0.2 percent of the total program amount.

4.3.  Case Study Three: School Lunch Program

4.3.1. Description of Program

The School Lunch Program (‘Colaciones Escolares’) has been operated by the Ministry of
Education since January, 1990 with support of the World Food Program. The objectives of the
program are to provide nutrition supplements to primary schools considered at risk for their
socio-economic conditions as a stimulus to school participation and academic achievement.
Analysis of the program can be divided in two phases, the first corresponding to 1990-93 and the
second beginning in 1994 when the program was substantially restructured based on the findings
of the first three years.
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During the first phase, rations of bread were to be provided to 300,000 children located in
1,200 public primary schools covering nineteen of the twenty-one provinces of the country. The
total cost of this phase was US$16.3 million. Although the intent of the program was to provide
rations only to those public schools where children came from disadvantaged families, several
design and operational flaws limited its effectiveness. A politically motivated expansion in the
number of children receiving rations to 1 million in over 8,000 schools resulted in insufficient
ration amounts (117 children per school versus an original estimate of 250 per school), irregular
distribution, and a reduction in the number of days each child was to receive a ration from the
initial 190 days to 90 days. Several design features biased against participation of the poorest
schools, including a requirement that all schools be located within a 25km radius of the bakeries,
and that parents would have to pay for the transport costs to the school. In addition,
administrative controls were deficient, with significant levels of corruption suspected in the
processing and distribution of the rations and a lack of effective monitoring of the poverty
targeting objectives of the program.

An evaluation of the program in 1993 called for its restructuring, keeping in mind the
overall importance of the objectives and the widespread poverty conditions of the country.
Centrally-processed, fortified biscuits along with powdered milk are to be distributed to 500,000
children for a total program cost of US$22.7 million over the 1995-97 period. Transport costs
are included in the program to avoid excluding poor and more remote beneficiaries. In selected
cases where transport costs were considered prohibitive, for instance in remote communities in
the Amazon Basin, funds rather than food are to be provided.

4.3.2. Targeting Mechanisms

The new program designed a transparent targeting methodology which generated a pre-
selected list of schools to participate in the program. Data was collected on: (i) malnutrition
levels through the National System of Food and Nutrition Monitoring (SISVAN), (ii) population
by age structure from the Census, and (iii) school enrollment data from the Ministry of Education.
A ranking of schools was then determined based on the parroquial-level malnutrition data.
Individual schools were selected based on the following criteria: all schools in parroquias with a
malnutrition level over 45 percent, and for schools located in parroquias with less than 45 percent
all schools with only one teacher (unidocente) or fewer than 30 students as a proxy for identifying
schools which are typical in poorer rural areas. Based on these criteria, an estimated 61 percent
of the nation’s public primary schools will be participating in the program. An information system
is being established to provide effective monitoring of the targeting system.

4.3.3. Targeting Results

Based on the list of 7560 primary schools selected, 73 percent of the students benefiting
from the program are in rural areas. In addition, with an average number of students per school
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of 67, compared to 117 experienced in the first phase, the redesigned program reflects a
commitment reaching the rural poor. Overall, two-thirds of the programs participants are from
parroquias with over 45 percent malnutrition. The remaining one-third represents schools with
less than 30 students or with only one teacher. There are very few exceptions to these criteria,
although some individual cases exist.

4.3.4. Cost Analysis

Administrative Costs. Of the total three-year program cost of US$22.7 million, purchase,
processing and transport of food accounts for 94 percent, with the remaining 6 percent absorbed
by administrative costs of the program, including personnel, materials, procurement administration
and other operating expenditures. This relatively low administrative cost is in part due to the
nature of the benefit (delivery of a standard ration), the scale of the program and the effect of
‘piggybacking’ the program onto the existing structure of the Ministry of Education, and as such
does not factor in the added effort by school administrators and teachers in delivering the benefit
to students.

Costs of Targeting. Since the targeting mechanism chosen is based on the use of
geographical information freely available, there are no incremental costs of identifying
participating schools. There are some additional costs in actually delivering the program benefits
to a largely rural, dispersed population. As seen in the data, the program has a preferential
incidence on rural school children. The necessity of transporting rations from the center of each
parroquia to dispersed rural schools combined with the attention placed on including small
schools as recipients implies a greater logistical effort and increased transportation costs than if
the program had chosen participating schools on a strictly random basis. Assuming a national
distribution of rural/urban schools of 53:47 percent, versus the targeted program outcome of
74:26 percent rural/urban, the incremental local transport costs of the targeted approach are
about 20 percent of local transport costs, or less than 0.5 percent of the total program cost.

4.4.  Case Study Four: The Basic Health Project FASBASE

4.4.1. Description of Program

In the early 1990’s, the Government began discussions with the World Bank regarding
support to Ecuador’s community and family health care program. These discussions culminated
in the preparation of the US$102.2 million Second Social Development Project: Health and
Nutrition (FASBASE) to support the Government’s planned investment programs for the
expansion and strengthening of basic health and nutrition services. including basic sanitation. The
specific objectives of the project are to: (a) gradually expand basic health care, nutrition and
sanitation coverage to reach the poorest population groups, (b) improve the quality of basic health

210



Working Paper 7

care services already provided to the poor, and (c) strengthen decision-making and management
of public institutions involved in the delivery of basic health, nutrition and sanitation programs.

The project consists of four main components, including improvements in basic health
care coverage and quality (US$69.8 million), introduction of nutrition interventions as part of the
basic primary health care package (US$6.4 million), investments in basic sanitation and safe
water supplies (US$13.2 million), and sectoral policy development and institutional strengthening
of the Ministry of Health (US$12.8 million). The planning of project activities is based on the
Ministry of Health’s long-term health sector development plan. To this end, the Ministry of
Health has divided the country into 195 local health service areas. A medium-term investment
program covering the 71 poorest areas was established to concentrate investment resources
initially. This medium-term plan covers a target population of about 3.2 million Ecuadorans
representing about 30 percent of the total population. The Bank-financed project covers 40 of
these health areas, with the remaining 31 areas to be financed eventually by the IDB and/or other
donors. The project was initiated in 1993 and has a seven-year timeframe.

4.4.2. Targeting Mechanisms

FASBASE mainly uses a geographic targeting mechanism. Given its objective of reaching
Ecuador’s poor, FASBASE established a targeting system to allow for a selection of priority
health areas. Developed in 1991, the methodology is based on a system of classifying Ecuador’s
cantons according to a taxonomy of critical ‘poverty’. Three studies were used to build the
classifications.® Each study classified cantons on a 1-6 or 1-4 range. The ranges established in
each study were then standardized into a summary classification of 1-4 with 1 denoting cantons
with the highest need for intervention. Using this methodology, 5 percent of the country’s
population was found to be located in cantons with a ‘1’ ranking, 20 percent in category ‘2’, 53
percent in category ‘3°, 15 percent in category ‘4’ and 7 percent in cantons that were unranked.

The canton level was selected due to: (a) the nature of a health service area which
establishes a global health network, including reference hospitals, requiring a minimum
population, and, (b) to a certain extent, the lack of disaggregated data at the parroquial level.
However, the canton as a unit of analysis presents several problems, most notably the lack of
consistency between a canton and a health service area. In several rural areas, health service areas
are larger than canton boundaries. Conversely, cantons which encompass large urban areas, such
as the cantons of Quito and Guayaquil, have many health service areas inside them and a large
degree of heterogeneity of socio-economic conditions.

FASBASE attempted to refine the methodology using the 1988 INEM Household Survey
to assess what share of each canton’s population lived under poverty conditions in order to
estimate the number of poor which would be covered by the health service system. However, this

¢ Suarez, J. (1988), Brichl, J. (1990), Freire, W. (1989).
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survey covered only urban Ecuador. Applying this standard urban-based poverty coefficient
across all cantons, be they rural or urban, was methodologically inconsistent and did little to
increase FASBASE's ability to distinguish poverty levels between health areas. Additional
considerations were used to select the 40 health areas under FASBASE, including regional
distribution and variety in the types of areas between rural, peri-urban and metropolitan areas. An
additional health area was included in 1994 due to a natural disaster which occurred in one rural
area. There were no allocative targets set by poverty level.

The water and basic sanitation component of the project is oriented to investments on a
smaller geographical scale than the health area, and as such developed a separate targeting
methodology. The basic criteria to be applied include: (a) only areas covered by the health
component and (b) only communities between 250 - 2,000 inhabitants, although smaller and more
dispersed may be included later. These criteria were expected to generate a list of 700
communities as candidates, of which 165 would be selected based on: (a) representative range of
communities in terms of size, location and socio-economic characteristics due to the pilot nature
of the component, (b) preference on population of 250-1,000, (c) incidence of water-borne
diseases, (d) status of existing water and sanitation facilities, and (e) a participatory assessment to
judge demand and willingness to pay. It is too early to assess the application of these criteria as
the final 165 communities have yet to be determined.

4.4..3. Targeting Results

Table 4 presents the distribution of FASBASE beneficiaries according to the classification
used by the project. Compared with total population figures, both FASBASE and the overall
Ministry of Health medium-term plan present a slightly favorable bias towards health areas located
tn the highest priority (category 1) cantons. However, approximately 80 percent of FASBASE
beneficiaries are located in cantons characterized by lower average levels of need (categories 3
and 4), which is above the overall population share of 68 percent for these cantons. This is largely
a function of the canton-based classification, where average ‘poverty’ levels are much lower for
urban cantons, effectively disguising the urban poor. Indeed, 40 percent of FASBASE
beneficiaries are in urban areas and a further 40 percent in health areas characterized as urban-
rural.

Table 4: FASBASE
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4.4.4. Cost Analysis

An analysis of administrative and targeting costs is generally not applicable to this type of
program for several reasons. Since FASBASE is in effect ‘piggybacked’ onto existing health
services it is not possible to estimate the actual costs of carrying out activities such as health
promotion campaigns, nutritional monitoring and pre-natal screenings which use MOH personnel
already in place in the health areas. In addition, the wide range of objectives, including
institutional strengthening of the MOH and the development of health policies, call for
expenditures not directly associated with service delivery. In terms of targeting costs, the use of
geographical targeting based on existing and data reduces to virtually zero the cost of identifying
participating health areas.

The administrative costs of the water and sanitation component alone are more applicable
to analysis. Of the US$11.8 million budget (base cost) to implement 165 water and latrine
projects and upgrade 42 existing water systems, US$8.7 million (74 percent) represents the cost
of the water and sanitation investments, design of the systems and training of users; US$0.55
million (5 percent) will finance sector studies, and US$2 57 million (22 percent) represents
administrative costs in the form of program personnel and consultants, equipment and materials,
monitoring and evaluation , coordination and supervision. This relatively high share of
administrative costs is due to the pilot nature of the program and the extensive use of technical
consultants, both national and international. Tt is not possible to estimate the costs devoted to
selecting participating communities, and hence targeting costs of this component can not be
determined.

4.5.  Case Study Five: INNFA: Child Development Program

4.5.1. Description of Program

The National Institute of Children and the Family (INNFA) is an autonomous agency of
the Government dedicated to addressing the most pressing problems of Ecuador’s children and
their families. To this end, INNFA operates a Child Development Program (PDI) which includes
child development centers, public feeding and school support centers, and early education units.
In addition, INNFA runs five shelters which serve 182 orphaned and abandoned children. Efforts
are being made to orient INNFA'’s activities to the most needy segments of Ecuadorian society.

As of mid-1994, the PDI program worked with a network of 45 public feeding and school
support centers reaching 3,520 children aged 5-12 and 967 child development centers for children
aged 0-5 distributed throughout the country. Coverage is estimated at about 33,000. At these
centers, children receive day care, early education and nutritional supplements equivalent to
seventy percent of daily caloric requirements. Communities provide the physical facilities and
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administration of the centers is arranged through contracts with grassroots organizations and
parents’ committees. INNFA trains, evaluates and supervises the mothers providing the services
as well as the developmental path of the children.

4.52. Targeting Mechanisms

INNFA has recently introduced a more narrowly focused targeting framework which is a
combination of geographic targeting plus an individual assessment. The network of INNFA's PDI
centers has developed over time and in response to local demand as well as INNFA's own criteria
of regional distribution, administrative factors and other considerations of how resources should
be allocated. In 1993, INNFA began to place more attention to the targeting of its program,
attempting to locate any new centers in marginal areas. To determine these locations, INNFA has
utilized CONADE’s Consolidated Poverty Map to identify priority cantons and parroquias. The
methodology used by INNFA does not assign targets or cut-off points to guide resource
allocation decisions. In addition, once the priority locations are selected, an individual screening
mechanism is used based on malnutrition, as measured by height and weight for age, of the
children applying for entry to the centers,

4.5.3. Targeting Results

Overa.ll, 54 percent of children attended by INNFA are located in rural parroquias, with
the remaining 46 percent located in urban areas. While no specific targets have been set against
which performance can be compared, we can examine the distribution of funds using parroquial-
level malnutrition data. Table 5 shows the incidence of INNFA participants. While one-third of
program participants are in the parroquias with the highest malnutrition levels, in this case above
45 percent, there appears to be a significant amount of leakage into less needy areas. One reason
for these results include a lack of flexibility in allocating resources since once a center is funded it
tends to continue to be funded; any improvements in targeting efficiency are on the margin in
terms of new centers that can be opened. In addition, because of the small scale of the benefit
delivered, with the average number of 35 children per center, it is quite possible that actual
participants are poorer than a parroquial average would suggest.

Table 5: INNFA
Parroquial Malnutrition Levels Share of INNFA Participants
Over 45% 37.3%
35.1 -45% 16.7%
20.1-35% 44.3%
15.1 - 20% 0.8%
Under 15% 1.0%
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Regarding the second level of targeting, screening individual children for entrance to centers, in
practice this methodology was not used as a filter. Rather, baseline information about the
malnutrition levels of participants was collected for growth monitoring purposes. To program
staff, rejecting children that did not satisfy malnutrition criteria was deemed not feasible in the
local context.

4.5.4. Cost Analysis

The total budget of INNFA for 1995 was approximately US$29 million. This total
includes the central operations of INNFA (US$9 million) as well as the costs of the three
programs it runs: the Child Development Program outlined above (US$15 million), the program
for working children (US$2 million) and the health services program (US$3 million). Since the
overhead of INNFA is shared between these programs, this distorts slightly the analysis of
administrative costs of the Child Development Program. Nevertheless, overall, administrative
costs account for 24 percent of INNFA's total budget. As such, INNFA is one of the least
efficient of any of the targeted social programs reviewed. Administrative costs of the Child
Development Program itself are estimated by INNFA at about 2 percent, however this does not
include any of the administrative costs of the central operations of INNFA and as such is not a
valid reflection of the cost structure.

The targeting costs of identifying potential beneficiaries can be divided into two parts. First,
INNFA has begun to use CONADE’s poverty map to identify high risk geographical areas. As a
public good, this information has not generated any internal costs. Second, screening of
individual beneficiaries is based on the same methodology employed by ORI. Existing staff in
local offices promote the opening and monitor the operations of child development centers, one
function of which is to screen potential beneficiaries. While data are not available, we can assume
that the targeting costs of INNFA would be about the same as those ORI, which were estimated
at well under one percent of total program costs.

4.6. Case Study Six: The Rural Basic Education Project PROMECEB

4.6.1. Description of Program

In 1990, the Program for Improving the Quality of Primary Education (PROMECEB) was
initiated with funding from the Inter-American Development Bank and the Govemment of
Ecuador. The program is executed by the Ministry of Education and seeks to improve rural
primary education through curriculum development, provision of textbooks and educational
materials, infrastructure improvements and teacher training. The project supports the
Government’s efforts at spatial planning and organization of the educational system around hub
schools which would be centers of excellence to provide both models of high quality education
and nuclei for networks of surrounding schools. Total project costs are estimated at US$48.9
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million and would cover the establishment of 80 such rural networks encompassing 1300 rural
primary schools in 18 provinces of the country. This accounts for roughly 9 percent of all primary
schools and about 24 percent of the projected number of rural networks needed to cover the
country.

4.6.2. Targeting Mechanisms

The planning and selection of the networks to be included in the project were based on a
number of considerations. Although no explicit social indicators were discussed, overall socio-
economic conditions and community cohesion were listed as factors in determining selection of
networks. The lack of specific social or poverty criteria is explained in part by the view that the
risk of program benefits being captured by the non-poor is extremely limited in a program that
focuses on public primary schools in rural areas. In determining the location of the hub school
several criteria were applied. First, to be designated as a hub, a school must be a ‘complete’
school with all grades of basic education. It should also serve as a central point for schools which
are located no further than 15 kilometers away. These networks should be as homogenous
linguistically and culturally as possible, although several networks encompass both rural and urban
areas due the local conditions in certain zones.

Based on a school facilities map generated by the Department of Rural Education of the
Ministry of Education, a suggested list of 80 networks was developed at the early stages of the
project. Subsequently, about one-fourth of the original candidate networks have been changed.
Reasons range from shifting populations to initial oversights (i.e., no schools from the Oriente
zone were included in the first round).

4.6.3. Targeting Results

Of Ecuador’s 21 provinces, 15 participate in PROMECEB. No specific indicators were
used to define priority sites and -- again -- due to lacking poverty data on a geographic basis, we
can only compare the incidence of program benefits against the malnutrition map. Over half of
PROMECEB’s program beneficiaries are located in parroquias with malnutrition rates of 45
percent and above.

4.6.3. Cost Analysis

Because PROMECEB is ‘piggybacked’ onto the existing education system and has
objectives beyond service delivery, including institutional strengthening of the Ministry of
Education, analysis of administrative and targeting costs is not very applicable. Nonetheless, the
salary and operating costs for the project implementation unit represent 7.8 percent of the total
project cost net of financial charges. There were no incremental costs of targeting associated with
the selection of the participating networks.
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4.7.  Case Study Seven: The Urban Basic Education Project EB/PRODEC

4.7.1. Description of the Program

In 1992, the Government supported by the World Bank launched the First Social
Development Project: Education and Training (EB/PRODEC). The six-year US$118.7 million
project has two main areas of intervention: improving access to and quality of urban primary
education, particularly in low-income areas, and support for adult literacy and training activities.
For the purposes of this analysis, only the first component will be analyzed. Support for urban
primary education (US$76.9 million) consists of: providing quality-enhancing inputs through a
system of school networks similar to PROMECEB, developing a national student assessment
system, and improving the Ministry of Education capacities in budgeting and sectoral
management. The quality-enhancing investments in local school systems include infrastructure
upgrading, in-service teacher training, the addition of pre-school classes to existing primary
schools, provision of textbooks and educational materials, and improvements in special education
services. The project is intended to cover 55 urban-based school networks reaching an estimated
482,000 students.

4.7.2. Targeting Mechanisms

Selection of participating school networks is based on an identification of marginal urban
zones. These marginal zones (of cities with more than 15,000 inhabitants) are identified by
computing a service indicator from Census data. The service indicator comprises indexes relating
to the quality of housing, crowding, sewerage access, hygiene facilities, the school attendance
level of minors and the ‘economic capacity” of the zone.” Second, within the so defined marginal
urban areas, case by case studies of schools are conducted which lead to the exact definition of
the investment area. The defined investment area, hence, need not correspond exactly to the
marginal urban area defined by the Census; in several cases it covers the whole city or even (in
one case) the whole Canton.

4.7.3. Targeting Results

As of October 1994, 47 cantons had been identified, including 27 locations for the
establishment of networks, with an average of 18 schools per network. It is difficult to assess
whether the project is reaching the poorest urban areas of the country for a number of reasons.
First, due to the rolling nature of network selection, it is not possible to judge overall targeting
effectiveness as only about half of the eventual networks participating have been selected. More
importantly, the spatial planning of urban networks does not correspond necessarily to the

7 The economic capacity variable is constructed from data on age and education level of household heads and
the number of family members without an occupation.
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parroquial division which is the basis for most of the existing social indicator data. Overlapping
boundaries between networks and parroquias renders ineffective the use of standardized poverty
indicators across parroquias. While the canton level information is available, for urban cantons,
the high degree of heterogeneity with the canton leaves it a poor guide for poverty targeting in
urban areas.

4.7.4. Cost Analysis

Like PROMECEB, EB/PRODEC is ‘piggybacked’ onto the existing education system and
has objectives beyond service delivery, including institutional strengthening of the Ministry of
Educatio, as well as improving adult literacy and training. Hence, analysis of administrative and
targeting costs is not very applicable. Nonetheless, for comparative purposes, the salary and
operating costs (not including investment costs of equipment and vehicles) for the project
implementation unit represent 7.0 percent of the total project cost. There are no incremental
costs of targeting associated with the selection of the participating networks.

s. A Consolidated View of Targeting Accuracy

In developing targeting mechanisms, each program has used a variety of indicators and
methodologies to identify geographical target areas and several programs have combined this with
individual assessment and self-targeting mechanisms. The differences in criteria are often justified
due to the types of benefits each program delivers. For instance, criteria regarding enrollment
rates, school size and other planning variables are appropriate to use in selecting areas in the two
education projects reviewed, EB/PRODEC and PROMECEB. In a similar fashion, health
indicators for health projects and malnutrition indicators for both the school lunch program and
child development projects are used to more closely link the characteristics of the beneficiaries
with the service to be provided.

For none of the above-discussed projects are we able to calculate targeting indicators such
as coverage or leakage rates. Programs do not monitor or periodically evaluate their beneficiary
population. As mentioned above, it is not possible to employ Living Standard Measurement
Survey to provide us with data on the targeting accuracy of individual social projects because too
few beneficiaries are reached by the household survey.

It might be, nevertheless, interesting to compare the geographic distribution of program
funds using a common yardstick. As we don’t have a poverty map based on expenditure
measures in Ecuador, we limit ourselves to comparing the geographic distribution of funds to the
incidence of benefits for programs that could be identified at the parroquial level (ORI, FISE,
School Lunch, INNFA, PROMECEB) with the parroquial level malnutrition map. As Table 6
shows, for all programs a significant share of program benefits are reaching the parroquias with
the highest malnutrition rates. There is virtually no leakage of benefits to parroquias with less
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than 20 percent malnutrition rates. The school lunch program and PROMECEB on average have
higher incidence in zones of most severe malnutrition than INNFA, FISE and ORI.

Table 6: Program Incidence According 10 Malnutrition Rates

66% 3%  46%  46% 51%
16% 17%  14%  11% 14%
18% 44%  38%  43% 30%
0% 1% 1% 1% 5%
0% 1% 0% 0% 0%
0% 21% 15%  18%  17% 26%

In the case of PROMECERB, this outcome is largely a result of its exclusive concentration
in rural areas, where the average malnutrition is 51 percent compared with 39 percent for urban
parroquias. Indeed, when only rural areas are analyzed using the same breakdown of malnutrition
rates, the incidence of program benefits for rural parroquias with over 45 percent malnutrition rate
is as follows: school lunch - 70 percent, ORI - 69 percent, FISE - 68 percent PROMECEB 54
percent and INNFA - 51 percent.

The outcome of the school lunch program is largely a reflection of the methodology used
to select participating schools. All schools in parroquias with malnutrition rates of over 45
percent were selected, with exceptions made for schools either under 30 students or with only one
teacher in parroquias with malnutrition rates under 45 percent. Therefore, the 34 percent of
participants which are from parroquias with lower levels of malnutrition represents the program’s
attempt to get at pockets of poverty amid generally ‘better off” regions.

For FISE, INNFA and ORI a number of criteria were used to determine resource
allocation only one of which was parroquial level malnutrition rates. In the cases of ORI and
INNFA, reliance on existing infrastructure reduces flexibility in selecting beneficiary communities.
In the case of FISE, the demand-driven nature of a social fund makes the agency dependent on
the motivation and capacity of communities and sponsoring agencies to apply for FISE grants. In
addition, for all three programs, the scale of benefit is quite small for each individual investment.
Therefore, for the program benefits going to less poor parroquias, it is quite possible that
communities receiving support are well below the parroquial malnutrition averages if local
promotion and screening activities are being carried out well.

Political discussion in Ecuador regarding incidence of program benefits has largely been a

debate about regional and provincial distribution. This issue cuts across poverty considerations
and begs the question of, in addition to whether the poor are being reached, to what extent is
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there a ‘fair’ distribution of program benefits on a national level. Although the poor are not
evenly distributed across regions, all regions contain significant numbers of Ecuador’s poor. Even
if a social program fulfilled its objective of reaching only poor beneficiaries, if all of these
beneficiaries were concentrated in a given region, the outcome would be less than optimal from a
national perspective. The following graph presents the distribution of program benefits by the
main ecological regions of the country. The distnbution of the poor (headcount index, compare
Working Paper 1) and the population shares are given for comparison. Based on the distribution
of the poor, the Costa should receive most of the expenditures, followed by the Sierra and the
Onrente.

Figure 2: Distribution of Social Program Benefits by Region
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Targeted Sacial Programs

As seen in Figure 2, with the exception of INNFA, all of the targeted social programs
reviewed ‘overspend’ in the Sierra region, compared to either straight population shares (column
2) or shares adjusted for poverty levels (column 1). Partly, this is due to most programs using
malnutrition data as the only {or at least as one important) base for their geographical targeting.
The most striking example for this ‘overspending’ is the school lunch program, with almost 80
percent of its benefits going to the Sierra region. Yet, as shown above, the school lunch program
has the most accurate targeting in terms of the incidence of its benefits in zones of greatest
malnutrition. Since the program uses principally malnutrition data to determine school selection,
the fact that average malnutrition in Sierra parroquias is 55 percent, versus 33 percent in the
Coastal region and 49 percent in the Amazon Basin, tends to direct benefits toward the Sierra.

Looking only at the distribution on a regional level can conceal important differences in
incidence between provinces. For instance, the skewing toward the Sierra region could be
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interpreted as an effect of centralization around the capital, Quito, particularly since all of the
programs reviewed are headquartered in Quito. However, as shown in Table 7 below, the
province of Pichincha, where Quito is located, receives less than its population share of all major
programs with the exception of FASBASE., Instead, other Sierra provinces such as Chimborazo
and Cotopaxi consistently receive a greater share of program benefits than their population.
These provinces are usually associated with the rural Andean poverty of Ecuador.

While there is a need to seek a fair regional distribution, there is the danger that debates
about regional distribution will obscure the issue of whether poor are being reached or not. In
certain instances, poverty targeting objectives are being met but not optimal regional distribution.
The opposite is also possible, with optimal regional distribution cloaking significant leakage to the
non-poor.

Table 7: Provincial Distribution of Program Benefits
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. 1.6% 2.7% 6.4%
1.4% 22% 5.0% 5.5%
1.1% 1.6% 3.0% 4.1%
59% 4.6% 3.5% 9.2%
8.2% 5.8% . . 8.3% 4.3%
47% 34% 1.0% 3.3% 4.0% 9.1%
23% 33% 22% 66% 5.9% 8.2%

176% 21.4% 38% 19.5% 17.8% 247% 76%
69% 31% 62% 52% 4.5% 1.8% 3.8%
6.4% 41% 10.1% 6.9% 128% 3.0% 5.5%
43% 53% 22% 54% 38% S51% 87%
10.7% 11.2% 74% 59% 5.4% 14.2% 6.9%
14% 22% 08% 0.0% 18% 21% 0.0%
1.0% 3.4% 21% 0.0% 1.2% 00% 0.0%
02% 04% 1.0% 0.0% 17% 0.7% 0.0%
132% 12.1% 102% 18.6% 10.0% 17.9% 9.0%
45% 36% 7.7% 64% 14% 05% 7.7%
09% 1.5% 07% 0.0% 07% 00% 0.0%
05% 01% 00% 00% 00% 00% 00%
08% 35% 08% 13% 1.6% 00% 0.0%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Summary of Cost Analysis. Based on this review, the administrative and targeting costs of
the major targeted social programs in Ecuador are in line with international experience. As shown
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in Table 8 below, overall administrative costs range from 6 to 15 percent, excluding the 22
percent overhead for the pilot water and sanitation component of FASBASE. However, these
Estimates of costs associated with project
implementation units of internationally financed programs (e.g. FASBASE, PROMECEB,
EB/PRODEC) suffer distortions for the following reasons: (a) a portion of the administrative cost
is related to the financing source itself (i.e., personnel to handle procurement and disbursement
matters) rather than delivery of program benefits, (b) these programs tend to piggyback most
extensively onto existing universal services (health and education) which blurs identification of
true program costs, and {(c) the variety of objectives beyond service delivery (building institutional

figures should be interpreted with caution.

capacity and developing sectoral

Targeting Social Programs to the Poor

Table 8: Summary of Administrative and Targeting Costs of Social Programs

Program Primary Targeting Administrative Cost (as | Targeting Costs (as

Mechanism % of Total Cost) % of Toral Cost)

ORI Geographical/ 15% 0.2%

Individual Assessment
FISE Geographical/ 8% (including invest- 0.2%
Self ment - equipment, TA)
6% (net of investment)

School Lunch Geographical 6% 0 (to identify poor)
0.5% (incremental
cost of reaching
poor)

PROMECEB Geographical 8% 0

EB/PRODEC Geographical 7% 0

FASBASE Geographical

Total N/A 0-N/A

‘Water/Sanitation 22% N/A

Component

INNFA Geographical/ N/A N/A
Individual Assessment

Grosh ranges: Programs with 0.4 -29% 04-8%
Individual Assessment
Mechanisms
Programs with 4 -16% 0-2%
Geographic Targeting
Programs with Self- 3-10% 0
Targeting
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policies) makes a comparison difficult. In addition, definitions of what is included as an
administrative expense vary widely between programs, such as the inclusion of invesiment costs
(e.g., purchase of vehicles and equipment) under administration and differences in the treatment of
monitoring and supervision costs. And finally, administrative costs are affected to varying degrees
by the scale of program, type of benefit, and managerial efficiency. For instance, an expected
tripling of ORI coverage would halve the share of administrative costs from 16 to 8 percent.

The costs of targeting itself are quite low, and in all cases represent well under 1 percent
of total program costs. This result is also in line with similar experiences in Latin America as
presented by Grosh (1994). This cuts against the general impression that in a country with
widespread poverty, it is not worth the time and expense establishing mechanisms to identify
potential program beneficiaries. In fact, the costs are quite marginal and, based on the results of
targeting accuracy, can have a significant effect of improving the incidence of program benefits to
the poorest segment of society.

Potential Incentive Effects and Other Considerations. In theory, targeting schemes may
generate incentive effects. The principal of these effects, as outlined in Grosh (1994), are related
to leisure-labor choices, relocation, and unproductive behavior. The leisure-labor issue occurs in
programs which use income as a means test for access to benefits,. If benefits are sufficient,
people may chose to work less to quality for the program. This does not apply to any of the
social programs reviewed. The relocation problem may occur in geographically targeted
programs, where access to geographically determined benefits affects potential participants’
decision on where to live, where to send children to school, which health post to visit, etc. In this
case, the non-poor would seek access to services located only in poorer areas. To date, no
program has analyzed this risk. Given the relative scale of program benefits and the degree of
associated negative incentives of moving into poorer areas (lack of access to water and sanitation
facilities, lower quality schools, social stigma, rural isolation) it is doubtful that relocation is a
serious consideration in program design, And finally, there is a potential problem of unproductive
behavior in programs like INNFA and ORI that screen individual participants using malnutrition
criteria. In such cases, mothers may be tempted to underfeed their children to guarantee access to
program benefits. In both INNFA and ORI local staff have dropped the use of malnutrition as a
screen for not only the potentially unproductive behavior of mothers but the social and family
level conflicts that might ensue.

A further consideration in overall program effects are political and stakeholder interests
which may affect program design and implementation. For instance, regional politics may affect
benefit patterns either in addition to or in place of other geographical poverty targeting
mechanisms. Indeed, the selection of which indicators to use in defining poverty may have
political implications.
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6. Lessons From Targeted Social Programs

The experience of the main targeted social programs in Ecuador demonstrate that social
investments can effectively and efficiently reach poor populations. The experience also shows that
a certain level of leakage does occur and improvements can be made in program design, targeting
methodology and program implementaiion to heighten the impact on the poor and reduce the
chance of leakage. Since the social programs reviewed all rely primarily on geographical
targeting, the lessons regarding targeting are more specific to this type of mechanism. These
lessons can be summarized as follows:

o The costs of running these programs and identifying potential beneficiaries are within
reasonable expectations. These costs are more a function of program design and managerial
efficiency than the efforts to reach poor beneficiaries. Strategies such as increasing the scale
of pilot-types programs, controlling unit costs and improving managerial efficiency could
further reduce the overhead spent on delivering program benefits.

e Scale of targeting matters tremendously. To reduce leakage and other forms of
mistargeting, the scale of the geographical unit selected should be as closely aligned as
possible to the scale of the potential benefits. For instance, using the canton level for large
urban areas is ineffective in allocating resources to poor urban areas due to the heterogeneity
of socio-economic conditions within the canton. Parroquial level indicators improve the
chances of identifying poor areas, though flexibility should be allowed for programs to reach
poor within better-off parroquias. Examples of this include individual daycare centers and
other small-scale social investments. Clearly, no reliable targeting can be done on a provincial
or regional level.

o Program design affects outcome independent of targeting mechanism. Focusing
exclusively on methodologies for selecting beneficiaries misses important issues in overall
program design which in the end may have more relevance for the impact on the poor. Each
program should be analyzed to identify elements in design and procedures which would either
promote or reduce participation by the poor. For instance, ORI and INNFA’s reliance on
existing infrastructure limits flexibility in assigning resources to priority areas. FISE’s
demand-driven nature which relies on the ability of communities and intermediary
organizations to present project proposals may hamper its performance in terms of targeting
outcomes. Criteria used by EB/PRODEC and PROMECEB in defining school networks,
including the requirement that the hub be a complete school, minimum number of students,
and other educational system planning criteria, are correct given the overall objectives of these
programs. However, they tend to bias against inclusion of the poorest, most remote dispersed
populations.

o Although geographical targeting is accepted as a guideline for allocating resources, a
consolidated map has to be developed. Each program uses a different set of indicators to
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define priority areas. The majority have used elements of CONADE's Consolidated Poverty
Map. The CONADE information is not sufficiently disaggregated to allow for targeting at the
parroquial level in urban areas. Moreover, the validity of the map itself is subject to
discussion as it is built from several different poverty maps which vary in the degree of
coverage, reliability and timeliness of the statistics used (e.g., the Census data from 1990 are
not incorporated in the map). Several programs have based targeting to a greater degree on
malnutrition data but this is obviously only an imperfect poverty indicator. The unmet basic
needs indicators developed by INEC from the 1990 Census, despite the timeliness of the
information, did not allow for a disaggregation of urban cantons and could probably be
improved as indicators of poverty (compare Working Paper 1 and Annex 2 to Working Paper
1). In addition, there is some debate as to whether certain indicators can be applied
consistently across regions or between rural and urban areas. The decision on which map and
which indicators to use is not simply technical; there are political ramifications in terms of
regional distribution of resources which must be taken into account.

o Geographical targeting mechanisms appear deceptively simple, but in fact can be
methodologically quite complex. Related to the previous point, selecting criteria and
building operational targeting mechanisms can be difficult. In several instances, the relative
weights of criteria and the screening processes were not transparent. In other cases there
were flaws in methodology. Even using transparent indicators with solid methodology may
not be sufficient. For instance, to render these indicators more operational, rankings are often
assigned. However, the definitions of the group rankings are arbitrary and inject an element of
differentiation which may overstate reality (i.e., little difference between a high ‘2’ and a low
‘3°).

o Initial emphasis on setting up targeting mechanisms is usaally not followed by consistent
monitoring of performance. Despite the efforts to establish targeting mechanisms, in the end
most programs are not able to say to what extent they are reaching the poor. In part this is
due to inherent weaknesses in the targeting mechanisms. However, there is a general lack of
monitoring of targeting performance, particularly at the central Government level. While each
program usually keeps information on where it reaches, the degree to which this information is
fed back into the agency to determine future actions varies. In addition, rarely are adjustments
made to methodology or new poverty data incorporated as it is made available. The central
role of CONADE in orienting public investments and INEC in providing basic statistical
information have not been used to fullest advantage. To this end, CONADE and INEC should
provide the necessary technical guidance and general monitoring, including updating
information on poverty conditions. This monitoring effort should go beyond statistically
tracking regional investment patterns. The Living Standards Measurement Survey can
generate data on the consumption and income profiles of program beneficiaries. Participatory
beneficiary assessments can provide insights into the appropriateness and impact of the
services being delivered.
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e In general, coordination between programs should be increased, particularly at the
operational level. Most of these programs operate in the same locations, with limited
interaction. At the least, this coordination will avoid duplication of programs. Improved
coordination would also help the Government maximize synergies between programs. Some
examples include: (&) FISE financing of daycare centers to address the targeting constraint
faced by ORI in terms of lack of resources for new infrastructure; (b) nutrition screening of
children entering daycare assisted by health programs operating in the area to reduce program
costs; and (c) EB/PRODEC and PROMECEB financing main infrastructure and FISE small
satellite schools under the network umbrella. Such coordination can only be carried out
effectively at the local level and may help to lower overall program costs and increase impact.
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Table A.1: Social Programs in Ecuador

Name of P'rogrom Executing Agency Beneficinry Type A Bencficiary Type B Beneficiary Type {
I'rograma matcro Infanti) Mimstry of Public Health Women Children Adolecents
PFrograma ampliado de inmunizacionss Ministry of Public Health Pregnant Wormen Under $ Years of Age -
Programa de control de enfermedindes diarreices Ministry of Public Health - Under 5 Years of Age Cholera Victims
Laclancia nislcma Ministry of Public Health Women Children -
Programa nacional de control de crecimiento Minisiry of Public Health - Children -
Mrograma de slimentacitn complementaria mal. inf. Minisiry of Public Health Pregnant Women Under § Years of Age -
Programa de educacion slimentaria y autricional Ministry of Public Health - - General Population
archa operaciona) conttra el bocio endémico Mintstry of Public Health - - Populstion st Risk
FASBASE Ministry of Peblic Health Pregnant Women Under 4 years of Age Rural Populativn
Jud materna y planificacién famitiar Minisury of Public Health | Cancer Risk FertileWomen - -
B/PRODEC Ministry of Education - Under 10 Years of Age -
Sducacion basica de adultos y formacidn peofcaional Minisiry of Edncation - - Adults without Liducation
b rescale infantit Ministry of Social Welfare Minors Mothers -
ondo de Inversién Social de Emergencia Presidencia - - Poor People
de desnrrollo infantil INFA Chitdren Under 6 Under 6 Years of Age -
Programs nacional de discapacidades INFA - - Affecied Population
trabajadores prematucos INFA - Minors 6-17 Years of Age -
médica social INFA Women Children Genensl Population
tencibn primaria e salud y mejormiento ded saneamicnte | Ministry of Public Health Pregnant Women Lactating Women Pre-Schooless at Risk
cjoramiento de La educacién primaria e zooas prioritarias Ministry of Education Under 14 Years of Age - -
yuda integral pams ¢l secior wrbane marginal de Quito Municipio Low Income Families - -
Defender ef medio ambiente PMT-BCE Children Adolecents -
icos de la calle Saleviancs Street Children - -

rogramna nacional de educacitn prescolar

Ministry of tducalion

High Risk Children 4-6 yrs.

Source: Jordan (1994) and Wecld Bank.

Noie: Projects and programs without direct bencficianics or substantial investments are pol included.




Table A.1 (Cont.): Social Programs in Ecuador

d JUDIOM
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6TT

Name of Program Benefits/'Services Coverage Universal/Group
» mateno Infantil Health Care Women Specific Group
» ampliado de inmunizaciones Vaccines National Universal
nma de control de enfermedades diarreicas Health Care Naticnal Universal
ia materna Nuiritiona! Education Nationa) Specific Group
ma nacional de control de crecimiento Health Care National Universal
n de alimentacién complementaris mat. inf. Food Rations & Health Care Nationat Specific Group
grama de educacién alimentaria y nutricional Nutritional Bducation National Universal
cha operacional contra ¢l bocio endémico lodine Rations Rural Sierra Universal
Health, Nutrtition, Sanitation| Various Provinces Specific Group
lud materna y planificecion familiar Health Care Various Provinces not identified
Basic Education Services | Urban Areas in 10 Provinces Spexific Group
cidn basica de adultos y formacién profesional Basic Ed. & Training National Specific Group
|n.. cion rescate infantil Basic Care Services National Specilic Group
IFondo de Inversién Social de Emergencia Infra. & Social Services National Specific Group
ma de desarrollo infantil Basic Care Sarvices Urban/Rural Varions Prov. Specific Group
nacional de discapacidades Disabled Care & Prevent. National not identified
g trabajadores prematuros Educational Assistance 20 Cities not identified
P ama médico social Health Care Subsidies National Specific Group
primaria e salud y mejoramiento del iento basic] Health & Sanitation Services| Health Areas of § Provinces Specific Group
ejoramiento de la educacién primaria en zonas prioritarias Food Supplements Children of Selected Schools Specific Group
lAyudn integral pera el sector urbano merginal de Quito Basic Scrvices Quito Specific Group
Defender ¢l medio ambiente Training National Universal
hicos de 1a calle Misc. Services Quito Specific Group
a nacional de ed educacuén | prescolar Teaching Services Naticnal Specific Group

L

uns

Source: Jordan (1994) and World bank.
Note: Projects and programs without direct beneficiaries or without substantial investments are not included.
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Table A.1 (Cont.): Social Programs in Ecuador

—— - —— ——
Name of Program Targeting Mechanism Beneficiaries/Year Annual Cost

l‘rogmna matemo Infantil * Targeted by Program n.a. n.a.
grama amplisdo de inmunizaciones not speficied ne $270,000
 de control de enfermedades diarreicas not speficied n.a. 3116,000

tRNCia IAtSITIA * Targeted by Program na n.e.

a nacional de control de crecimiento not speficied na D4,
a de alimentacién complementaria mat. inf. not implemented na $4,332,98)
p de educacion alimentaria y nutricional not speficied na. $259,420

L ucha operacional contra ¢l bocio endémica not speficied n.a.

FASBASE * Targeied: Geographic na $10,000,000
Salud matema y planificacion familiar not implemented na. 31,500,000
EB/PRODEC * Targeting: Geographic na. $13,000,000
ducacién basica de adultos y formacion profesional rot implemented n.a. $1,450,000
acidn rescate infantit * Targeted: Geographic / Indiv. 100,000] $2.,400,000
IFondo de Inversidn Social de Emergencia * Targeted: Geographic / Self 1,001,127 $30,000,000
grama de desarrollo mfantil * Targeted: Geographic / Indiv. 32.OOOJ 31,204,155
prama nacionat de discapacidades nol implemented n.a. $2,400,000
grama trabajadores prematuros not implemented n.a. $1,539.247
médico social n.a. {by survey) 12,500 $950,580
tencion primaria en salud y mejoramiento del saneamiento bésic not implemented 6,000/ $3,840,000
ejoramiento de la educacidn primaria en zonas prioritarias * Targeted: Geographic 36,740 $7,556,128
yuda integral para el sector urbano marginal de Quito not implemented 503,718 $1,475,353
fender el medio ambiente not speficied 51,997 3$114,300
hicos de la calle not implemented 3l ,00{!J $296,300
grama nacional de educacién prescolar not implemented 1,39 $126,921

Source: Jordan (1994) and World Bank.

Mote: Projects and programs without direct beneficiaries or substantial investments are not included.
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Determinants of Hourly Earnings in Ecuador:
The Role of Market Regulations

1. Introduction

Ecuador has a cumbersome labor legislation. There are several mechanisms through
which the government interferes with wage setting in the private sector, including the national
minimum wage, specific minimum wages determined by sectors and by occupations within
sectors, and both minimum and mandatory wage adjustments to compensate for increases in the
cost of living. There is also a whole array of mandated benefits, each of them determined
according to a specific rule and paid at a different point in time. Some of these benefits are
proportional to the base wage of the worker, while others are set as a lump sum; some are paid
monthly, while others are due either one or several times a year. Finally, firms willing to
downsize or restructure may end up paying a severance equivalent to many yearly salaries to each
of the displaced workers.

Besides causing efficiency problems, labor market segmentation has a direct link to
equality and poverty. In terms of efficiency, by precluding labor to be allocated optimally across
the different sectors of the economy, the private sector’s international competitiveness is
undermined. This will especially weaken the export base. But such regulation can be a major
source of increasing inequality in society and this is the main reason we want to study labor
market segmentation in this Poverty Report. The benefits regulations create favor generally only
a few, and the resulting segmentation of the labor market can put a heavy toll on informal sector
workers: their wage rate is not only artificially reduced but entry into the ‘protected’ regulated
sector is hindered so that it is much more difficult for the poor to grow out of poverty by using
their own labor. The growth of this informal sector in Ecuador in recent years is viewed by many
as a consequence of this segmentation.

However, in the Ecuadoran case, several factors exist which might weaken the alleged
direct link between Iabor market legislation and segmentation. First, the weakness of enforcement
capabilities, as described below in more detail. As an example, the enforcement agency at the
Ministry of Labor does not have a single car of its own to inspect firms suspected of not abiding
by the law. Second, even if regulations were enforced, private contracts could still undo part of
the potential distortions. For instance, if there are mandated benefits to be paid in addition to the
base earnings, then the latter can be adjusted downwards, so that take-home pay (including the
benefits) remains equal to the relevant alternative wage. Third, some firms in the modern sector
of the economy may be willing to pay wages above market-clearing levels even if not forced to do
so, for efficiency reasons. High wages can be used to attract the best workers, to reduce
turnover, to improve morale, and to elicit high levels of effort. Fourth, wages can also be high
because of union activities, and there are other variables, apart from labor market legislation,
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affecting union strength. Particularly, unions tend to be powerful in the government and in
sectors characterized by limited competition in product markets.

The goal of this paper is to take a fresh look at labor market segmentation in Ecuador, and
1o assess the role of labor regulations in accounting for this segmentation. Such a fresh look is
necessary because the existing evidence on the distortive impact of labor market regulations in
Ecuador is not conclusive, as we will argue in detail below. And the fact that we can take a fresh
look is made possible by the availability of a new data set, the recently completed Living
Standards Measurement Survey (LSMS), which covers both urban and -- for the first time in
Ecuador -- rural areas. The LSMS is much more detailed than previous Ecuadoran household
surveys, both regarding eamings (including all of the mandated benefits) and individual
characteristics such as unionization, or social security enrollment. These data allow to compare
the hourly earnings associated with different jobs, depending on whether these jobs are actually
subject to labor legislation, on whether they are in the modern sector of the economy, and on
whether they are in unionized firms. The richness of the questionnaire allows us to control for a
large set of individual characteristics.

The paper shows that labor market regulations do raise labor costs, but less than claimed
by previous studies. Individuals who earn the benefits mandated by law enjoy a higher take-home
pay than their otherwise identical fellows. But in the private, modern sector of the economy, the
gap (about 18 percent) is much smaller in practice than it looks on paper. In fact, most of the
impact of the mandated benefits is outweighed by a sharp reduction (roughly 39 percent) of the
base earnings upon which mandated benefits must be paid. This downward shift is facilitated by
both the low level and weak enforcement of minimum wages. Moreover, the impact of mandated
benefits on labor costs is even smaller than suggested by the 18 percent increase in take-home
pay. This is because mandated benefits, unlike base eamings, are not subject to social security
contributions and payroll taxes. Thus, total labor costs, including social security contributions and
payroll taxes, increase by only 8 percent for an employer complying with labor regulations.

This Working Paper is organized as follows. Section 2 presents the main features of the
Ecuadoran labor market legislation, regarding wage setting mechanisms, mandated benefits,
payroll taxation and job security. It also discusses the enforcement capabilities of the Ministry of
Labor and the Instituto Ecuatoriano de Seguridad Social (IESS), and the role of labor unions in
both enforcement and wage setting. Section 3 analyzes the available evidence on the extent of
labor market segmentation as well as on the role of labor market regulations in explaining this
segmentation. The available evidence is made of qualitative surveys of large firms, and of
econometric studies using previous household data sets. Section 4 employs the LSMS to provide
a typology of jobs: whether they are actually subject to labor market regulations, whether they
belong to the modern, private sector of the economy, and whether they are unionized. The
degree of overlap between these classifications is analyzed in detail, to the extent that it is crucial
to disentangle the role of different sources of labor market segmentation. Section 5 deals with the
measurement of hourly earnings, taking all benefits (mandated or not), bonuses and allowances
into account. Distributions of take-home pay are constructed according to the typology of jobs
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discussed in Section 4. Section 6 estimates earnings functions, explaining the take-home pay and
base eamings of individuals as functions of their own characteristics, but also of the type of job
they hold (regulated, modern, unionized). In the case of take-home pay, the coefficients
associated with the job type variables can be seen as indicators of labor market segmentation.
Section 7 analyzes the robustness of the results, by replicating the regression analysis for specific
sub-sets of observations, and by modifying the criteria used to decide whether a job is in the
regulated, the modemn or the unionized sector of the economy. Section 8 concludes.

2 Labor Market Distortions

Ecuadoran labor market regulations may distort the labor market through several, largely
independent, mechanisms. The government interferes with wage setting in the private sector of
the economy by deciding on both minimum wages and across-the-board wage increases. Labor
market regulations also impose an impressive number of mandated benefits, whose total amount
represents roughly twice the base wage for someone earning the national minimum wage. In
addition, firms and workers are supposed to pay contributions to a social security system which,
everybody agrees, is technically bankrupt. Finally, legislation determines a high cost of workers’
separation.

The national minimum wage, or Salario Minimo Vital General (SMVG), is set by the
Consejo Nacional de Salarios (CONADES), a body composed of seven members, five from
government, one representing employers and one representing labor. Base wages at the sectoral
level, as well as for each occupation within each sector, are decided by the Comisiones
Sectoriales de Salarios. These are tripartite commissions, composed of three members, one each
from government, employers and employees. There are 119 commissions, one per sector. Their
decisions are made with some reference to changes in the SMVG. In addition, the government,
by decree, periodically grants nation-wide wage increases.

On top of base wage, there are many mandated benefits. The list includes the thirteenth,
fourteenth, fifteenth and sixteenth salaries, the cost-of-living compensation, the complementary
bonus and the transportation bonus (see Sinchez Carrién, 1994, for details). Some of these are
defined as a function of the SMVG, some are a function of the base wage (which varies by
individual worker), and some are lump-sum amounts. The calculation and timing of payment
varies from item to item, making administration and budgeting complex. This complexity can be
illustrated by briefly describing each of the ‘teen’ salaries. The thirteenth salary is equal to the
sum of all the salaries (base wage plus overtime) received by the worker between December and
November (excluding mandated benefits) divided by twelve; it is paid in December. The
fourteenth salary is equivalent to two monthly national minimum wages, and is paid in September
of each year. The fifteenth salary is equal to 50 thousand sucres for all workers in the public and
private sectors, and to 30 thousand for domestic service workers, per year; it is paid in equal
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amounts in February, April, June, August and October.! The sixteenth salary is equivalent to 1/8
of the base wage; it is paid every month.

Both the employee and the employer have to make contributions to the social security
system. These contributions represent a tax on labor, rather than a delayed payment, as the
expected benefits are weakly linked to contributions, if at all. The poor financial situation of the
IESS (due to the negative yield of its investments, the government’s failure to pay its share, and
mounting administrative expenditures) force a recognition of future default. The perceived link
between benefits and contributions is further weakened by the substantial degree of discretion the
government has exercised over the determination of social security benefits over the years. Total
labor taxes, including employer and employee contributions to IESS, but also to SECAP and
IECE, amount to 21.5 percent of the base wage in most cases. Mandated benefits, such as the
teen salaries, are not subject to social security contributions.

Job security provisions represent yet another potential source of labor costs. A minimum
compensation must be paid to workers in cases of dismissal with ‘just cause’ (major misconduct)
or voluntary separation, and an additional compensation in cases of dismissal ‘without just cause’.

If the dismissal is justified, the employer must pay 0.25 monthly salaries per year of service. If it

is not, there is an additional compensation of three monthly salaries for employees with less than
three years of service, or one month per year of service (up to 25 months) for those with more
than three years of service.

Enforcement capabilities are weak regarding minimum wages? The Inspeccién del
Trabajo, belonging to the Ministry of Labor, has quite limited resources. Its Quito branch, which
has authority over roughly half of the country’s labor force, has 26 inspectors in all. Most of the
time and effort of these inspectors is spent in the arbitration of labor disputes, such as judging
whether a dismissal is justified or not. Consequently, they only carry out inspections when
requested to do so by workers or, more often, by trade unions. In this case, the worker or union
pays the cab for the inspector to visit the firm, because the /nspeccion del Trabajo has no vehicle
of its own. Only when the firm is located out of town do the inspectors grab a car belonging to
the Ministry. In addition, should firms be penalized, the punishment for non-compliance with
labor legislation is relatively low. It cannot exceed five national minimum wages regardless of the
severity of the fault or the number of workers affected. As a result, the total amount of fines
collected by the Ministry of Labor in the fiscal year 1993-94 was only 9 million sucres. The
enforcement of labor regulation may therefore be viewed as ineffectual.

! As of September 1994, the exchange rate was roughly 2,300 sucres per dollar.

The description of enforcement capabilities and practices is based on personal interviews with officers at
the Ministry of Labor and IESS.
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Enforcement is somewhat more effective regarding payroll taxation. The Departamento
de Fiscalizacién Patronal of IESS, which has around 80 inspectors and a few vehicles of its own,
concentrates its efforts on the 30 thousand largest firms. Those firms with less than ten
employees are not targeted, both because of a strong focus on revenue maximization, and because
of the fear that employment would suffer from strict enforcement. Complaints from employees
still play the main role in identifying the firms to inspect. Overall, the IESS estimates that roughly
22 percent of the yearly contributions due by the private sector are not paid (arrears by the public
sector are much higher). However, this figure is based on money amounts, not on workers or
firms. In fact, only 28 percent of the labor force is affiliated with the IESS. Compliance is higher
in the Sierra than in the Costa; it is almost nil in the agricultural sector.

The above description of enforcement mechanisms leads to the suggestion that trade
unions may play a significant role in compliance with labor taw. In fact, nearly one fifth of labor-
management disputes within unionized firms arise from their failure to comply with the payment
of legal minimum wages. However, there are two important and related caveats. First, collective
bargaining between firms and unions is usually associated with earnings well above the national
minimum wage. Second, unions are authorized only in large firms, which are likely to pay above
the minimum anyway. In practice, only 350 thousand workers, or about 10 percent of the labor
force, are unionized. Moreover, trade unions are particularly strong and pugnacious in the public
sector. For instance, there are 104 different unions in the IESS, and these unions are not even
enrolled with the same central organization. The membership rate in the private sector is
therefore much smaller than suggested by the nation-wide average.

Some would argue that in spite of its very limited coverage, private sector unionism has a
significant capacity to affect labor market practices. In the case of Ecuador, union shops are
allowed, that is, union membership may be required to be eligible employee. Also, labor is legally
entitled to regular pay during strike periods and allowed to occupy the plant during those periods.

Yet, there has been an undeniable decline of union strength over time. In November 1991, a
labor market reform raised the threshold to form a union from 15 to 30 employees. At that time,
the right to strike while wages are negotiated was limited, and an automatic arbitration mechanism
was set up in case no agreement is reached after one month of negotiations. Not surprisingly,
most of the recent strikes and work stoppages have been in the public sector.

3. The Available Evidence

To assess whether excessive regulation raises labor costs and distorts the allocation of
resources, a first possibility is to check the managers' view on the issue. In this respect, it is useful
to refer to a survey of firms carried out by the World Bank (1994). The aim of the survey was to
identify the impact of the most burdensome government regulations in Ecuador on private sector
firms, and to quantify the overall costs associated with the regulatory framework. The survey
covered a total of 68 firms from Quito, Guayaquil and Cuenca. Firms were randomly selected

235



Working Paper 8 ' Determinants of Hourly Earnings

from a register of the thousand largest companies in the country, by the Superintendencia de
Compartias. Firms with 50 and more employees accounted for 86 percent of the sample.

The primary finding of the survey was that political stability and inflation dominated the
concerns of firm managers. Constraints related to the regulatory framework appeared to be
relatively less important, although they still imposed substantial costs on firms in terms of
management time and money. But contrary to expectations, the labor regime was not identified
as the most difficult government regulation. The World Bank report does not provide any
explanation for this disturbing finding. However, it is worth noting that nearly three fourths of the
interviewed firms were paying extra benefits, as increments to those offered by the IESS, at an
average cost of 7 percent of each employee's nominal monthly salary. The size of these voluntary
benefits suggests that minimum wages and mandated benefits may not be binding in the case of
large firms.

A more casual survey of firms carried out by Hachette and Franklin (1991) led to similar
results. Private sector managers interviewed in this survey said that labor market regulations do
not represent a major obstacle for their firm’s operations. If economic incentives were there for
production, these managers believe they could do well within the current legal framework.
Hachette and Franklin conclude that employers have learned how to evade labor market
regulation, or at least how to live with it.

There is however one reason why private sector managers could prefer not to complain
about labor market legislation even if the latter was highly distortive, and that reason is tax
avoidance. None of the teen salaries or mandated benefits is subject to social security
contributions and payroll taxes. If the SMVG is raised to compensate for inflation, then roughly
one fifth of the increase goes to the [ESS; but if compensation is achieved by creating a new teen
salary, or by raising the amount of any of the mandated benefits, then the marginal social security
contribution on the wage raise is zero. In spite of this loss of revenue, the government also has a
good reason to favor mandated benefits over wage increases. The budget deficit is linked to the
national minimum wage. For each increase of one thousand sucres in the SMVG, annual
government wage expenditures go up by about 20 billion sucres or, in elasticity terms, a one
percent increase in the SMVG raises the government’s wage bill by about 2.4 percent (World
Bank, 1994, p. 14). This explains why, in spite of the consensus about the absurdity of the
current system, no one really wants to change it.

As firm surveys are inconclusive regarding the effects of labor market regulations, it is
preferable to complement these studies with an analysis of individual eamings, which controls for
the characteristics of the workers. If the labor market was efficient, individuals with the same
characteristics (such as schooling, experience and the like) would get similar earnings across
different sectors and activities. If, on the other hand, excessive labor market regulation created
labor market segmentation, then the earnings would differ depending on whether or not the
employer abides by the law. Put differently, those who benefit from minimum wages, mandated
benefits and job security can be expected to earn more than those who do not.
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Two econometric studies explicitly or implicitly assess the extent of labor market
segmentation based on micro-data. They both rely on urban household surveys from the Instituto
Nacional de Empleo (INEM). The most detailed of these studies, by Griffin and Roberts (1994),
estimates earnings functions for the years 1988 through 1992. After excluding persons employed
as domestic workers or in agriculture, the study finds that formal sector workers earn, on average,
28 percent more than their informal sector counterparts. However, much of the wage gap is
explained by the significantly higher education levels of formal sector workers over those in the
informal sector: 10.26 years as compared to 7.41 years. The coefficient of the formal sector
(dummy) variable in the earnings function is quite low: 18.4 percent in 1989, only 7.5 percent in
1992. Similar results are obtained by Samaniego (1992), using the 1989 urban household survey
of INEC. Samaniego finds that the coefficient associated with the formal sector variable is not
only low (3.9 percent): it is not even significant at the 10 percent level.

As for firm surveys, these econometric exercises could be seen as evidence that in spite of
all their absurdity, labor market regulations do not represent a major source of dualism. Still, this
second piece of evidence is not conclusive either, for two reasons. First, the income variables
reported in the INEM surveys are ill defined, particularly regarding the mandated benefits which
could be one of the main causes of labor market segmentation. In each survey, the respondent is
asked to report total earnings in the previous month; in some years (1989 and 1990) the
respondent is also asked to report his or her base earnings. But the nature of the benefits,
bonuses and allowances included in the answers to these two questions remains unclear.
Although INEM creates a variable that is meant to measure total earnings, there are serious
reservations about whether it successfully does so. In some years, no adjustment is made to the
reported earnings; in others, there is an adjustment ranging from 25 to 35 percent. Sometimes,
the adjustment is made across the board; at other points, domestic workers are excluded from it.
Despite this variability in the criteria, Griffin and Roberts (1994) use last month earnings as
reported, but this may lead to an underestimate of the earnings gap between formal and informal
sector workers. Samaniego (1992) does not provide details on his income variable.

The second problem with these estimates concemns the definition of the formal sector
variable. INEM surveys do not ask whether the respondent receives the teen salaries, is enrolled
with the IESS, or has a written contract. Therefore, the formal sector dummy variable is
constructed based on information on the occupation of the respondent and, more importantly, on
the size of the firm he or she works in. For Griffin and Roberts (1994), the formal sector
comprises professionals and workers in establishments with a personnel of six or more. For
Samaniego (1992), the size boundary is the same but professionals are not included in the formal
sector. The problem with these definitions is that large firms are more likely to comply with labor
market legislation, but also more likely to be unionized, and more likely to pay efficiency wages.
It is thus impossible to identify the role of labor market regulations in accounting for labor market
segmentation.
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4, A Typology of Jobs

To measure the extent of segmentation, jobs can be classified according to three
dimensions: sector of activity, compliance with labor regulations and unionization. Fortunately,
the LSMS is rich enough to allow using several alternative criteria in order to capture each of
these dimensions. The jobs classified in this paper are the main occupations of the LSMS
respondents in the week preceding the survey, provided that these occupations were remunerated,
and that the data on individual characteristics associated with them are detailed and consistent
enough. However, all agricultural jobs held by farmers working on their own land are set aside,
for reasons that will be explained in the next section of the paper. These criteria left us with a
sample of 7,281 observations.

The first dimension of the jobs, sector of activity, is captured by assigning all observations
into one of four groups: the modern (private) sector, the public sector, the informal (urban) sector
and the agricultural sector. Classifying the jobs according to this first dimension is quite
straightforward, except for the distinction between the modern and the informal sectors.
Following the standard practice, the modern sector is defined in this study so as to include all
workers in establishments with a personnel of six or more, as well as all professionals. However,
the resulting sector is labeled as modern, not formal, to avoid misunderstandings. Having a
personnel of six or more does not guarantee that the employer complies with regulations. The
salient feature of larger firms and activities deployed by professionals is rather the importance of
efficiency wage considerations. In this respect, the six personnel cutoff point is of course
arbitrary. It is chosen here to facilitate comparisons with the other studies based on Ecuadoran
micro-data, which were briefly reviewed in the previous section. The consequences of modifying
this cutoff point are analyzed in Section 7, when dealing with the robustness of the results.

Compliance with labor market regulations, which is the second dimension of the job
classification, can be assessed based on three different criteria. The LSMS asks whether the
respondent is entitled to teen salaries because of his or her main occupation, whether he or she is
affiliated with the IESS, and whether the main occupation is backed by a written contract. An
affirmative answer to any of these questions can be seen as evidence that the employer plays by
the rules. But in practice, the first question turns out to be inclusive of the other two. More than
80 percent of those who receive teen salaries are affiliated with IESS and have a written contract,
while only a few of those who are affiliated with TESS or have a written contract are not paid
their teen salaries. The first question is therefore chosen to classify the main occupations in terms
of compliance. The consequences of using the other two instead are explored in Section 7.

The third dimension, unionization, can be dealt with in two ways. The LSMS asks
whether the respondent is unionized, but also whether he or she works in a unionized
establishment. In practice, the latter question encompasses the former, i.e. all union members
work in unionized establishments, but these establishments also employ non-unionized workers.
Therefore, jobs are classified according to the second question. As for the other two dimensions,
the consequences of changing the criterion are explored in Section 7. It is worth noting that with
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the chosen criterion, the relationship between unionization and compliance is as expected: almost
all unionized employees receive teen salaries, are affiliated with IESS and have a written contract.

However, the reciprocal relationship does not hold true: most of the respondents who enjoy
mandated benefits do not work in unionized firms.

The distribution of the sample according to the three dimensions which characterize the
jobs of the respondents is summarized in Table 1. As expected, both compliance and unionization
are highly uncommon in the informal sector, and totally absent from the agricultural sector. At
the other end, compliance is widespread in the public sector, where more than half of the
employees are unionized. The modern sector occupies an intermediate position, with roughly half
of the jobs paying the mandated benefits, but less than 10 percent of them being held by unionized
workers. Overall, the union membership rate in the sample is about 8 percent. Similarly, only one
out of four jobs in the overall sample pays the benefits mandated by law, which confirms that
labor market regulations protect only a small share of the labor force.

The relationship between labor market regulations and inequality can be further explored
by comparing the consumption levels of individuals holding jobs with different characteristics.
Based on LSMS data it is possible to estimate quite accurately the level of consumption per
capita, in comparable purchasing power units, for each of the households in the sample (see
Working Paper 1). Table 2 uses these levels of consumption to classify the jobs in the sample
according to the consumption quintile of their holder. The cutoff’ points delimiting the quintiles
are those of the whole Ecuadoran population, after expanding the results of the LSMS, not those
of the sample. Therefore, Table 2 is a good indication of how rich or how poor, in Ecuadoran
terms, the holders of different types of jobs are.

The nature of the jobs held by Ecuadorans changes as they become richer. Public sector
jobs are more prevalent both at the lowzr and upper ends of the consumption scale, while salaried
employment in agriculture is more concentrated in the intermediate quintiles. On the other hand,
jobs in the modem sector of the economy, jobs that pay the benefits mandated by labor law and
unionization are all more common as per capita consumption increases. Finally, the share of
informal sector jobs in the sample is largely independent from consumption levels, and fluctuates
around 40 to 45 percent.

s, Hourly Earnings

Estimating the hourly earnings associated with each job in the sample is a trying task,
because of the wide variety of wages, bonuses and benefits that have to be taken into account.
This section provides a brief presentation of the results. To clarify matters, the hourly labor cost
is disaggregated into a series of components, as indicated in Table 3. Also, to facilitate the
discussion of the regression results in the next section, the first column in Table 3 reports what the
legal minimum would be, as of September 1994, for a worker whose employer abides by the law.
One of the striking features of this first column is the relative importance of mandated benefits
(row B), which should account for more than three quarters of take-home pay (row C) for
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someone earning the national minimum wage. As a result of this bias, social security
contributions and payroll taxes, which are both proportional to the base wage (row 1), become
quite minor components of total labor cost.

Average hourly earnings in the sample, as of September 1994, are reported in the second
column of Table 2. When interpreting the figures in this column it is worth keeping in mind that
for most jobs in the sample the base wage is the only component of the labor cost. Also, it is
important to stress that the reported hourly earnings are those associated with the main
occupation of the respondent, not his or her average hourly income. Earings from other sources
(including secondary occupations) are set aside because the aim of this paper is not to assess
whether some individuals earn more than others but rather whether some jobs pay more than
others. The criteria used to construct the data on earnings based on the LSMS questionnaire, and
to convert these data into comparable September 1994 figures when warranted, are described in
detail in Annex 1.

Earnings figures were not constructed for farmers, for two reasons: one practical, the
other conceptual. The practical reason is that the estimates would be of dubious quality. There is
an important seasonality in the selling of harvests, as well as in the number of hours of work.
Moreover, the cost of inputs, like seeds, which has to be subtracted from gross earnings, is
difficult to assess. The conceptual reason is that even if this calculation was feasible, it would not
necessarily fit the requirements of this study. The focus here is on the efficiency of the labor
market to equalize the labor incomes of similar workers. But the earnings of farmers include land
rent and returns to capital, in addition to labor income, so that they are not comparable to the
take-home pay of salaried workers.

It could be argued that returns to capital plague the earnings of informal sector workers
too. Although this is a valid remark, many informal sector workers are actually engaged in short-
run (e.g. day to day) salaried relationships. What makes them different from salaried workers is
that the relationship is short-lived, rather than sustained over time. As regards those informal
sector workers who actually are independent, their capital stock is very limited. A survey of
informal sector entrepreneurs in the cities of Guayaquil, Machala and Manta found that more than
two thirds of them started their activities with a capital of less than 50 dollars, and roughly half of
them had a capital stock of less than 100 dollars (see Ponce 1992). Assuming a real rate of return
of ten percent per year, a capital of 100 dollars would yield a return of less than 0.5 cents of a
dollar per hour of work (about 11 sucres, as of September 1994), which should not affect much
the estimated hourly earnings.

Average hourly earnings in the sample are much higher than required by law. Take-home
pay (row C in Table 3) is more than 50 percent higher than the corresponding legal minimum.
The base wage (row 1) is about five times as high as the minimum. But in spite of a much higher
base wage, social security contributions by workers are lower than the legal minimum. For a base
wage of 1,908 sucres, the worker’s contribution to IESS (row D) should be 178 sucres. The
comparison with the actual average contribution indicates a compliance rate of roughly 20
percent, much below the IESS estimate for the private sector. The comparison between the two
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columns in Table 3 also highlights the different composition of earnings on paper and in practice.
The difference is partly due to the fact that only one out of four jobs in the sample pays these
benefits.

The legal minimum are not binding for the vast majority of workers. This hypothesis,
already suggested by the comparison between actual earnings and Jegal minimum, can be assessed
in a more rigorous manner by considering the whole distribution of hourly earnings, instead of the
mere averages. The distribution is depicted in Figures 1, 2 and 3, which split the sample by sector
of activity, payment of mandated benefits and unionization, respectively. The most salient feature
of these figures is the absence of any spike at or around an hourly earning of 1,593 sucres. This
result may seem surprising in the case of jobs which actually pay the mandated benefits (see
Figure 2). The smoother distribution makes sense if the payment of benefits affects the
composition of take-home pay rather than its level.

6. Earnings Functions

The level of hourly earmnings can be explained as a function of individual and job
characteristics. Individual characteristics are intended to capture labor productivity, while job
characteristics account for differences in wage setting mechanisms. As usual, individual
characteristics include years of schooling and years of work, which provide information on the
human capital stock. For each of these two variables a quadratic specification is chosen, so as to
allow for non-linearities in the returns to education and experience. Individual characteristics also
include gender, marital status and indigenous background. The ethnic variable is constructed
based on the declared fluency in either Quechua or Shuar. The specification is completed by
adding dummy variables for the location of the household (urban or rural; in the Costa, the Sierra
or the Oriente) and for the characteristics of the job, as defined in Section 4.

Earnings functions, based on the individual and job characteristics listed above, were
estimated for both the log of take-home pay and the log of base earnings. Regression results are
reported in Tables 4 to 7, the means of all variables are presented in Annex 2. In addition to the
full sample estimates, the Tables present regression results for each of the four sectors of activity
considered in this paper (modern, public, informal and agriculture) as well as for unionized and
non-unionized workers and firms. Splitting the sample according to the sectoral classification is
warranted because of potential obstacles to labor mobility between sectors, leading to different
earnings patterns in each of them. Similarly, the way labor legislation is applied may vary
significantly depending on whether or not there are unions. The econometric results confirm that
both the sector of activity and the union status affect the shape of the eamings functions,
particularly regarding returns to education, gender gaps, and wage differentials between
individuals with and without an indigenous background.

Marginal returns to education increase with the number of years of schooling in both the
modern and the informal sector, but they are constant in the public sector, and nil in agriculture.
Similarly, there are increasing returns to schooling for workers who either are non-umonized or
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work in non-unionized firms, but constant returns to schooling for the rest of the workers.
Increasing returns are reflected in the parabolic shape of the earings function: the coefficient
multiplying the schooling years is not statistically significant, whereas the coefficient multiplying
the square of the schooling years is. Constant returns are associated with a linear eamnings
function, where the statistical significance of the coefficients on schooling and schooling squared
is reversed. Finally, the coefficients multiplying both schooling variables are not statistically
significant in the case of agriculture. This result can be seen as evidence that salaried workers in
this sector tend to perform heavy physical tasks, with relatively low requirements in terms of
intellectual activity. The lack of significance of the coefficients multiplying the experience
variables in agriculture provides support to this interpretation.

The econometric results also show significant earnings differentials by gender, ethnic
background, and geographical region. The size of these differentials depends on the sector of
activity and the union status, though. Not surprisingly, the gender gap is much narrower in the
public sector than in the rest of the economy. It is also narrower where unions are active than
where they are not. Equal pay usually characterizes collective bargaining outcomes, and is a
salient feature of meritocratic organizations such as the civil service. At the other end of the
spectrum, gender and ethnic background are highly relevant in agriculture and in non-unionized
activities. Part of the gender gap in earnings could be explained by the requirements, in terms of
physical strength, of some better paying agricultural tasks. However, the earnings differentials
against women and people of indigenous background are also likely to reflect a great deal of
discrimination.

From the perspective of this paper, the most interesting results are those related to the
dummy variables summarizing the job characteristics. Tables 4 to 7 show that, on average, hourly
earnings in the public sector are not significantly different from those in the informal sector.
Wages may be higher for low-skill workers, and lower for managers and technical staff, as
reflected in the shape of the returns to schooling, but in the aggregate these differences cancel out.

Hourly earnings in agriculture, by contrast, are 30 percent lower than in the informal sector.?
This gap cannot be attributed to regional differences in consumer prices, hence in the purchasing
power of hourly earnings, because the regressions already control for the location of the
household. The gap cannot be attributed to the regulatory setting either, since there are no
institutional barriers to entry into the informal sector. The most likely explanation for the eamnings
gap, apart from measurement error, is that migrating out of agriculture entails a cost (objective,
subjective or both) for workers and their families.

Workers in the modern sector, those protected by labor market regulations and those in
unionized firms all get a higher take-home pay than otherwise identical workers. The increase in

Keep in mind that a coefficient ¢ multiplying a dummy variable can be interpreted as a percent change in
the endogenous variable only as long as ¢ is close to zero. For larger values, in absolute terms, the percent
change in the endogenous variable is given by 100 [ exp(c) - 1].
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take-home pay is estimated at 9 percent for jobs in the modern sector, at 21 percent for jobs
complying with labor law, and at 8 percent for jobs held by unionized workers. Note that the
coefficient multiplying the union dummy variable is barely significant, which could be consistent
with the weskening of the labor movement in recent years. The coefficient multiplying the
modern sector dummy variable, in turn, is within the range found for formal sector dummies in
previous studies. This similarity is not surprising, because the definition of the formal sector
variable in such studies was close to that of the modern sector variable in this paper (see Section 3
above). Finally, the impact of compliance on take-home pay varies across sectors. It is very high
in the public sector, but nil in the informal sector; it is about 18 percent in the modern sector of
the economy. Similarly, the impact of compliance is much higher where unions are active than
when they are not.

It may seem surprising that compliance with labor regulations raises take-home pay by
only 18 percent in the modern sector, when on the other hand mandated benefits are supposed to
represent such a big addition to base earnings. The answer to this puzzle is relatively
straightforward: those workers who are paid the benefits mandated by law also get much lower
base earnings. Indeed, the most striking feature, when comparing Tables 4 and 6, or 5 and 7, is
the change in the sign of the coefficient multiplying the compliance dummy. On average, the base
earnings of the workers who are entitled to mandated benefits are 39 percent lower than those of
otherwise identical workers. This shift is mostly driven by changes in the composition of take-
home pay in the private sector. The compensating decrease of base earnings is roughly the same
in the modern sector as in the sample as a whole; it is much higher in the informal sector, but not
statistically significant for public sector workers and unionized workers.

The change in the composition of take-home pay induced by compliance with labor
regulations would not be possible if base earnings were prevented to adjust downwards by a
binding minimum wage. But this does not appear to be the case, for two reasons. First, base
earnings in the sample are much higher than the minimum wage. The average base earnings of
workers who get the mandated benefits is 1,908 sucres per hour, as compared to a legal minimum
of 373 sucres (see Table 3). And second, the minimum wage is only weakly enforced anyway.
The density functions drawn for take-home pay in Section 5 made it clear that there was no spike
at or around the legal minimum, which in turn was consistent with the description of enforcement
capabilities at the Ministry of Labor, in Section 2. Only in the public sector and where unions are
active is the downward adjustment of base earnings unfeasible.

7. Robustness

The econometric results in the previous section could well be driven by the particular
definition of the dummy variables used to classify the jobs in the sample, or by particular sub-sets
of observations. To assess the robustness of the obtained results, the regression analysis was
therefore replicated for different sets of explanatory variables, as well as for different partitions of
the sample. Regarding the explanatory variables, alternative criteria were chosen to allocate jobs
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into sectors of activity, to judge whether these jobs comply with labor market regulations and to
decide whether they are affected by union activities. The LSMS questionnaire allows to define
the modern sector so as to exclude establishments with less than 11 or 31 employees (instead of
6), to assess compliance through affiliation to IESS or existence of a written contract (instead of
entitlement to teen salaries), or to define the unionized sector so as to include only those
individuals who work in unionized firms (instead of those who actually are union members).
Regarding the sample, the regression analysis was replicated for each of the main regions in the
country (Costa, Sierra and Oriente). Regressions were also produced for a sub-set of workers
which excluded those whose take-home pay is in the upper or lower 5 percent-tails of the eamings
distribution. Observations falling in any of these two tails are indeed likely to be subject to
measurement errors either in the size of earnings or in the number of hours worked and therefore
more prone to include outliers.

The main results of the analysis are unaffected by either the sub-sample used or the
definition chosen for the dummy variables. Depending on the criteria used to decide whether a
job is covered by labor market regulations, the impact of compliance on take-home pay ranges
from 15 to 22 percent (see Table 8). Base earnings, in turn, decline by 21 to 39 percent (Table 9).

The estimates remain roughly the same when the 5 percent tails of the earnings distribution are
set aside, which suggests that results are not driven by outliers (see Tables 10 and 11). From a
regional perspective, however, the Oriente seems to differ from the rest of the country. This is
the only region where mandated benefits lead to an increase of take-home pay without any
significant compensating decline of base earnings.

8. Conclusion

This paper shows that Ecuadoran labor market regulations do raise labor costs, but to a
much lesser extent than suggested by the vast array of benefits mandated by law. On average, and
after taking into consideration the different criteria that can be used to classify jobs, it is safe to
conclude that take-home pay is about 18 percent higher for private sector jobs complying with
labor regulations than for otherwise identical jobs. The impact of mandated benefits on take-
home pay is drastically attenuated by the companion decrease of the base earnings on top which
mandated benefits have to be paid. This compensating decrease, of about 39 percent, is in turn
facilitated by the low level and weak enforcement of minimum wages. Furthermore, the increase
of labor costs induced by compliance with labor regulations is smaller than the corresponding

increase in take-home pay. This is because mandated benefits are not subject to social security
contributions or payroll taxes.

To illustrate the point, consider the following example, which refers to an employer willing
to pay his or her employee a total of 1,000 sucres per hour, net. Total labor cost, from the
employer’s perspective, would be 1,215 sucres per hour, because of contributions to IESS,
SECAP and IECE, at a rate of 21.5 percent. What would be the consequences of complying with
mandated benefits? According to the econometric results above, take-home pay would increase
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to about 1,180 sucres per hour, while base eamings would drop to roughly 610 sucres. Since
only base earnings are subject to social security contributions and payroll taxes, total labor cost
would be now 1,311 sucres per hour (add 21.5 percent of 610 to take-home pay). This represents
an increase of 8 percent over the total labor cost in case of non compliance. The increase could
be somewhat higher, if transaction costs associated with compliance, and interest on the present
value of firing costs (if any), were taken into account. However, the example suggests that the
burden created by labor market regulations is not as heavy as it may look at a first glance. This
could explain why managers do not complain much about these regulations.

A simplification and streamlining of the intricate and confuse set of labor market
regulations currently in force would be welcome but the results we presented in this paper should
caution policy makers to believe that a liberalization of the labor market alone will improve the
living conditions of the poor. As shown in Working Paper 10, a reform of the Ecuadoran labor
market will indeed lead to a reallocation of jobs from the ‘unprotected’ and lower paying informal
sector 10 the currently ‘protected’ and higher paying modern or formal sector. But given that
private contracts offset a large part of the mandated benefits to workers in the regulated sector,
such static efficiency gains are going to be moderate.
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Annex 1
Estimation of Hourly Earnings

The simplest case is that of independent workers, because no additions or subtractions to
the declared earnings are required. The declared earnings represent in this case both the base
wage (row 1 in terms of Table 3) and the take-home pay (row C). Although one individual
declared to be entitled to old-age pension because of his or her main occupation, the LSMS
reports net earnings, o that no adjustment is warranted. The declared earnings are adjusted for
inflation though, to get their equivalent as of September 1994. The assumption here is that
earnings of independent workers increase in line with consumption prices, at a rate of roughly two
percent per month. This rate i3 cumulated over the time period going from the last declared
earnings to September 1994,

The number of hours of work associated with the declared earnings is estimated based on
a series of questions in the LSMS survey. These questions concem the frequency of the eamings,
the number of hours worked per day and the number of days worked per week. In all three cases,
the answers refer specifically to the main occupation of the respondent, not to all of his or her
activities. However, the calculation of the number of hours worked is less straightforward when
the declared earnings correspond to a quarter, a semester or even a year. If this is so and, in
addition, the main occupation is said to be either occasional or temporary, the declared earnings
are prorated by the number of months a year the respondent declares to work in the main activity.

Additions and subtractions to the declared earnings make the case of salaried workers
more complicated than that of independent workers. Because of the way the LSMS questionnaire
is structured, the declared earnings correspond to the sum of the base wage (row 1), the social
security contribution (row D), if any, and the mandated benefits (rows 5 to 8), if any, with the
exception of the 13th to 15th salaries. For those who declare to receive teen salaries, full
compliance with the law is assumed. Therefore, all the mandated benefits, as set by labor
regulations in force, are deducted from the declared earnings in order to estimate the base wage
(row 1). Contributions to the IESS are subtracted from this basic wage when the respondent
declares to be entitled to old-age pension or to unemployment benefits because of his or her main
occupation.

The declared earnings of salaried workers need also be adjusted for a whole array of
bonuses and extra payments (rows 2 to 4). Concerning bonuses (row 3), all payments for the
anniversary of the firm or institution, for Christmas and for vacation purposes are added up. The
resulting total is divided by 12 to obtain its monthly equivalent. Other additions are the average
monthly earnings associated with tips and overtime (row 2), and the monthly value of food,
clothing, transportation and housing provided by the employer (row 4). In the case of workers
receiving teen salaries, the mandated transportation allowance is not added up to the total,
because it is already included in the declared earnings. All the earnings components are divided
by the number of hours worked per month in the main occupation, following the same criteria as
in the case of independent workers.
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Only a few of the items included in the take-home pay of salaried workers are adjusted for
inflation. Indeed, during the period covered by the LSMS there were no adjustments of the
SMVG, and no mandatory wage raises across the board either. Monthly earnings in September
1994 should therefore be the same as in the previous months. It can be argued that those jobs
which are not actually subject to labor regulation, or those whose earnings are determined by
collective bargaining might have experienced wage raises during the few months when the LSMS
was carried out. But there is no way to assess this possibility and to correct the declared earnings
accordingly. Regarding other earnings, such as the Christmas bonus, the LSMS questionnaire is
too ambiguous to warrant any adjustment. The respondent is indeed asked to report either the
actual amount of the last bonus or the expected amount of the next one. Therefore, it is unclear
whether this amount has to be inflated or deflated. When needed, the purchasing power of the
teen salaries is corrected for inflation, though. This is feasible because labor legislation clearly
specifies the point in time where these teen salaries have to be paid. For instance, the thirteenth
salary is due by the end of December. Consequently, to estimate its present value as of
September 1994 we multiply it by a factor of 0.942, resulting from cumulating an inflation rate of
two percent per month over three months.
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Table 1
Job Distribution
(Sample size}
Sector
Modern | Public | Informal | Agric. Total
Teen salaries 986 790 101 0 1877
No teen salaries 1143 46 3149 1056 5404
Earolled with IESS 788 750 74 0 1612
Not enrolied 1341 86 3176 1056 5669
Written coniract . 910 ™ 79 1] 1766
No written contract 1219 59 an 1066 5515
Total 2126 B34 3250 1066 7281
Unionized firm 282 568 17 0 867
Non-unionized firm 1847 268 23 1066 6414
Union member ) 138 438 1 0 582
Non member 1991 398 3244 1066 6659
Total 2129 836 3250 1066 1281
Table 2
Job Characteristics by Consumption Levels
Consumption per capita (quintiles)
Job Characteristics
1st 2nd Id 4th Sth
Sector
Modern 313 364 396 470 586
Public 382 83 142 234 328
Informal 597 625 657 667 704
Agriculmure 44 277 204 132 71
Total 1336 1354 1399 1503 1589
Teen salaries
Yes 172 45 324 469 667
No 1164 1109 1075 1034 1022
Total 1336 1354 1399 1503 1689
Union member
Yes 4 62 96 147 233
No 1292 1292 1303 1356 1456
Total 1336 1354 1399 1503 1689

Notz: The consumption per capita cutoff levels cortespond to the whole Ecuadoran
population, according to the 1994 LSMS, and not only to the sample in this paper.
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Table 3
Earnings Composition
(Sucres per hour, as of September 1994)
Component Legal Minima | Sample Average
1) Base wage m 1908
2} Tips and overtime 0 20
3) Voluntary bonuses (vacation, 0 32
Christmas, firm anniversary ...}
4} Voluntary allowances and payments 0 177
in kind (food, housing, clothing ...)

A) Basic eanings (=14-2+3+4) 373 2137
§) Tesn payments 196 102
6} Compensation bonus 294 68
T Cost-of-living bonus 659 152
8) Mandatory rransponatién allowance 71 6
B) Mandated benefits (=5+6+7+8) 1220 328
C) Take-home pay {(=A+B) 1593 2464
D} Social security contribution by worker 39 35
E} Payroll taxes 50 ?
F) Total labor cost (=C+D+E) 1682 ?

Note: [n the calculation of the legal minima, a month was supposed to include 170
hours of work and no overtime. All legal figures correspond to the most

general regime.
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Table 4; Determinants of Take-Home Pay (in Log)
Sector Full

Variable Modern | Public | Informal | Agric. | Sample
Schooling 00126 | 00878 | -0.0009 | 0.0085 0.0011
{-0.875) | (3.664) | {-0.073) | (0.37D) {0.151)
Schooling? 0.0042 | 0.0005 | 0.0038 | -0.0001 0.0034
(6.883) | (-0.509) | (5.353) | (-0.059) {9.602)
Experience 0.0250 | ©0.0302 | 00285 | oO.0m9 0.0249
G127 | (5.718) | (8.264) | (0.471) | (11.120)
Experience? -0.0003 | 0.0004 | -0.0005 | -0.0002 | -0.0004
(-4.251) ] (-3.823) | (-T.481) | (-1.772) |(-10.286)
Male 02145 | 0.1143 | 0.2871 0.6187 0.2886
(5.709) | (2.768) | (8.712) | (6.678) | (13.079)
Married 0.1672 | 0.0626 { 0.1138 | -0.0940 0.0900
4.129) | (1.484) | (3.120) | (-1.33D) (3.915)
Indigenous 0.0201 00308 | 0.0279 | 0.2997 | -0.1676
(-0.185) | (0.29%) | (-0.315) | (-2.51%5) | (-3.266)
Urban 0.0587 { -0.0080 | 0.0861 0.2092 0.0768
(1.267y | (-0.129) | (2.113) | (2.445) (2.356)
Costa 0.1157 | 0.0218 | 0.1872 | 0.2120 0.1761
(1.382) | (0371 | (3.082) | (1.89%) (4.623)

Sierm 0.1138 | 0.105% | 0.0031 | -0.0130 0.0513 -
(1.428) (1.958) (0.052) | (-0.120) {1.384)
Modemn 0.0887
(3.059)
Public 0.0456
(0.924)
Agriculture -0.3696
(-10.518)
Compliant 0.1680 | 05116 | 0.0836 0.1884
@720 | (5.739) | (0.8950) (5.50N
Unionized 0.0881 | 0.0311 | 0.3244 0.0809
(1.256) | (0.774) | (-0.858) (1.710)
Intercept 63658 | 56970 | 6.12%4 | 6.0916 6.2442
{50.763) J(31.757) |(64.223) |(36.306) [(103.041)
Adj. R? 02822 | 02814 | 0.1262 ] 0.1173 0.2673

n 2129 236 3250 1066 7281

Note: t-values are in parentheses.
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Table §: Determinants of Take-Home Pay (in Log)
Union member Unionized firm Full

Variable Yes No Yes No Sample
Schooling 0.0575 | ©.0054 | 0.0847 | -0.0087 0.0011
(2.265) [ (-0.695) | (3.492) | (-1.092) {0.151)
Schooling? 0.0007 | 0.0038 | -0.0003 | 0.0040 0.0034
{0.693) | (9.878) | (-0.31%) | (9.96%5) (9.602)
Experience 0.0263 ] 0.0247{ 0.0246 | 0.0248 0.0249
@.228) |(10.458) | (4.415) [(10.266) | (11.123)
Experience? 0.0003 | 0.0004 | -0.0003 | -0.0004 | -0.0004
(-2.820) { (-9.901) | (-2.738) | (-9.80%) [(-10.286)
Male 00723 | 03098 | 0.1241 | 03133 0.2886
(1.440) | (13.113) | (2.743) [(12.881) | (13.07%
Married 0.0203 | 0.0978 1 0.0904 | 0.0925 0.0900
{0.396) | (3.974) | (1.962) | (3.648) (3.915)

Indigenous 0.1590 | -0.1882 [ 0.1720 | -0.1947 { -0.1676
(1.208) | (-3.451) {1.443) | (-3.479) (-3.226)
Urban 0.0450 | 0.0791 | Q.0908 | 0.0750 0.0768
{0.537) | (2.795) | (1.310) | (2.5%9) {2.856)

Costa 0.0224 ] 0.1852 ] 0.0812 | 0.1841 0.1761
(0.299) | (4.451) | (1.192) | (4.26T) (4.623)
Sierra 00872 | 00306 | 01097 | 0.0467 0.0513
{1.20%) | (1.240) | (1.75¢) { (1.101) (1.384)
Modern 03363 1 0.0796 | 0.1436 | 0.0847 0.0887
(1.387 | (2.653) | (0.902) | (2.758) (3.059)
Public 02091 | 0.0568 | 0.0433 | 0.0751 | 0.0466
(0.867) {0.989) {0.266) (1.136) (0.924)
Agriculnzre -0.3742 037190 | -0.3696
(-10.321) (-10.332) 1(-10.518)
Compiiant 058151 0.1713 | 0.5099 | 0.1570 0.1884
@2 | @763 | 6375 | 4.139) | (5.507
Unionized 0.0809
{1.710)
Intercept 56860 | 6.2537 | 5.6266 | 6.2713 6.2442
(19.377 1 (96.385) |(25.330) |(54.225) |(103.041)
Adj. R? 0.2662 1 02448 | 0.2951 | 0(.2347 0.2673

n 382 6699 867 6414 7281

Note: t-values are in parentheses.
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Table 6 Determinants of Base Earnings (in Log)
Sector Full

Variable Modern | Public | Informal | Agric. Sample
Schooling 00166 | 0.1283 | 0.0016 | 0.0085 | -0.0033
{-0.969 | (3.920) | (-0.123) | (0.373) | (-0.418)

Schooling* 0.0049 | 0.0013 | 0.0038 | -0.0001 0.0039
(6,781) | (-0.992) | (5.37) | (-0.059) | (10.361)

Experience 00294 | 0.0404 | 0.0302 | 0.0029 0.0277
(6.110) [ (5.610) | (B.584) } (0.471) | (11.492)

Experience? 0.0004 | -0.0004 | 0.0005 | -0.0002 | -0.0004
(-4.388) | (-3.337) | (-7.816) | (-1.772) [(-10.49%4)

Male 0.2621 | 0.1866 | 0.2865 | 0.6167 0.3083
(5.858) | (3.315) | (8.571) | (6.523) | (12.950)

Married 0.1544 0.1123 0.1065 | -0.0540 0.0942
(4.288) | (1.938) | (2.876) | (-1.330} | (3.816)

Indigenous 00360 | 0.0963 | 0.0304 } 02997 | -0.1719
(-0.294) { (0.867) | (-0.338) | (-2.615) | (-3.130)

Utrban 0.0244 | 0.0129 | 0.0869 | 0.2092 0.0700
{0.442) | (-0.150) | (2.100) | (2.445) (2.415)

Coxta 0.1577 { -0.0172 | 0.1826 | 0.2120 0.1805
(1.613) | (-0.214) | (2.964) | (1.895) {4.410)

Sierra 0.1091 | 0.1041 | -0.0008 | -0.0130 0.0409
(1.126) | (1.411) | (-0.013) ] (-0.120) | (1.026)

Modem 0.0926
(2.971)

Public 0.0074
(0.134)

Agriculture -0.3663
(-9.757

Compliant «Q.4958 | -0.2568 | -0.8571 -0.4562
K-11.643) | (-2.165) | (-7.714) (-12.980)

Unioniized 0.1402 | -0.0036 | -0.1633 .0805
{1.657) | (-0.074) | (-0.427) (1.549)

Intercept 6.2470 | 5.1914 | 6.1767 | 6.0916 | 6.1962
(42.345) |(21.287) |{67.236) |(36.306) | (95.232)

Adj. R? 02601 | 02060 | 0.1337 [ 0.1173 0.1914

n 2023 793 3222 1066 7105

Note: -values are in parentheses.
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Table 7: Determinants of Base Earnings (in Log)
Union member Unionized firm Full

Variable Yes No Yes No Sample
Schooling 0.0950 | -0.0102 | 0.1067 [ -0.0105 | -0.0033
(2.630) | (-1.232) | (3.220) | (-1.245) [ (-0.416)

Schooling? 0.0000 | 0.0043 | -0.0001 | 0.0043 0.0039
(0.028) |(10.570) [ (0.086) [(10.135) | (10.361)

Experience 0.0339 | 0.0274 | 0.0304 { 0.0275 0.0277
(3.978) |(10.898) | (4.092) {(10.727) | (11.492)

Experience! -0.0004 | -0.0005 | -0.0003 | -0.0005 | -0.0004
(-2.463) [-10.193) | (-2.260) K-10.129) |(-10.494)

Male 0.0950 | 0.3286 | 0.1642 | 0.3284 0.3083
(1.401) [(13.032) | (2.751) |(12.715) | (12.950)

Married 0.1162 | 0.0951 ) 0.1503 | 0.0853 0.0942
(1.680) | (3.638) | (3.16T) | (3.185) | (3.818)

Indigenous 0.1739 | 0.1920 | 0.1729 | -0.1962 1 -0.1719
0.975) {(-3.325) { (L.119) | (-:3.330) | (-3.130)

Urban 0.0147 | 00728 | 0.073%9 ] 0.0691 0.0700
(0.138) | (2.416) | (0.790) | (2257 1 (2.415

Costa 0.011a | 0.1922 | 0.078¢ | 0.18% 0.1805
{0.107y | (4.351) | (0.874) | (4.166) | {(4.410)

Sierra 0.0383 | 0.0441 | 0.0721 | 0.0371 0.0405
©.417 | (1.019) | (0.873) | (0.831) (L.026)

Modern 0.3432 0.0844 0.1280 0.0537 0.0926
(1.069) | (2.644) { (0.630) | (2.880) | (2.971)
Public 0.0642 | 0.0463 | -0.1303 | 0.0786 0.0074
(0.201) | (0.741) | (-0.628) | (1.09%) | (0.134)

Agricalture -0.3716 £.3765 1 -0.36683
{-9.692) {-9.755) | (-9.75

Compliant 01002 | -0.5204 ]| -0.1679 | -0.5453 | -0.4962
(-0.554y ¥-13.04%) | (-1.632) K-12.967) {-12.980)

Unionized 0.0805
(1.549)

Intercept 5.2958 | 6.2112 | 5.2%63 | 6.2298 6.1962
(13.327) ]{90.179) )(18.094) |(88.684) | (95.232)

Adj. R? 0.2125 | 0.1919 | 0.2410 | 0.1838 0.1914

n 553 6552 818 6287 7108

Note: t-values are in parentheses,
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Table 8
Sensitivity of Take-Home Pay Regressions to Changes in Job Classification
{Full Sample)
Specification
Variable 1¢Y) 2 &) @ 5 6)
Modem (6 and +) 0.0887 0.1123 0.1115 0.,0883
(3.059) {4.016} {3.898) (3.037
Modern (11 and +) 0.0762
2.3
Modem (31 and +} 0.07171
{2.259)
Teen salaries 0.1834 0.1939 | 0.2010 0.1931
(5.507) (5.495) | (5.87T) (5.588)
IESS affiliation 0.1608
{4.594)
Written contract 0.1415
(4.077)
Union member 0.0809 00799 | 0.0767 0.0842 0.0939
(1.71) (1.68%) | (1.618) {1.773) {1.986)
Unionized firm 0.0292
(0.695)
Adj. R? 0.2673 0.2669 | 0.2669 0.2678 0.2673 0.2670

Note: All other explanatory variables in the regressions are the same as in Tables 4 and 5.

t-values are in parentheses.
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Table 9
Sensitivity of Base Earnings Regressions to Changes in Job Classification
(Full Sample)
Specification
Variable (1) {2) 3} L)) 5 ©)
Modem (6 and +) 0.0926 0.0040 0.0012 0.0907
(2.971) (0.131) (-0.231) (2.904)
Modern (11 and +) 0.0994
(2.863)
Modemn (31 and +) 0.1111
(2.9%1)
Tee¢n salaries -0.4962 «0.5023 .4976 -0.4970
(-12.980) | (-12.706) |(-12.962) (-12.865)
[ESS affiliation -0.3027
(-1.766)
Written contract -0.2320
_ (-5.003)
Union member 0.0805 0.07%0 0.0741 0.0388 0.0129
{1.549) {1.520) {1.415) (0.738) {0.248}
Unionized firm 0.0599
(1.297)
Adj. R? 0.1914 0.1913 0.1514 0.1791 0.1763 0.1913

Note: All other explanatory variables in the regressions are the same as in Tables 6 and 7.

t-values are in parentheses.
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Table 10
Sensitivity of Take-Home Pay Regressions to Changes in the Sample
Regions
- - Excluding Full
Variable Costa Sierra Oricaite 3 % tails sample
Modem 0.0269 0.181 0.0831 0.0244 0.0887
0.715) (3.81%) (0.736) (1.131) (3.059)
Public 0.0771 0.1141 0.0038 0.0406 0.0466
(-1.038) (1.462) (0.022) (1.089) ©.924)
Agriculture 0.1667 -0.4643 -0.5580 0.1720 -0.3696
(-3.335) -7.710 (-5.921) (-6.395) (-10.518)
Compliamt 0.1951 0.1576 0.4172 0.2271 0.1884
{(4.285) (2.946) (2.773) B.917) (5.50T)
Unionized 0.0544 0.0633 0.0313 0.1057 0.0809
{0.710) (0.910) (0.243) {3.035) (1.710)
Adj. R? 0.2205 0.3131 0.2520 0.2531 0.2673
n 3428 3032 821 6350 7281
Note: All other explanatory variables in the regressions are the same as in Tables 4 and §.
t-vajues are in parentheses.
Tabie 11
Sensitivity of Base Earnings Regressions to Changes in the Sample
Regions
- Excluding Fuli
Vartiable Costa Sierra COrience 5 % tails sample
Modern 0.0385 0.1767 0.0511 0.0313 0.0926
(0.951) (3.4 {0.430) (1.287) 2.971)
Public £0.1728 0.1168 -0.0667 0.276 0.0074
(-2.109) (1.360) {-0.355) (0.645) (0.134)
Agriculture -0.1676 -0.4539 -0.5616 -0.1771 -0.3663
(-3.111) {(-7.039) (-5.769) (-5.893) (-9.757)
Compliant -0.4389 -0.5813 -0.2269 -0.4977 -0.4962
(-8.57% (-9.716) {-1.345) (-16.695) (-12.980)
Unionized 0.0639 0.0552 0.0418 0.1088 0.0805
(0.754) (0.720) (0.306) 2.713) (1.549)
Adj. R? 0.1530 0.2354 0.1297 0.1496 0.1914
n 3346 2958 801 6351 7105

Note: All other explanatory variables in the regressions are the same as in Tables 6 and 7.

t-values are in parentheses.
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Individual Charncteristics
Meodern  Agricuitural  Informa)
Hourly Wage { Sueres) 3088.5 12008 21186
Educational Aftcinmenst -
Schooling (Years) 11.0 4.9 7.3
Less than Primary 10.1% 50.7T% 23.7%
Primary 22.3% L% 315%
Some Secondary 21.3% 10.0% 25.3%
Secondary 17.6% 1.5% 9.1%
College 26% 0.2% 0.5%
University 24.0% 0.4% 6.3%
Post Graduste 1.1% 0.0% 0.0%
Work Experience
Experience in Current Oecupation (Years) 6.6 19.7 L]
Total Work Experience ( Years) 15.5 24.6 20.8
Age (Yeam) 26 38.8 358
Job Typology
Public Sector 0.0% 0.0% 0.0%
Rural Sector 0.0% 100.0% 0.0%
Informal Sector ( iess than § employess) 0.0% 0.0%  100.0%
Modern Sector { 6 plus employess) 100.0% 00% 0.0%
Informal Sector { [ess than 10 employess) 21.9% 0.0% 89.1%
Modern Sector { 10 plus employees) 78.1% 0.0% 0.0%
Informal Sector { less than 30 employess) 9.3% 0.0% 89.1%
Modern Sector { 30 plus employees) 60.2% 0.0% 0.0%
Teen Salaries 46.23% 0.0% %
IESS Member 37.0% 0.0% 1.3%
Wrinen Contract 2.71% 0.0% 14%
Unionized Firm 13.2% 0.0% 0.5%
Unioo Member 65% 0.0% 0.2%
_Permanent Job 84.4% 90.8% B44%
Occasional Job 124% 53% 12.2%
Seasonal Job 3% 3.9% 34%
Characteristics
Male T0.8% B6.5%  6.5%
Household Head 47.9% 59.29% 45.1%
Married 45.5% 40.1% 41.9%
Location
Urban 31.0% 16.2% 71.2%
Costa 51.9% 46.5% 48.1%
Sierma 429% 356%  4.7%
QOriente 52% 17.8% 10.2%
Language
Unilingual - Spanish 8.1% 85.3% TR
Unilingual-Indigenous 0.0% 1L.7% 0l%
Any [ndigenous Language 0% 4.2% 4.0%
Oceupation
Armed Forces 1.3% 6.6% 1.3%
Executives, Managers and Administrators &0% 0.1% 9.0%
Professionaly 13.7% 0.1% 0.0%
Technicians and Mid-level Professions 175% 0.0% 0.0%
Clerks 4% 1% 1L.9%
Merchargs and Salespeople 62% 0.0% 13.9%
Agricultural Warkers 6.3% SL.2% 6.2%
Skilled [ndustrinl Workers 21.4% 13% 24.6%
Unskilled Industrial Workers 7.5% G4% 7.6%
Not Classified 13.3% 43.2%  WU6%

Publle
1362.8

12.5
6%
12.0%
135%
20.0%
8.3%
40.8%
1.3%

1.3
393

100.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
54.5%
£89.7%
92.9%
67.9%
52.4%
9%.2%

2.6%

1.2%

58.4%
58.7%
63.2%

B5.4%
IL5%
45.8%
27%

57.0%
0.0%
42%

6.3%
4.8%
1.5%
21.2%
10.4%
8.6%
0.6%
11%
57%
9.1%

Toal
2411.0

a9
21.3%
26.7%
203%
11.7%
2.0%
14.6%
0.5%

9.9
19.8
357

11.5%
14.6%
4.6%
2:2%
46.2%
2.8%
51.4%
1746%
5.8%
2.1%
U3%
11.9%

8.0%
8.7%
10.2%

%

65.3%
49.6%
45.4%

T03%
47.1%
41.6%
11.3%

90.9%
0.3%
3.2%

3%
6.6%
7.2%
7.6%
40%
13.5%
14.7%
17.8%
6.3%
19.3%



Tern Salaries Union Member

No Yes Ne Yes
Hourly Wage ( Sucres) 2037 32955 23315 33259
Educational Arxinment
Schooling (Years) 1.7 126 8.6 13.1
Less than Primary 21.0% 5.2% 22.1% 5.8%
Primary 0N8% 149% 21.3% 14.3%
Some Secondary 21.6% 17.5% 21.1% 13.7%
Secondary 8.2% 21.9% 1LI%  189%
College 0.7% 56% 1.6% §.0%
University 1.9% 33.7% 124% 39.5%
Post Graduate 0.2% 1.2% 0.4% 1.9%
Work Experimnce
Experience in Current Qceupation (Years) 104 a.s 9.7 1.7
Total Work Experience ( Years) 206 17.5 19.7 20.7
Age (Yeanrs) 57 5.7 354 394
Job Typology
Public Sector 0.9% 42.1% 59% 753%
Rural Sector 19.7% 0.0% 15.9% 0.0%
informal Sector { less than 6 employees) S8.3%  54% 48.4% 1.0%
Modem Sector { 6 plus employees) 21.2%  525% 297% 23.7%
Informal Sector ( less than 10 ermployees) £9.0% 9.2% 50.1% 1L4%
Modem Sector { 10 plus employees) 12.8%  48.7% 2.8% 234%
Informal Sector ( less than 30 smployees) 63.2% 176% 55.7% 2.2%
Modern Sector { 30 plus employees) 9.7%  40.3% 17.2% 12.5%
Teen Salaries 196% 96.7%
[ESS Member 1.6%  81.1% 16.0%  92.3%
Written Contract 3.7% 834% 18.2% 93.8%
Unionized Firm L.4%  422% 4.3% 100.0%
Union Member 04% 30.0%
Permanens Job 83.7% 951% 85.6% 98.5%
Occasional Job 12.5% 3.5% 109% 1.0%
Seasonal Job 3.8% 1.4% 34% 0.5%
Characteristics
Male 66.2%  62.8% 65.7% 60.1%
Household Head 48.2% 535% 43.5% 62.2%
Married 41.6%  56.2% 43.7% 64.8%
Location
Urban 64.9% B59% 63.9% 86.3%
Costa 49.0% 41.6% 48.6% 29.0%
Sierm 39.9%  466% 4.3%  51.2%
Oriente 11.1% 11.9% 10.5% 19.8%
Language
Unilingual - Spanish 9.0% §7.6% 91.1% B3.1%
Unitingual-Indigenous 0.4% 0.0% 0.3% 0.0%
Any Indigeocus Language 6.1% 2.8% 54% 3.6%
Qccupation
Armed Forces 2.9% 3.7% 1% 3.3%
Executives, Managers and Administrators 6.3% 1.5% 6.6% 6.7%
Professionals 1% 19.0% 5586 25.1%
Techpiciany and Mid-level Professions 40% 17.3% 646% 18.2%
Clerks 14% 11.5% 33% 122%
Merchants and Salespeople 15.9% 6.5% 14.1% 6.2%
Agricultural Workers 18.7% 29% 15.8% L.7%
Skilled Industrial Workers 20.8% 9.2% 13.3% 6.5%
Unskilled Industrial Workers 5.5% 8.6% 6.1% 9.0%
Not Classified 214% 13.3% 200%  11.0%

Source: LSMS, 1994,
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Total

2411.0
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21.3%
26.7%
20.5%
1L7T%

2.0%
14.6%
0.5%
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11.5%
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Towards a Labor Market Reform in Ecuador

1. Introduction

Ecuador has a population of about 11 million, and an income per capita or around US$
1,000. After a decade of oil boom, the 1980s began with serious macroeconomic imbalances
—external debt had risen from US$330 million in 1974 to US$ 2.6 billion in 1979, while the
exports sector failed to diversify, traditional agriculture stagnated, and non-tradables boomed.
A first serious signal to economic agents came in 1982 with a devaluation of the sucre, but a
full scale orthodox stabilization plan did not start until 1984. A slow process of adjustment
followed. Due to a significant reduction in the relative price of non-tradables, particularly
right after the devaluation, production of non-tradables rendered lower real incomes.
Activities in the tradables sector picked up, particularly those related to agriculture. Yet,
investment, and therefore labor demand, have been sluggish, resulting in severely depressed
real wages for almost a decade.

Demographic forces, which were in place long before the crisis unraveled, generated an
increase in the labor force of 4.5 percent per year on average between 1982 and 1990. This
meant adding 1.3 million workers to a labor force of 2.3 million in eight years. More than
half of this addition to the labor force is explained by demographics -~ that is by the increase in
the working age population (at an annual rate of 2.8 percent), the rest is due to behavioral
changes--that is, by the increase in the labor force participation rate, especially of females.

The rapid increase in labor supply, particularly in urban areas, was not matched by an
equally rapid increase in demand for labor in the formal sector, and resulted in a rising degree
of informality and a decline in average productivity of labor for the economy as a whole. It is
important to note that changes in the working age population of this magnitude are not
unprecedented in the world economy, nor are they necessarily a disadvantage for developing
countries. Malaysia, one of the fast growing economies of the 1980s, saw its working age
population double between 1965 and 1990 and created employment for 3.8 million additional
workers during the same period. (The working age population and the labor force grew at
3.2% per year.) But Ecuador could not make an asset of the availability of labor resources in
the 1980s. The economy had entered a crisis which called for a major adjustment program.
When the large cohort of workers arrived into the labor force, what could have been an
opportunity, turned into a burden for the economy.

While Ecuvador has recognized that macroeconomic stability is a precondition to
investment and an essential component of employment creation, it is now very important to
also reform the labor market. With most of the poor of today being employed in the informal
sector, an important step out of poverty is to create incentives for formal sector employment.
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Labor market reform can play an important role in reducing entry barriers to formal sector
employment. As we have seen in Working Paper 8, labor market segmentation is relatively
modest in scope but nevertheless present in Ecuador today.

This Working Paper outlines important labor market reforms necessary in Ecuvador
today. While the current labor law promises a minimum wage, wage adjustments every six
months, job security, pensions, access to credit, and more, these laws reach only a favor only
a minority of today. The necessary revisions would entail a simplification of the wage
formula, a social security system reform including accidence insurance and a reform of job
security legislation. A reform needs to establish rules which are enforced primarily by those
affected by them; that is employers and workers, Inspectors, courts and authorities in general,
would play a substantive role as witness of rule violations, or as enforcers of penalties.

We begin by shortly talking about the role of the labor legislation in a market
economy. Section 3 points out the measurable problems of the Ecuadoran labor market today,
namely low productivity growth and increasing informality. We outline the main areas in
which labor market reform is necessary in Section 4. We end by summarizing the main points
of the paper.

2. The Role of Labor Legislation

Ecuador’s policy makers have long intervened in the labor market, primarily in the
wage determination process. This was often done in the name of protecting the poor. But
labor market interventions can have a perverse effect on the creation of formal sector
employment if they create a labor market segmentation by artificially increasing the cost of
labor. We have observed in Working Paper 8 that segmentation does indeed raise labor costs,
by around eight percent. A more effective approach to help workers is one that encourages
employment creation in the private-formal sector. If employment creation is encouraged, then
labor market conditions will tend to push wages to higher levels, benefiting workers in
general. Employment creation requires either the expansion of previously existing economic
activities or the establishment of new ones. Ecuador is an open economy and the expansion of
economic activity is not constrained by the demand side. Rather, the expansion of economic
activity is the result of entrepreneurs’ decisions to choose Ecuador as a production center. In
the case of non-tradable goods, this decision is very much linked to domestic demand
projections, and cost considerations. In the case of tradable goods, the decision is linked to
comparative advantages. Both involve the decision of entrepreneurs to invest.

In a market-oriented economy, labor legislation plays a central role. It has the
potential to improve the operation of the labor market by reducing transactions costs, or
dispute-resolution costs. The labor legislation, by establishing or failing to establish clear
rules, is one important determinant of the degree of risk associated to an investment, which is
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so important in guiding investment decisions (Dixit and Pyndick, 1994). The labor legislation
may affect the cost of labor, and thus, the level of employment. In short, the labor legislation
is one of the fundamental factors that affect labor demand and supply, and the equilibrium
level of employment and real wages.

i Labor Market Pexformance

The recent performance of the labor market has been dismal in Ecuador and this is why
labor market reform is important today. While the labor force grew significantly over the past
fifteen years or so due to demographic patterns and behavioral changes, employment in the
modern sector has stagnated. Average labor productivity growth has been negative between
1982 and 1990 and the urban informal sector has grown over the past years. The economy
and with it the labor market have to become more efficient -- labor market reform is one of the
tools to achieve this end.

The Growth of Labor Supply: Dem hi¢ For icipation Over
the past decade, the Ecuadoran labor supply increased strongly due to both demographic
pressures and an increase in the labor force participation rate. During the period from 1982-
90, the working age population grew at an annual rate of 2.7 percent but the labor force, at an
annual rate of 4.6 percent (Table 2). The labor force participation rate jumped from 43
percent in 1982 to over 50 percent in 1990. Besides demographic forces, the increase in the
labor force participation rate is largely due to much more women entering the work force.
Illustrative, in the urban areas, we find that the female labor force participation rose form 34
percent in 1988 to 46 percent in 1993,

Table 1: Labor Force Participation, 1982 to 1990

1982 1990 Change
Working Age Population (‘000) 5,396 6,708 1,312
Labor Force (‘000) 2,346 3,359 1,013
Participation Rate (%) 43.5 50.1 6.6
Source: Census 1982 and 1990.
Productivity Developments. While the labor force increased dramatically between

1982 and 1990 in an otherwise stagnant economy, average labor productivity plummeted.
Table 2 shows the evolution of employment, output and average productivity by sector based
on Census data. In the 1970s, employment growth concentrated in the services and industrial
sectors while the agricultural sector lost employment in absolute numbers. Due to the shift in
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employment towards the industrial and service sectors of the economy, the average labor
productivity increased between 1974 and 1982. The above observed surge in the labor force in
the 1980s went hand in hand with a fall in average labor productivity, most notably in the
services and industrial sectors. The fast structural change of the Ecuador an economy in favor
of the service industries continued. '

Table 2: Employment and Productivity, 1982 to 1990

1974 1982 1990

Employment (‘000) 1812 2221 3163
of which: Agriculture (%) 49.3 35.3 32.7
Industry (%) 18.1 20.9 19.0

Services (%) 32.6 439 48.3

Productivity (1987 sucres, ‘000) 633.8 788.1 642.9
Agriculture 212.6 296.0 301.3

Industry 1319.7 1351.7 1121.9

Services 891 916 686

Source: Census 1974, 1982 and 1990

Besides the impact of cumbersome labor market legislation, the observed low labor
productivity growth in Ecuador is also partly the consequence of a development strategy that
had long biased incentives against investments in labor-intensive industries. For a long time the
growth of industry was due to active intervention by the state to promote Import Substituting
Industrialization. ‘“Subsidies to industry were implemented through overvalued exchange
rates, protective tariffs and quotas on competitive imports, food import subsidies, preferential
interest rates, and tax exemptions. These subsidies led to installation of a capital-intensive
industrial sector principally concentrated in the two largest cities, Quito and Guayaquil.” (de
Janvry et al, 1991). Contrary to Ecuador’s experience, economies not favoring capital over
labor generally experience rising average productivity in all sectors, and a reallocation of labor
from lower productivity to higher productivity sectors.

Informality. With a strong increase in the labor supply and low absorptive capacity of
the formal sectors, the Ecuadoran economy became increasingly informalized, especially in
urban areas. The higher role the informal sector plays for employment can be gauged from
the share of wage income in total GDP which fell from an average of 47 percent in the 1970s,
to 35 percent in the early 1980s, 27 percent in the late 1980s, and 15 percent in the early
1990s. This decline cannot be explained by reductions in real wages alone. It indicates that
the proportion of workers that can be classified in the ‘wage employment’ category in the
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formal sector has fallen. Lacking dynamism in such sectors as manufacturing is responsible
for pushing workers into the informal sector.

Examining recent urban employment surveys, we find that urban informality also
increased in the past couple of years, between 1990 and 1993. As shown in Table 3, urban
informality increased by 3 percent between these two years and stands now at 48 percent of all
urban employment, As expected, informality is highest in commerce with around 80 percent
of all employment in this sectors being of an informal nature. Informality is larger in the
Costa and Oriente urban areas, which matches the historical pattern of migration flows: rural-
urban migration between 1982 and 1990 was about 70,000 per year which is equivalent to 1.8
percent of the urban population and 1.5 percent of the rural population of 1982. OQutmigration
was highest for the rural Sierra and inmigration highest for the urban Costa.

Table 3: Urban Informality, 1990 to 1993 (% of Work Force)

1990 1991 1692 1993
Costa 47.0 49.0 51.0 50.0
Sierra -- North 42.0 46.0 44.0 42.0
Sierra -- South 45.0 50.0 48.0 45.0
Oriente 52.0 53.0 50.0 56.0
Total National Urban 45.0 48.0 49.0 48.0

Source: INEM, Encuesta Permanente de Hogares, 1990-1993.

We find that the probability of working in the informal sector is linked to age and
education. Based on the INEM employment surveys, we estimate Probit-regressions for the
likelihood of employment in the informal sector. We find that the probability of informal
sector employment first falls and then rises with age; the turning point for males is 42 years of
age, and the turning point for females is 28 years of age. This means that for a
‘representative male’, informalization declines with age, while for a ‘representative female’,
informalization increases with age. Formal sector jobs are reserved for young women and
prime age males. Education reduces the probability of urban informalization for males and
females. Conversely, having no education raises the probability of being in agriculture
relative to all education categories. Estimation results are included in the Annex.
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4. Critical Areas of Labor Market Reform

With lacking productivity growth and an increasing informalization of the economy, it
is important to make employment in the formal, dynamic sectors more attractive. A reform of
several key labor market legislation is one of the tools.

4.1. Wage Determination
The Wage Determination Process. The wage determination process in Ecuador is

difficult and cumbersome. A large number of regulations govern the wage setting process in
Ecuador, not only in the public but also in the private sector. CONADES determines the
minimum wage and the minimum adjustment of all wages. The ‘Comisiones Sectoriales’
determine the basic salary in each sector. On top of the basic salaries, eight additional
components are levied, some of which are defined as a function of the minimum wage, some
as a function of the basic salary and some are fixed amounts (such as the Compensation for
Cost of Living). Table 4 summarizes the regulated wage components and Box 1 shortly
reviews the calculation of the ‘teen’ salaries. Further, for the interested reader to visualize
how many of these regulations exist and how they impact on the payment of a salary, Annex
Table 2 {;omputes the effective salary and the labor cost for the basic salary in the years 1988
to 1992.

Table 4: Regulated Wage Components

R fing Basic Sal Additional C. .
* minimum wage * thirteenth salary
- all workers (SMVG) * fourteenth salary
- small enterprises * fifteenth salary
- farm laborers * sixteenth salary
- craft workers * cost of living compensation
- domestic workers * complementary bonus
* paid vacations
* basic salaries * transportation bonus
- determined by Sector Commissions by * Reserve Fund
sector of economic activity (1992: 117 * Profit Sharing (limits refer to basic salary
Commissions)

Source: Ministry of Labor

! We have to restrict ourselves to the calculation for one month only as the compensations vary on a monthly
basis,
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Problems. This system creates two classes of problems for the functioning of the labor
market. First, the system increases information and management costs which already become
visible if one tries to calculate the impact of a change in the basic salary on the real earnings of
a worker, As a consequence of this cumbersome wage determination process, the
administrative cost associated with wage setting, accounting and reporting are unnecessarily
high. Further, it is very difficult for an employer to estimate her or his labor costs over the
period of a year, even if all her workers earn above the basic salary because adjustments in the
additional components can be announced at any time. But even for the workers the mechanism
entails a high degree of transactions costs; A worker that wants to organize her or his budget
on the basis of the monthly salary has a hard time computing the expected cash-flow because
compensations vary from month to month, This task is especially difficult because the
quotation of compensations are generally made in reference to the basic salary which only
applies to a fraction of the workers.

The second class of problems this policy creates is associated with diminishing the role
of wages in the allocation of labor across sectors and regions. The transaction and information
costs alone hinder the efficient distribution of labor across sectors since they artificially raise
the cost of labor in the regulated sector, thereby creating entry barriers for workers to move to
this kind of employment. Further, if the basic wage is actually binding, the allocation of labor
in the economy is seriously hindered. For example, a region might experience an excess
supply of labor at the basic wage, but the wage floors eliminate labor market incentives to
prefer that region over others. Workers must resort to migration or to self-employment in this
case. In the absence of wage floors, wage variations across regions are a signal to attract
investment to labor abundant areas which would be equalized over time. While we find that
the minimum wage is currently not binding (Working Paper 8), this problem might well arise
in the future.

thirteen salary is dctemuned
November, exclusive of addmonal <0
sa]ary'l's not’ oonsidmd taxab' inco_

and it lspmd in‘Septei

e Thcfﬂeenth salary:Was'
completecl @ minimum of one year ¢
at workers m:thc' pnvate'andé'
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Simplifving the Basic Wage Formula, For the above reasons, a rationalization of the

minimum wage policy is very important. A reduction of the degree of intervention can be
accomplished by (a) unifying the various components of the minimum wage, and (b) adjusting
the minimum wage to one level for the country as a whole. That minimum wage could be
placed somewhere between today’s basic salary (salario minimo vital) and the basic salary plus
additional compensations. To move in that direction, CONADES can begin a practice of
adjustment of sectorial wages that is inversely proportional to the current minimum wage of
the sector. After some time, all basic salaries would converge to a unique minimum wage.

The basic salary has been used as a unit of account and there are a number of social
benefits, and perhaps contracts that have been set in terms of basic salary units (SMVG). Yet,
a more appropriate solution is to set a unit of account (of constant purchasing power) to be
used as a reference in all transactions that involve unknown future quantities. The government
can announce, along with the wage harmonization, the equivalency between the old SMVG
and a new UVC (unit of constant value). That would protect all previous contracts relative to
the rate of inflation, and at the same time, allow the wage policy to be corrected.

4.2 Social Security

The most important component of the payroll tax is the contribution towards Social
Security, equivalent to 20.5 percent of the basic salary in most cases.? ° The contribution
makes affiliates eligible to workers’ compensation in case of accidents on the job, public sector
health care benefits, and a pension. The benefits coverage for the affiliate’s dependents is the
most limited in Latin America, after Haiti. Health care coverage does not extend to spouses,
or the children of affiliates, except infants in the case when the mother is an affiliate. The
IESS may also administer workers’ Reserve Fund, which consists of 1/12 of the annual salary
deposited in a special account in the individual’s name. According to the law, affiliates can
borrow from their own fund for housing loans, and the repayment is to be discounted from the
payroll.

Due to the fact that the IESS obligations and contributions are set by law, with no strict
attention to actuarial balances, there has been a significant amount of cross-subsidization across
programs in the 1980s. The weak link between contributions and benefits renders the IESS
contribution to be seen as an entry ticket to the IESS lottery of benefits. Individuals, not
knowing the amount of benefits they will derive form the system, hence try to make the
smallest contribution they can manage. Pension are a good example to show that IESS

2 The contributions are calculated over total wages, including overtime, profit sharing, commission, etc. But
the ‘teens’, the cost of living compensation, and the other additional payments are not included.

3 There are two additional (minor) components to the payroll taxes, adding up to 1 percent of the basic salary.
These arc the contribution of .5 percent to SECAP (public training institute) and IECE.
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members cannot rely on the system as a social insurance. Figure 1 shows the high fluctuation
and recent dramatic decline in the real value of IESS pensions. But in spite of the declining
value of pensions, employers are compelled to affiliate all their workers because the IESS
provides insurance coverage against liabilities associated with accidents on the job, and old age
pensions

Figure 1; Real Pension Developments, 1970 to 1992
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Source: 1ESS data,

Further, the current operation of the system is financially unsustainable (Mesa-Lago
1993). Given the expected pressures coming from the rising proportion of survivors eligible
for pension benefits, a rationalization of the program is unavoidable..

The current operation of the Social Security System increases labor costs. First, the
obviously unsustainable operation of the system reduces expected benefits of today’s
contributors to almost zero, making the contribution operate like a tax. The high degree of
non-pension benefit variability (such as health or accidence insurance) adds to this assessment.
Second, the law does not establish with clarity the limits to employees and employers
obligations relative to that of the IESS. Moreover, in the past the degree of discretion the
government has exercised over the determination of social security benefits has been
significant. This experience has encouraged rent-secking behavior among interest groups,
again increasing the costs associated to labor employment.

One way to reduce the extent of rent-secking behavior is through the establishment of
clearly enforceable rules based on an actuarial balance. In the case of social security, the
minimum condition for enforceability of a rule is actuarial balance between required
contributions and guaranteed benefits. Since pensions are paid in the future, for an unknown
period of time, actuarial balance can be attained by a combination of a life insurance policy
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time they are making contributions to IESS. The program’s benefits must be a function of the
net present value of contributions plus their yield. The annuity that can be purchased with that
amount would vary with the number of years the retiree is expected to live, and the rights of
heirs to the pension. In short, the individual benefits from mandated savings for retirement,
are going to depend on the real interest rate and on the difference between expected survival
rates at the time of retirement and the actual survival rate of the individual.

Work Accidepts. A further problem connected to the functioning of the social security
system is that the work accidence insurance scheme subsidizes unsafe occupational practices at
the cost of safer ones. The current law establishes 2 minimum compensation in case of on-the-
job injuries of various kinds but does not distinguish the contribution to the scheme between
jobs of different accident risk. While employers are not required to take up insurance policies
with the IESS, all have an incentive to do so as the general contribution to the TESS also
covers the accidence insurance. Theoretically, we would expect a private insurance market to
mediate between risks on different jobs but no private insurers market exists, This can be
partly explained by the IESS pricing policy which acts like a tie-in sale policy. As the
accidents insurance premium does not vary with the risk of accidents, the system subsidizes
unsafe occupational practices at the cost of safer ones.

43  Job Security

Ecuador’s labor law establishes a minimum compensation to be paid to workers in case
of dismissal with ‘just cause’ (major misconduct) or voluntary separation, and an additional
compensation in case of dismissal without ‘just cause’. A 1991 reform established very stecp
penalties for dismissals (the maximum compensation was 12 months of wages in the old
legislation). The amounts involved are high by international standards, and even within the
Latin American region, where job security legislation has been part of the tradition.

If the dismissal is justified, the employer must pay .25 monthly salaries per year of
accumulated service. If the dismissal is not justified, there is an additional compensation that
ranges from:

3 monthly salaries with less than 3 years of service;

1 month per year of service (up to 25 months) with more than 3 year of service;
80 percent of pension if the dismissed worker has more than 19 years of service
and less than 25.

The current law helps to create an environment where employers become cautious with
respect to hiring new workers and hence contributes to the creations of a dual labor market
where only a minority is able to obtain formal sector jobs.* Furthermore, the discontinuity in

Y For a detailed analysis of the economic impact of this type of job security legislation, see Cox Edwards
(1993).
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the severance payment creates perverse incentives for employers and employees. An
individual with 20 years of experience, has an additional incentive to be dismissed without
‘cause’. Similarly, an employer has an additional incentive to fire an employee just before
he/she completes 20 years with the firm, Workers with 19 years of experience in one firm are
likely to be at risk of loosing their jobs.

A reform of article 189 is an essential element towards encouraging the establishment
of a better working environment within firms. Returning to the maximum of 12 months, as
had been the law until 1991, can be a start. A radical reform may be the most effective
approach, introducing the notion of ‘economic cause’ for dismissal, and transforming the
severance formula into a ‘contribution defined’ benefit. (See Cox Edwards (1993) for
discussion).

Further, the law would better serve a larger fraction of the population if it recognized
the merits of a larger variety of labor contracts. Particularly in a country like Ecuador, where
many workers take jobs in various cities, move back and forth from the rural to the urban
areas, the law should be ample enough to make temporary work in agriculture and other
sectors, a voluntary choice of employers and workers. Article 16 (and the extension
introduced by Law 133) introduce job security to temporary jobs in agriculture. If the
employer fails to recall the same worker, a dismissal without ‘cause’ is presumed. The likely
impact of such legislation is an informalization of the working relationship.

4.4 ive Bargainin Di Regoluti

One of the responsibilities of governments in market oriented economies is that of
eliminating sources of market failures. To that aim, governments must assign property rights,
protect the economic system from the possible effects of monopoly or monopsony power, and
provide public goods. In a market oriented economy, unions function as institutions of
collective voice. They can play an important role in reducing transactions costs, to the extent
that employers negotiate wages and working conditions for a group, rather than with each
individual worker. Granting workers the right to organize and bargain collectively can reduce
transaction costs and enhance efficiency. Yet, that right has to be given at the same time as
competition is preserved in the labor market. The labor legislation is key in balancing or
failing to balance these two objectives.

In Ecuador, as in a number of developing countries, market oriented reforms have
rendered the labor legislation somewhat inadequate. Workers’ organizations as well as
entrepreneurs are searching for a more appropriate framework where agreements can be
reached and conflicts can be resolved. One of the most important bargaining tools used by
unions is the strike. In an ideal scenario, a strike is a mechanism through which the
seriousness of the petition is ascertained against the seriousness of the employer’s refusal.
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Each part is risking something to put pressure on the other. Yet, under Ecuador’s law,
employees’ costs associated to strikes are very uncertain. Currently they are a function of a
number of minimum requirements that define due process. If the strike is declared illegal,
workers would not get their wages. From the employers’ point of view, the costs are also
uncertain. If the strike is legal, wages are paid and employers are forced to a stoppage since
temporary replacement of workers is not allowed.

After a period of serious conflicts and general strikes, it became clear in Ecuador that
the framework for its conflict resolution was inadequate. The solution chosen in 1991, was
that of requiring arbitration in all cases where there are disagreements. Legal strikes can only
proceed if due process is violated. This solution has worked relatively well in the private
sector, if one uses the number of strikes as an indicator of conflict. Nevertheless, it has not
been an adequate solution for the public sector, nor is it necessarily adequate in the long run.

The opinion of many workers, employers and labor lawyers in Ecuador is that, at the
enterprise level, labor-management relations are cordial. Among medium-size enterprises,
there is less experience with collective bargaining, and a non-surprising reluctance to the
notion of dealing with unions. The labor reform of 1991, has successfully reduced the
incidence of conflicts between employers and organized labor. The unions have a very
important role to play in the process of reforms. In particular, they can be essential in
establishing an environment that encourages investment and that facilitates on-the-job training.
In short, labor-management relations can improve if there is a consistent attempt from all parts
to generate an environment of cooperation. The reform process is ultimately designed to
encourage economic growth, and this is the most important determinant of job creation and
thus real wage gains.

s. Conclusions

In this Working Paper, we have examined some features of the Ecuadoran labor market
and the policy dilemmas that it presents today. Declining average labor productivity and
increasing informalization of the economy signal the importance the labor market has today,
for both growth and poverty alleviation. While the current labor law promises a minimum
wage, wage adjustments every six months, job security, pensions, access to credit, and more,
only few poor workers are employed in the regulated sector. A labor law revision is in order.
Such revision, is to establish a set of labor laws compatible with markets. Rules are to be
enforced, primarily by those affected by them; that is employers and workers. Inspectors,
courts and authorities in general, would play a substantive role as witness of rule violations, or
as enforcers of penalties. But, on a day to day basis, it must be the parties interested, the ones
that accept and agree to comply with the regulations.
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A rationalization of the basic wage policy is very important. A reduction of the degree
of intervention can be accomplished by (a) unifying the various components of the minimum
wage, and (b) adjusting the minimum wage to one level for the country as a whole. That
minimum wage can be placed somewhere between today’s basic salary (salario minimo vital)
and the basic salary plus additional compensations. To move in that direction, CONADES can
begin a practice of adjustment of sectorial wages that is inversely proportional to the current
minimum wage of the sector. After some time, all basic salaries would converge to a unique
minimum wage.

The most important component of the payroll tax is the contribution towards Social
Security, equivalent to 20.5 percent of the basic salary in most cases. The contribution makes
affiliates eligible to workers’ compensation in case of accidents on the job, public sector health
care benefits, and a pension. But, the law does not establish with clarity the limits to
employees and employers obligations relative to that of the IESS. Moreover, in the past, the
degree of discretion the government has exercised over the determination of social security
benefits has been significant, encouraging rent-seeking behavior among interest groups. One
way to reduce the extent of rent-secking behavior is through the establishment of an
enforceable rule.

In the case of pensions, the minimum condition for enforceability of a rule is actuarial
balance between required contributions and guaranteed benefits, Since pensions are paid in the
future, for an unknown period of time, actuarial balance can be attained by a combination of a
life insurance policy and a savings account. Individuals cannot be promised a given wage
replacement rate at the time they are making contributions to IESS. The program’s benefits
must be a function of the net present value of contributions plus their yield.

The current labor law establishes minirmmum compensation in case of on-the-job injures
of various kinds which does not vary with the risks of accidents. Normally, this would create
a demand for workers’ accidents insurance from the part of employers, and the price for that
insurance will be set by market conditions. Free entry to the insurance market, accompanied
by an appropriate regulatory framework for insurance companies, would establish an insurance
market organized around specific sectors or areas of economic activity. Moreover, insurance
programs are likely to induce safer working environments through their pricing policies. Yet,
the absence of private insurers in this area may be partly explained by the IESS pricing policy
which includes a tie-in sale policy. Further, the accidents insurance premium does not vary
with the risk of accidents. A cross-subsidization of safer for unsafer jobs takes place.

. Ecuador’s law establishes a minimum compensation to be paid to workers in case of
dismissal with ‘just cause’ (major misconduct) or voluntary separation, and an additional
compensation in case of dismissal without ‘just cause’. The 1991 reform established very
steep penalties for dismissals (the maximum compensation was 12 months of wages in the old
legislation). The amounts involved are high by international standards, and even within the
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Latin American region, where job security legislation has been part of the tradition. The
current law leaves much to be desired in terms of acceptability or enforceability. It creates an
environment where employers become extremely cautious with respect to hiring new workers.
The discontinuity in the severance payment creates perverse incentives for employers and
employees. A reform of article 189 in the labor law is an essential element towards
encouraging the establishment of a better working environment within firms. Returning to the
maximum of 12 months, as had been the law until 1991, can be a start. A radical reform may
be the most effective approach, introducing the notion of ‘economic cause’ for dismissal, and
transforming the severance formula into a ‘contribution defined’ benefit,

The law would better serve a larger fraction of the population it recognized the merits
of a larger variety of labor contracts., Particularly in a country like Ecuador, where many
workers take jobs in various cities, move back and forth from the rural to the urban areas, the
law should be ample enough to make temporary work in agriculture and other sectors, a
voluntary choice of employers and workers. Article 16 (and the extension introduced by Law
133) introduces job security to temporary jobs in agriculture. If the employer fails to recall
the same worker, a dismissal without ‘cause’ is presumed. The likely impact of this is an
informalization of contracts.

274



Working Paper 9

References
Banco Central Cuentas nacionales 1965-92,
CIE (1992) ‘Economia Informal y Empleo en Ciudades Grandes e Intermedias:

Casos de Guayaquil, Machala y Manta’, Universidad Catolica De
Santiago de Guayaquil, Centro de Investigaciones Economicas.

CEOSL-INEL (1987) Cuadernos Sindicales # 5, El Contrato Colectivo.

CEOSL-INEL (1989) Cuademos Sindicales # 6, La Salud Ocupacional.

CEOSL-INEL (1989) Cuadernos Sindicales # 7, Los Salarios del Trabajador y Sus Derechos
en el Seguro Social.

Cox Edwards, A. (1993): La - gi i 2ri

Latin Amenca and the Canbbean Techmcal Department Reglonal

Studies Program, Report # 31, The World Bank.,

de Janvry, A., E. Sadoulet, and A Fargox (1991): Adjustment and Equity in Ecuador, Paris:

QOECD.
Dixit, A. and Pindyck, R.S. (1994) Investment under Uncertainty. Princeton; Princeton
University Press.

Ecuador, Registro Oficial. (1991) Ley # 133 Ley Reformatoria al Codigo del Trabajo (1978)
# 650 Codigo del Trabajo.

Griffin, P. and R, Judith (1994): ‘An Exploratory Analysis of Ecuadoran Labor
Markets’, unpublished draft, California State University, Long Beach.

INEL - CEOSL Manual Sindical de Legislacion del Trabajo

INEC HMG_P.QMQ_O_W (Nov. 1991)
ILDIS mfme_s_mml_h A_]uste y Situacion Social, 1993.
ILDIS Ecuador. Analisis de Coyuntura, Perspectivas 1993.

Mesa-Lago, C.(1993) Instituto Ecuatoriano de Seguridad Social Evaluacion Econotnica

y Opciones Para Reforma. Incae.

275



Working Paper 9 Towards s Labor Market Reform in Ecuador

Annex 1

Table A.1: Probability of Informal Employment: MALES

Informal Coef. Std. Err. z P> |z] [95% Conf. Interval}
age | -.0079487 0005542 -14,342 0.000 -.009035 -.0068625
age2 | .000093  6.89e-06 13.504 0.000 0000795 .0001065
schl6| .2362826 0060752 38.893 0.000 .2243755 .2481897
sch712 0347709 0062719 5.544 0.000 0224782 0470637
sch13p | -.4705808  .0068253 -68.946 0.000 -.4839582  -.4572034
head .2359477 0044495 53.028 0.000 2272268 .2446685
spouseu | -.1516613  ,0092594 -16.379 0.000 -.1698094  -.1335131
spousep | -.1294783 0051693  -25.048 0.000 -. 1396099 -.1193467
syed | -.0125821 0003729 -33.743 0.000 -.0133129 -.0118513
dumreg2 | -.114829 .0023678 -48.497 {0.000 -.1194697 -.1101882
dumreg3 0076418 0042168 1.812 0.070 -.000623 0159066
dumregd .0893731 .0058989 15.151 0.000 0778115 .1009346
cons | .0259846  .0112062 2.319 0.020 0040207 .0479484

Table A.2: Probability of Informal Employment : FEMALES

Informal Coef., Std. Err. z P> |z| [95% Conf. Intervai}

age | -.0084471 0007648  -11.044 0.000 -.0099462 -.0069481

age2 | .0001485 9.95¢-06 14.920 0.000 .000129 000168

schl6 | -.1753344  .008031 -21.832 0.000 -.1910749  -.159594
sch712 | -.3407776  .0083952  -40.592 0.000 -.357232 -.3243233
schl3p | -.921674 009139  -100.851 0.000 -.9395861 -.9037619
head | .1984595 0045159 43.947 0.000 1896086 2073104
spouseu | -.9540672  .0100121  -95.291 0.000 -.9736906  -.9344439
spousep | .7532406 0067626 111,383 0.000 7399861 7664951
syed | -.0359952 0005686  -63.302 0.000 -.0371097 -.0348807
dumreg2 | -.1342925 .0020%8 -45.065 0.000 -.1401332 -.1284518
dumreg3 | -.1722718 0051105 -33.709 0.000 -. 1822882 -, 1622553
dumregd4 | .2202199  .007413 29.707 0.000 .2347491
cons | .3144872  .0149886  20.982 0.000 .3438645
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Table A3: Labor Income and Labor Costs

October 88 October 88  October 90 October 91 October 92 October 93

BASIC SALARY 22000.00 27000.00 32000.00 40000.00 60000.00 66000.00
(monthty)

13th salary 1833.33 2250.00 2666.66 3333.33 5000.00 5500.00
14th salary 3666.67 4500.00 53331.33 6666.67 10000.00 11000.00
15th salary 833.33 833.33 833.33 4166.67 4166.67 4166.67
16th salary 11000.00
Reserve Fund 183333 2250.00 2666.66 3333.33 5000.00 5500.00
Cast of Living 1500.00 1500.00 2500.00 2500.00 30000.00 67000.00
Bonus $00.00 500.00 1000.00 1000.00 100000 1000.00
Transportation 1360.00 1360.00 2400.00 3200.00 4000.00 12000.00
SALARY RECEIVED IN

OCTOBER

.9065%basic 19943.00 24475.50 29008.00 36260.00 54390.00 59829.00
15th (october) 2000.00 2000.00 2000.00 10000.00 10000.01 10000.01
16th 11000.00
Cost of Living 1500.00 1500.00 2500.00 2500.00 30000.00 67000.00
Bonus 500.00 500.00 1000.00 1000.00 1000.00 1000.00
Transportation 1360.00 1360.00 2400.00 3200.00 4000.00 12000.00
RECEIVED 25303.00 29835.50 36908.00 52960.00 99390.01 160829.01
TRUE SALARY 32780.90 3923836 48341.65 52979.17 118238.20 184370.49
MONTHLY AVERAGE

CORRECTION 1.30 1.32 1.31 119 1.1% 115
{TRUE

SALARY/RECEIVED)

IESS (9.35%+11.15%) 4510.00 5535.00 6560.00 8200.00 12300.00 13530.00
SECAP (0.5%) 110.00 135.00 160.00 200.00 300.00 330.00
IECE (0.5%) 110.00 135.00 160.00 200.00 300.00 330.00
LABOR COST 37510.90 45043.36 55221.65 7157917 131188.20 198560.49
PAYROLL TAX % 1443 14.79 1423 13.66 10.91 7.70
TRUE SALARY

IN CONSTANT VALUE 32780.90 25442.58 20968.60 18333.78 21521.70 25033.31
INDEXED 100.00 77.61 63.97 55.93 65.65 76.37
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Working Paper 10

Ecuadoran Poverty Revisited:
The Impact of Education, Growth and Deregulation

1. Introduction

Poverty alleviation efforts can be grouped in distinct categories. A first approach emphasizes
sound economic policies, including macroeconomic stabilization and trade liberalization. If these
policies succeed in spurring investment and raising labor demand, then new jobs are created and
earnings increase, in a context where labor is the main asset of the poor. A second approach focuses
on targeted investments in human capital and social services. If eamings increase only for those
who are already better off, and prosperity does not trickle down, or does it w0 slowly, then it is
necessary to help the poor directly. Finally, a third approach stresses the importance of labor market
reform. If the earnings of informal sector workers are low because of regulations depressing labor
demand in the modemn sector, then the deregulation of the labor market may improve the well-being
of the poor.

Although each of these approaches i based on compelling arguments, their actual payoffs in
terms of poverty alleviation are unclear. For instance, the employment effects of an investment
outburst will be affected by the sectoral specialization of the economy, as well as by the depth of its
inter-sectoral linkages, Similarly, the wage effects of an increase in the human capital of the poor
will depend on the returns to education and on the sectoral and regional mobility of workers.
Finally, labor market deregulation may have little impact on both employment and earnings if there
is not much segmentation, or if segmentation is due to reasons which are largely independent from
the 1abor code. These examples suggest that the actual payoffs to the poverty alleviation approaches
considered may differ from country to country.

This paper evaluates the effectiveness of the different approaches to poverty alleviation in the
case of Ecuador. The specific features of this country make the analysis particularly relevant in
terms of economic policy. Poverty is widespread, and affects roughly 35 percent of the population.
In addition, 17 percent of the population were vulnerable to be poor. The depth of poverty is
greatest in the rural Sierra, a region inhabited by people of indigenous background who have
benefited little from economic progress. But poverty is also prevalent in urban areas, where a large
fraction of the population works in the informal sector. Earnings in this sector are lower than in
modern economic activities, and excess labor market regulation is partly responsible for the earnings
gap. Last but not least, in spite of major advances in macroeconomic stabilization and trade
liberalization, economic growth does not seem to be picking up, and income per capita remains 25
percent below its 1980 level.

The effectiveness of the approaches to poverty alleviation is analyzed from a macroeconomic
perspective. A small computable general equilibrium (CGE) model is constructed building on
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previous studies on both the characteristics of poverty and the determinants of labor market
segmentation in Ecuador. The model is used to assess the consequences of four scenarios on
employment and eamings across sectors. The first scenario assumes that macroeconomic stability
and policy reform succeed in attracting a larger inflow of foreign capital, which impacts on the labor
market through physical capital accumulation and real exchange rate appreciation. In the second
one, the consequences of a marginal increase in the human capital of low-skilled workers are
examined. The third scenario combines the first two as growth and additional education finance can
be viewed as complementary. Finally, in the fourth one, distortive labor market regulations are
softened, so that the gap between eamnings in the modem and the informal sector diminishes.

The idea of using CGE models to evaluate the consequences of economic policies on poverty
or income distribution is hardly new (see Bourguignon, Branson and de Melo, 1992). Moreover,
this idea has already been applied to the Ecuadoran case (see de Janvry, Sadoulet and Fargeix,
1991). This paper differs from previous exercises in several respects, though, First, it focuses on
the labor market, rather than on the input-output linkages between sectors. Particularly, it does not
derive labor demand from a fixed-coefficients technology, but use micro-econometric evidence to
model the determinants of sectoral eamnings and labor market segmentation instead. Second, the
paper analyzes the consequences of policies aimed at alleviating poverty, not at stabilizing the
economy. Previous exercises analyzed the potentially adverse effects of fiscal and monetary
adjustment on income distribution in the short- to medium-run, while this one deals with the longer-
run consequences of structural policies. Finally, the model in this paper is derived from first
principles and kept small enough to understand the mechanisms at work, while standard CGE
models are much more detailed and therefore much more realistic, but they also tend to operate like
‘black boxes’.

The paper is organized as follows. Section 2 presents the CGE model, describing in detail
the way features such as mobility between rural and urban jobs, returns to education and the
segmentation resulting from labor market regulations are taken into acoount. Regarding the latter,
we use results presented in Working Paper 8 (‘Determinants of Hourly Eamings: The Role of Labor
Market Regulations’). Section 3 calibrates the model using data from the Ecuadoran economy
including, particularly, the results of previous studies on poverty and the labor market. This section
is relatively arid, and can be skipped by a reader interested in results, rather than technicalities. The
CGE model is used in Section 4 to evaluate the consequences of the poverty alleviation approaches
on employment and earnings.

Before presenting the model, we shortly want to look at the link between poverty and the
labor market. Poverty in urban areas is strongly linked to informal sector activities; in the rural
sector to agricultural activities. Eamings in these sectors are considerably lower than in the modem
sector of the economy so that a ‘modernization’ or ‘formalization’ of the economy is an important
vehicle for poverty alleviation (see Table 1).
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2. The Model

Because of their importance in terms of employment and earnings, five sectors of activity are
congidered in the model. These are the public sector, identified with the letter G, the modern urban
sector (F), the informal urban sector (I), agriculture in the Sierra (S) and agriculture in the Costa
(A). The sectors considered differ in the characteristics of their product market. Output by the
modemn sector (Zg) is sold both at home and abroad, but the volume of exports is relatively
marginal. Output by the informal sector (Z)) is sold in the domestic market only. Output Z, by the
coastal agriculture is mostly exported, at given world prices. Output Zg by the rural Sierra is used
for self-consumption, and therefore has no market price. Finally, the public sector produces a
public good for which, by definition, there is no market,

The informal sector uses unskilled labor Ly as its only production factor. It is assumed that
this sector consists of self-employed workers, such as street vendors, who have all the same physical
productivity. Under this assumption, the production function of the informal sector can be written
as:

Zi = ala 0}

where o is the physical productivity of labor. Let W; be the earnings in the informal sector,
expressed in dollar terms. Perfect competition in the product market implies that Wy/a is the price
of the consumption good produced by the informal sector.

The productivity of informal sector workers depends on individual characteristics such as
age, education and experience. Since one of the goals of the paper is to assess the consequences of
targeted investments in human capital, the model highlights the role of schooling as a determinant of
productivity. Education is indeed more likely to be modified by public policies than the average age
or experience of workers. Previous studies on the determinants of earnings in Ecuador indicate a
non-linear relation between earnings and schooling (see Griffin and Roberts, 1994, and Working
Paper 8). Based on these studies, the following specification is used for labor productivity in the
informal sector:

Loga; = B, + fH:i + B,Hi @)

where H; measures the average human capital of unskilled workers, and the 8-s can be interpreted as
the coefficients of a Mincerian equation.

Agriculture in the Sierra uses both land and labor. For a given land surface, there are
decreasing returns to the amount of labor L employed:
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Zs = ooLs* 3)

Estimates based on micro-level data indicate that individual earnings in agriculture do not increase
with education (see Working Paper 8). The factor productivity parameter G, is therefore treated as
being independent from the average schooling of workers in the Sierra. But eamings can still
increase with education, due to labor mobility between sectors.

There is evidence that many households in the rural Sierra have at least one member who
temporarily migrates either to the informal urban sector or 1o the coastal agriculture, Because of
free entry into the informal sector and perfect competition in the labor market of the coastal
agriculture, the alternative wage of these workess is W;. However, many of these workers have an
indigenous background, and some observers believe separation from the land, family and traditions
entails a welfare loss for them and their families.

The optimization problem faced by farmer households in the Siema is to determine
temporarily migration so as to maximize welfare. Let Ng be the labor force in the rural Sierra, and
u the cost of migration. The problem is thus:

Max = Zs*(Na-La)(\—:?-p)
) 7

subject t0 L < Ng. In this expression, V stands for the general price index, to be defined below.
Therefore, WV measures the purchasing power of monetary earnings. To keep the problem simple,
it is implicitly assumed that self-consumption is a perfect substitute for monetary eamings. For
interior solutions of this problem, the first-order condition is:

Wi
(=)- w4
L = [Y—Jia @
OLGo

Earnings per worker in the agricultural Sierra are equal to the average (not marginal) labor
productivity, Zs/15. To fucilitate comparisons between sectors, define earnings per worker as Wg/V.
Equations (3) and (4) imply:

Wi
)- 4
Wy = YV o)

aL
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which means that earnings in the Sierra may be either higher or lower than those in the informal
urban sector, in spite of free entry into the latter,

Agriculture in the Costa includes traditional crops, such as bananas, as well as fish and
shrimp production. This sector applies capital, unskilled labor and intermediate inputs on a given
endowment of natural resources. While there is substitutability between capital and Iabor,
intermediate inputs (such as fertilizers and chemicals) are supposed to be complementary to output,
much the same as in the input-output framework. Assuming no rationing in input markets, and with
obvious notations, the output volume can be written as:

Zy = aoKXLY ©

For the same reasons as before, it is assumed that the total factor productivity parameter o is
independent from the average schooling of agricultural workers.

By appropriately choosing units, the international price of the goods produced by sector A
can be set equal to one dollar. The small country assumption would imply that this price is
independent from the volume of Ecuadoran exports. It has been argued that for coffee and bananas,
which constitute two of the main exports of this sector, consumers tend to differentiate products by
origin. Available estimates of the price elasticity of the demand for exports faced by Ecuador are
strikingly low indeed (see Hentschel, 1994). However, in order to focus on the labor market
mechanism and minimize the role of second-best considerations, the small country assumption is
adopted in what follows.

Firms in the coastal agriculture set their employment level so as to maximize profits, for
given prices and a given wage W] of unskilled labor;

Max { Za - Wila - @aZa - arZa = amZa }
La

In this expression, a,, otz and o are technical coefficients relating the use of inputs to the output
wolume, Units are chosen in such a way that the prices of imported inputs and of goods produced by
the modern sector are equal to one dollar each. These prices are exogenous to the model under the
assumption that the world demand for goods produced by sector F and the world supply for
imported inputs are infinitely elastic. The first-order condition of the optimization problem faced by
firms in sector A determines the following labor demand schedule:

_ Wi 1 ()
La = { aoK&*[ @
r = LaoKs ax.(l-ararau)l ’
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The analysis is similar in the case of the modem urban sector, except that the latter uses
skilled labor and no land. As before, capital and labor are assumed 10 be substitutes, whereas
intermediate inputs are complementary to production. Assuming no rationing in the markets for
inputs, the production function of the modem sector can be written as:

Zr = $KELE ®)

The total factor productivity parameter ¢y, in turn, is supposed to increase with the average human
capital per worker in the sector, Hg. Estimates based on Ecuadoran micro-data indicate that returns
to education are very similar in the modem and the informal sectors (see Working Paper 8).
Accordingly, the following specification is chosen for the total factor productivity parameter:

L°g¢o = ﬂ; + ﬂlHF + ﬂ:le’ (9)
Firms in the modem sector set employment so as to maximize profits, for given prices and a
given wage level W of skilled workers:
Max { Zs - Welr - $.Z5 - 6225 - $uZr }
Lr

The first-order condition of this problem is:

. = W IRRLITY) 10
Lr = (ARA e — T ) (10

Labor costs are higher in the modem than in the informal sector. The gap is partly due to
different human capital endowments. Workers in the modem sector have on average two to three
more years of schooling than their informal sector counterparts. But there are also other reasons
underlying the difference in labor costs. First, because of efficiency wage considerations, some
modemn sector firms pay wages above market-clearing levels. Higher wages allow them to attract
better workers, to boost morale, to reduce tumover and to avoid shirking. These considerations are
much less relevant in small establishments, and totally irrelevant in the case of the self-employed.
Second, labor costs may be raised by trade union activities. But this is not Iikely to happen in the
informal sector because the Ecuadoran law does not authorize unionization in firms with less than
thirty workers. And thind, and more importantly from the point of view of this paper, labor costs
can also be higher due 1o government regulations, In the Ecuadoran case, they include minimum
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wages, mandated benefits and payroll taxes. Modem sector firms, unlike their informal sector
counterparts, have difficulties in evading or aviding these regulations.

The different sources of wage inequality across sectors are summarized in the following
specification:

LogWr = LogW; + B,(He-H) + ﬂ;(Hf-"’le) + ot vt 16 (11)

If there were no labor market imperfections, the wage gap between the modern and the informal
sectors would be determined by sectoral differences in human capital only. However, the gap is
widened because of efficiency wage considerations (Ty), union activities (ty), and distortive labor
market regulations (tg).

For the economy to be in equilibrium, seven markets have to clear: the markets for goods
produced by the modern sector, the informal sector and the coastal agriculture, the market for
imported goods, the exchange rate market, the capital market and the labor market. However, the
equilibrium of the markets for goods produced by the modern sector and the coastal agriculture, as
well as the equilibrium of the market for imported goods are implicit in the small country
assumption. Note also that no equilibrium condition is needed in the case of the agricultural Sierra,
because of the assumption that all goods produced by this sector are for self-consumption.
Similarly, in the case of the public good only an equilibrium condition between resources (genuine
taxes or else) and expenditures is imposed. Therefore, only five markets need to be explicitly
considered.

To analyze the conditions under which these markets clear, some additional behavioral
hypotheses are needed. Let Y be the national monetary income. The monetary income is equal the
value added of all the sectors, with the exception of subsistence output by agriculture in the Sierra,
plus government transfers, G, plus all other eamings from abroad, R:

Y=(%)Zl"'(l'aa'ar'a’u)ZA+(1‘¢a'¢r‘¢u)ZF+G+R (12)

Variable R includes both oil revenue and net capital inflows, measured in foreign currency.
The monetary income Y is used to buy consumption goods, to invest and to pay for
government expenditures:

Y=C+I+G (13)



Working Paper 10

Households buy consumption goods produced by the modern sector, by the informal sector, by the
coastal agriculture and by the rest of the world. again, the list does not include goods produced by
agriculture in the Sierra, because these are for self-consumption.

Since the informal sector produces final goods for domestic consumption only, its
equilibrium condition is:
Wi

- C y
Z = &v(m) (14)

The right-hand side in this expression represents the demand for informal sector goods. This
demand is derived under the assumption of a constant elasticity of substitution between consumption
goads (see Dixit and Stiglitz, 1977). The parameter &, represents the share of real consumption that

would be devoted to purchasing informal sector goods if their price Wyoy was equal to the
consumption price index V. This index, in turn, is defined as:

1

v = oy~ + q-a™ (1)

(741

and represents the price of the consumption basket measured in dollar terms.

The equilibrivm of the foreign exchange market is equivalent to that of the balance of
payments. Export prices being given for Ecuador, the volume of exports is equal to the difference
between domestic supply and domestic demand in each of the sectors. In the case of agricultural
goods, the volume of exports X, is determined as:

X = Za- S - anzZa- 6,20 (16)
A AVV s la A P

where domestic consumption is derived from the same analytical framework as before, In the case
of modem sector goods, the volume of exports Xy can be represented as:

Xe = Z¢ - 0;—%(%) - arZa - $pZs - 1-D)1 an

where @ is the fraction of capital goods that needs to be purchased abroad.
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The equilibrium of the balance of payments obtains when the import level M is such that:
M=XE+ X+R (18)

The level of variable R, which includes capital inflows from abroad, is supposed to reflect
the investors’ confidence in the country. If there was perfect international capital mobility, the level
of capital inflows would be endogenously determined so as to fill any gap between investment
demand and domestic savings. The rate of return on investment, in turn, would always be equal to
the real interest rate in world markets. But the perfect mobility hypothesis is not the best suited to
analyze the effects a change in the investment climate would have on employment and eamings
across sectors. For this reason, both net earnings from abroad and total investment are treated as

exogenous variables whose level is significantly raised by sound economic policies.

As long as there are no obstacles to capital mobility within the country, the rates of return on
investment should be the same across sectors. Therefore, the equilibrium of the capital market
obtains when the marginal productivity of capital is the same in sectors A and F:

ax(l-aa-ap-au)% - ¢K(l-¢a-¢p-¢m)% (19)

This equilibrium condition determines the sectoral allocation of capital. The total capital stock, in
turn, wverifies:

Ka*+ Kr = Ko(1-9) + 1 20)

where K, represents the initial capital stock and €2 is its depreciation rate,
Last but not least, the labor market is in equilibrium when total employment equals the labor
force, N.
Lot L+t Li+t Lat Ls =N (P}

In this equation, L; represents the (exogenous) level of employment in the public sector. Since
some of the segments of the labor market are flexible, there is no unemployment. Note that the full
employment assumption is not unrealistic in the case of Ecuador, where underemployment is seen as
a much more relevant problem than open unemployment.
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3 Calibration

The labor market being the link between economic policies and poverty, special attention is
given to the calibration of the variables and parameters relating to employment and earnings.
Figures on employment at the sectoral level are constructed based on data from the 1990 population
census, the 1993 urban housechold survey, and the 1994 Living Standard Measurement Survey (see
Table 1 at the end of the paper). The shares of agricultural and non-agricultural employment are
taken from the census, but the employment structures within each of the two sectors are adjusted
using the two surveys. Absolute employment levels are updated assuming exogenous growth rates
for total labor force on the one hand, and for the rural labor force on the other hand. The resulting
values of the L and N variables are reported in Table 2 at the end of this paper.

Data on the level and determinants of labor income across sectors are mostly drawn from
Working Paper 8§, where earnings functions are estimated based on individual data. According o
this study, eamings in the informal sector averaged 2308 sucres an hour as of September 1954,
which comresponds to 2087 dollars a year. This is thus the value of the income variable W,. By
appropniately choosing units, this is also the value of the productivity variable oy. The estimated
functions show that earnings increase quadratically with the number of years of schooling in both the
informal and the modem sector. The average years of schooling H in Table 2 and the parameters 8,
and B, in Table 3 are taken from this analysis.

The same source is used to calibrate the parameters t determining eamnings differentials
between the modemn and the informal sector. The earnings functions estimated in Working Paper 8
indicate that unionized firms pay on average 8 percent more than their non-unionized counterparts,
after controlling for individual characteristics. Compliance with labor market regulations, in turn,
increases labor costs also by about 8 percent. This increase captures the effect of minimum wages
and mandated benefits, as well as the cost in terms of payroll taxes, none of which are enforced in
the informal sector. The increase in labor costs is smaller than most observers believe, for two
reasons. First, complying firms partly compensate the impact of mandated benefits by lowering the
base earnings on top of which benefits have to be paid. And second, mandated benefits, unlike base
eamings, are not subject to payroll taxes. The estimated eamings functions also show that modern
sector firms pay approximately 9 percent more than their informal sector counterparts, after
controlling for individual characteristics, unionization and compliance. This differential may reflect
efficiency wage considerations, Taking into account all three sources of earnings inequality across
sectors, as well as the sectoral difference in schooling, the labor cost per modern sector worker Wy
can be put at 3058 dollars per year. This figure is higher than the corresponding take-home pay,
because it includes social security contributions and payroll taxes.

There is evidence that earnings in agriculture in the Sierra are not only below modern sector
wages, but also below earnings in the informal sector. The earnings functions estimated in Working
Paper 8 indicate that take-home pay in agriculture is 36 percent lower than in the informal sector,
while take-home pay in the Sierra is 12 percent lower than in the Costa. The compounded effect of
these two differentials can be in the range of 35 w 40 percent, which would imply earnings W,
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around 1300 dollars per year. This figure refers to salaried or independent workers only, not to
farmers workang on their own land, However, a similar result is obtained when W is estimated
based on the average labor productivity of sector S. According to national accounts, the value added
by agriculture in the Sierra is approximately 633 million dollars (see Annex A), implying an average
labor productivity of 1462 dollars per year. This is the figure used in calibrating the model. It may
under-estimate actual earnings if self-consumption is not appropriately taken care of by national
accounts,

Production figures for all but one of the other sectors are also drawn from national accounts.
Data correspond to 1992, which is the last available year. Although these output data are not as
recent as the employment and eamings data, the general perception is that neither the level nor the
structure of economic activity has changed much in recent years. In Annex A, national accounts are
rearranged to maich the sectoral structure of the CGE model. Basically, the thirty four sectors
considered in the Ecuadoran input-output matrix are regrouped in five clusters, including sectors A,
S, F and G, but also the oil and mining production, designated by the same letter R as earnings from
abroad. The resulting production figures are reported in Table 2.

The only output figures not drawn from national accounts are those of the informal sector.

Most of the econornic activities in this sector are not captured by official statistics indeed. The only
exception is sector 33 in the input-output matrix (domestic service), but even in this case the
comparison between nattonal accounts and household survey data suggests a significant under-
estimation. A more accurate figure for output Z; results from multiplying the employment level Ly
by the average earnings W, This calculation yields an informal sector output of 2909 mullion
dollars a year, which represents slightly more than a quarter of the value added accounted for in
official statistics,

Rearranged national account data are used to calibrate the consumption and balance-of-
payments variables of the CGE model. In the case of consumption, two adjustments are needed.
First, the consumption of goods produced by sector S is not included in variable C, because the
model assumes that these goods are for self-consumption, thus not leading to money transactions.
This is a minor adjustment, given that goods produced by sector S account for less than 3 percent of
the consumption expenditures recorded by national accounts. The second adjustment consists of
including the output of the informal sector Z, in variable C. Regarding balance-of-payments data,
exports of goods produced by sector S are treated as an exogenous foreign exchange revenue, and
therefore included in variable R, much the same as the exports of oil and mining products. Note
also that import figures are slightly different from official balance-of-payments data because they are
measured at consumer prices, rather than producer prices. The discrepancy is included in the
exogenous variable R.

Having chosen units in such a way that all initial prices are equal to one dollar, the
calibration of parameters ©;, which describe the structure of consumption, and of parameter &,
which sets the volume of exports by the coastal agriculture, is a straightforward exercise. The
calibration of the price elasticity of consumption (parameter 8) is less obvious though. The value
reported in Table 3 for this elasticity is in fact arbitrary, although it lies within the range of values
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usually assumed in CGE modeling. Because of this arbitrariness, the sensitivity of results to
changes in parameter 8 has to be checked.

The calibration of production function parameters is a difficult task too, particularly
regarding the capital and labor shares of value added (parameters o, oy, ¢x and ¢). National
accounts are not of much help in this respect, because they dramatically under-estimate the labor
share. The latter is roughly 10 percent in official statistics, which is clearly unrealistic. National
accounts are more reliable when it comes to intermediate transactions (parameters o,, &g, Oy, $a,
¢r and §,). In Annex B, a methodology is designed to use this information, jointly with the market
equilibrium conditions and the first-order conditions of profit maximization in sectors A and F, to
calibrate all of the production function parameters. The only exception are the parameters of the
production function in the Sierra (0, and o). the latter are set based on educated guesses, so that
the sensitivity of the results to changes in their levels needs also to be checked.

The methodology used to calibrate the parameters of the production functions in sectors A
and F provides, by the same token, an estimate of the capital allocation between sectors. The total
capital stock is the one reported in official estimates, based on the permanent inventory method.
The depreciation rate {2 is set 50 as to ensure a constant capital stock in the initial equilibrium. The
implicit assumption is that the Ecuadoran economy is in a steady-state situation. Although this
assumption may not be very realistic, it greatty facilitates the interpretation of the policy simulations.

4.  Policy Simulations

Policy simulations entail modifying the level of selected exogenous variables of the model
and evaluating the resulting impact on selected endogenous variables and, more specifically, on
employment and earnings across sectors. Four simulations are considered. In the first one, capital
inflows to Ecuador are supposed to increase; these inflows can finance either additional investment
or additional consumption. In the second one, education levels are raised; this improvement in the
human capital of the labor force can take place in the modem sector only, in the rest of the private
sector, or in both. The third simulation then combines the first two by jointly modeling the impact
of growth and education because these can be viewed as complementary to each other: Growth will
lead to higher resource availability for the public sector which can then be invested in education.
Finally, in the fourth one, the wedge between sectoral eamnings created by labor market regulations is
reduced. Each of these four simulations corresponds to one of the poverty alleviation approaches
described in the Introduction.

The changes assumed for the level of the exogenous variables are relatively marginal,
because the model is not well suited to analyze the consequences of major shocks. Particularly, the
specifications chosen to deal with the heterogeneity of human capital and earnings across sectors are
drawn from the available empirical evidence, not derived from first principles. It is therefore
hazardous to use the model to evaluate how the economy would operate far off the initial equilibrium
which served as a basis for the calibration exercise. For instance, the wedge between sectoral
earnings, which is treated as an exogenous real rigidity in the model, could itself be modified if the
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sectoral structure of labor demand changed dramatically. Consequently, the aim of the simulation
exercises is limited to identifying the direction and intensity of changes in employment and earnings,
not to fully describe what the equilibrium of the economy would be under different circumstances.

Since all the shocks considered tend to raise the share of the modern sector in total
employment, the average human capital in this sector cannot be treated as given in the policy
simulations. Modern sector firms have to hire their new employees from the pool of workers in the
rest of the economy, and these are less qualified than incumbent workers. The drop in the average
human capital of workers, in turn, reduces the productivity of the modemn sector. Therefore, the
model used in the policy simulations includes the following additional equation:

He = LeoHro + ?:F -LsO0)Hi 22
F

where Ly, and Hy represent the initial employment and human capital of the modern sector
respectively.

The results obtained indicate that the different approaches to poverty alleviation yield
substantially different payoffs. The results are summarized in Tables 4 to 7, which show the impact
of each of these approaches on employment and real eamings by sector, on the aggregate real
monetary income and on the average human capital of the modem sector. The real income variable
is not to be misinterpreted as the domestic GDP, because it includes net transfers from abroad, in
addition to factor eamings from domestic economic activities, The human capital variable
incorporates both the effect of schooling policies and of the change in the skill mix of the modem
sector.

Increased capital inflows alone raise the real monetary income at the aggregate level quite
significantly, but have relatively little effect on employment and eamnings at the sectoral level. The
exercises presented in Table 4 correspond o a one-and-for-all increase of capital inflows ranging
from 100 o 300 million dollars; in the lefi-hand-side of the panel the additional resources are used
for consumption, whereas in the right-hand-side they are invested. The resulting increase in real
monetary income is larger in the case where the additional resources are invested. Although the
gains for labor are modest in both cases, they benefit the poorest workers (those in sectors S, A and
D), not modem sector workers. However, very few among the poor gain access to the modem sector.

The largest sectoral movement of labor is towards the informal sector, because increased capital
inflows create a the real exchange rate appreciation, which in this case is equivalent to a higher
relative price of the goods produced by sector 1.

The sectoral realiocation of labor is much more dramatic when the poverty alleviation
strategy is based on increased education. In our second simulation shown in Table 5, the average
schooling increases by either half a year or a full year; the additional human capital can accrue o
workers in the modern sector, to workers in the rest of the private sector, or to both. The main effect
of increased schooling is to raise the productivity or urban jobs in sectors F and 1, while the
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productivity of agricultural jobs in sectors A and S remains unchanged. As a result, there is a large
out-migration from the agricultural Costa, and a substantial ‘formalization’ of the labor market. The
pattern is the same regardless of who are the workers whose human capital is accrued. The impact
on real earnings is different though. If poor workers get more education, their real eamings
increase, while those of modern sector workers decrease; the opposite holds true when modern
sector“orkersaretheonesbeneﬁung from additional schooling. In both cases the aggregate real
income increases considerably; but unlike the previous policy simulation, tlus increase is due to
productivity gains.

We now combine the two scenarios outlined above into a ‘growth-cum-education’
simulation. It is composed of a strong increase in investment over a five-year period. The
improved investment performance itself will be a function of macroeconomic stability raising
investor confidence. In order to show that the effects of growth will translate not only directly
into higher labor demand but also enable the public sector to raise a higher (absolute) amount
of resources, we combine the ‘physical’ investment scenario with a ‘human capital’ investment.

Labor demand and growth effects of this ‘growth-cum-education’ scenario are strong
(Table 6). In the high case -- corresponding to an investment rate increase of 2.5 percent of
GDP over a five-year period and a addition to the education stock of one half year -- we see
real income of the economy to grow by almost 6% and a net inflow of workers into the modern
sector in the order of a quarter million, improving their real income by 40 percent. This
movement of workers puts a downward pressure on the real wage in the modern sector (4
percent) which shows an important trade-off policymakers have to be aware off: while a growth
and education strategy promises to reduce the jot of today’s poor, labor movements between
sectors can impact on the real wages of the non-poor today. The stronger the growth
environment, however, the smaller will this adjustment be.

Finally, the deregulation of the labor market (fourth simulation shown in Table 7) also leads
to a reallocation of labor towards the modern sector of the economy. Real earnings within each of
the sectors fall, but a large number of poor workers improve their condition because they get jobs in
sector F, where earnings are above the average. Conversely, incumbent workers in the modern
sector experience a significant reduction in their real eamings, Note that this approach to poverty
alleviation appears to be basically redistributive, while having little effect on the aggregate real
income, In spite of reducing the earnings gap between sectors, therefore increasing the overall
efficiency of the economy, the aggregate real income declines slightly. This is because of the
distorted nature of the initial equilibrium, where workers in some sectors earn the average product of
Iabor while the eamings of the others are determined by the marginal product of labor.

5. Conclusions

This paper used a simple General Equilibrium Model to evaluate the impact of different
poverty reduction scenarios in Ecuador: The model started from a detailed description of the labor
market, distinguishing among a modem (regulated) urban sector, an informal urban sector, a
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commercial agricultural sector, and a subsistence agricultural sector. We modeled labor as a
production factor in all four sectors and capital as a production factor only in commercial agriculture
and the modem sector. Further, we included the educational level of workers employed in the
informal sector, commercial agriculture, and the modem sector as a crucial determinant of labor
productivity and equilibrium wages in the different sectors. Wage differentials among sectors are
hence due either to the difference in educational levels or to the segmentation of labor markets
(compare Working Paper 8).

We simulated four different policy sceanarios which all lead to a reallocation of the labor
force to the modemn, non-poor secotr of the economy but to greatly varying degrees. The four
scenarios we considered were (a) a higher inflow of foreign capital; (b) an increase in the human
capital of low-skilled workers; (¢) a combination of the investinent and education scenario; (d) and a
reduction in the degree of labor market segmentation. Higher inflows of foreign investment over a
period of five years increased growth rates of the economy but achieved relatively little change in the
structure of the labor force due to an accompanying revaluation of the exchange rate which made the
informal secior more profitable, This result emerged largely independent of the size of the capital
inflow we simulated. Higher education, on the other hand, had a pronounced impact on the size of
the modern sector. Even more striking were the results when we combined the investment and
education scenarios. For example, we calculated that an increase of 0.5 years in the mean
educational level of workers together with an rise in investments of 2.5 percent of GDP over a five
year period would draw more than a quarter million workers into the modern, non-poor sector of the
economy. These workers would realize a real income gain of 40 percent. Finally, reducing some of
the burdensome regulation in the labor market also reduces poverty.  Decreasing labor market
segmentation, e.g., from eight to four percent would shift about 100,000 workers from the (poor)
informal to the (non-poor) modern sector of the Ecuadoran economy. But while labor market
reform can be an important component of a pro-poor policy because it raises labor demand in the
modem sector and increases overall effictency in the economy, it emerges that labor market
deregulation alone cannot be relied on to improve the living conditions of the poor.
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Annex A

Aggregate Variables

Data on production, consumption and foreign trade are drawn from the 1992 input-output
matrix. Sectors in this matrix are regrouped so as to match the sectoral structure of the CGE model,
as follows. The coastal agriculture includes sectors 1, 3, 4, 5, 9 and 16 in the matrix (bananas,
coffee, cocoa, livestock, forestry, meat production, fish and seafood production, and wood
products). Agriculture in the Sierra is represented by sector 2 (other agricultural productions). The
oil and mining activities, designated by letter R, include sectors 6, 7, 8 and 19. The public sector is
represented by sector 32, while the modem sector includes all of the remaining sectors in the matrix,
with the exception of 33 (domestic service).

Domestic service is assumed to be the only informal economic activity recorded in national
accounts. Even in the case of domestic service, official output figures clearly under-estimate its
economic importance, thus suggesting the need to evaluate informal sector output based on different
sources. In this paper, household surveys are used to evaluate both total employment and earnings
per worker in the informal sector. Qutput in this sector obtains by multiplying these two variables,
under the assumption that the earnings of informal sector workers are equal to the average (rather
than the marginal) productivity of labor.

In rearranging the 1992 input-output matrix, a few simplifying assumptions were needed.
To estimate supply at consumer prices, indirect taxes and distribution margins had to be added to
figures reported at consumer prices. Tariffs and other import taxes were added to foreign supply.
Distribution margins and VAT revenue were prorated between domestic and foreign suppliers. Put
differently, it was assumed that neither tax agencies nor dealers are able to distinguish domestic
products from their imported counterparts. A similar assumption was used to disaggregate
intermediate transactions between domestic and foreign suppliers. For each of these transactions, the
imported share was supposed to be the same as for the total supply of the good used as an input.
For example, 12.4 percent of the supply by sector 17 (paper) originates abroad; therefore, all
intermediate sales by sector 17 are treated as including 12.4 percent of imported goods and 87.6
percent of goods produced at home.

The rearranged 1992 input-output matrix is presented in Table A-1. In the process of
reorganizing the data according to the sectoral classification in the model, all unclassified
transactions were prorated across sectors based on the sectoral structure of their classified
counterparts. For example, exports which were not classified by sector of origin were added to those
which were, proportionally to the level of the latter. As a result of this prorating of unclassified
transactions, aggregate supply and demand do not necessarily match at the sectoral level. The
resulting differences between supply and demand were treated as variations in the level of inventories
and, as such, were algebraically added to the investment figures,
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Annex B

Production Function Coefficients

The calibration of the production function parameters is done in two steps. The first step
focus on the use of intertermediate inputs, while the second one deals mostly with the marginal
productivity of capital and labor. Although the first step is based on the 1992 input-output matrix,
the latter cannot be used as such for the calibration exercise, because there are other sectors, apart
from A and F, which buy and sell intermediate inputs. The chosen approach consists of finding the
values of o, 0y, Oy, $a, Op and §y, that would satisfy the equations in the CGE model, given the
level of macroeconomic aggregates in Table A-1. According to this Table, the total values of
intermediate inputs provided by the modem sector, the coastal agriculture and the rest of the world
are 4463, 1441 and 2084 million dollars respectively. Therefore, the following relationships have to
be verified:

ap4084 + 12181 = 4463 8-
@, 4084 + ¢,12181 = 1441 (B-2)
an4084 + ¢,,12181 = 2084 (B-3)

An additional set of three equations results from imposing that the relationship between any two
input-output coefficients a; and ¢; has to be the same as in the input-output matrix, which implies:

ar_0.0608 aa._0.2616 e 0.0343
¢ 0.2992 ’ ¢, 00324 ’ é, 0.1320

B4

The values of the input-output coefficients that solve the system of equations (B-1), (B-2), (B-3) and
(B-4) are reported in Table 3.

The second step in the calibration process makes use of the estimated input-output
coefficients. The value of parameter o; can be calculated by plugging these coefficients into
equations (6) and (7). Similarly, the value of parameter ¢; can be calculated using equations (8) and
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9). Given the lack of any reliable source to estimate the value of parameter o, the latter is
supposed to be equal to o, which implicitly assumes that the output elasticity with respect to the
labor input is the same in agriculture in the Sierra as in agriculture in the Costa. Given the value of
parameter Gy, equation (3) allows to calculate parameter ;.

The remaining production function parameters are set simultaneously with the sectoral
capital stock. Official data indicate a total capital stock, excluding housing, of about 34242 million
dollars. Therefore, the sectoral allocation of this capital must verify:

Ka + Kp = 34242 B-5)

This allocation is driven by the equalization of the rates of return to investment across sectors
(equation (19) in the model). For tractability, assume that the production functions in sectors A and
F are characterized by constant returns 1o scale. It follows that o = 1 - o, and ¢ = 1 - ;.
Equation (19) can therefore be written as follows:

956 3346
= -2 ®6)
Ka Kr

The values of K, and Kg can be inferred from equations (B-5) and (B-6). Replacing these values in
equations (6) and (8), in turn, yields the values of parameters o, and ¢y. The results are reported in
Table 3.
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Tabie |

Employment and Earnings

Employient { in thousands) Hourly
Population Houschold LSMS Estimale earnings
CENsUS survey 1994 as of {in sucres)
1990 1993 (in %) 1994 LSMS, 1994
Labor force in the rural Sierra (N,) 756 802
Employment in the rural Sierra (Lg) 53 433
Funployment in the rural Costa (1.,) 9.5 778
Employment in agriculiure (Ly+L,) 1035 14.8 1211 1209
Employment in the informal sector (L.} 1324 41.7 1394 2308
Employment in the formal sector (L, ) 263 169 2008
Employment in the public sector (Lg) 11.2 27 3151
Non-agriculitral employment {L,+ L. +Lg) 2128 2R 85.2 2490
Total employment 3163 100.0 3704
Total tabor force 3360 3934

Note: The appropriate exchange rate for figures in sucres is 2,300 per dollas.
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Tabie 2

Baseline Level of Aggregate Variables

ENDOGENOUS VARIABLES

Labor force (thousands)
by = 433
L,= 778
L = 13%4
L, = 769
Eamings (thousend § per year)
W, = 2.087
W = 3.058
W, = 1.362
Prices tdoilars)

Wi =1
Vom |

Production (million $ per year)
Zy = 633
Z,= 4084
Z, = 2909
Z, = 12181
Income and consumption (million 3 per year)

Y = 14599
C = 11045

Foreign rrade (million 3 per year)
X, = 1450
X, = T2
M = 1754

Sectoral capiral stock (million 5)

K, = 7609
Ke = 26633

EXOGENOUS VARIABLES

Labar force {thousands)
N = 3704
N; = 802
L, = 327
Schooling (years)

H| = §2
Hp = 10.5

Other ependiturey (million 3 per year)

G = 284
[ = 2666

Exchange revenue (million 3 per year}

R = 2532

Iniriad capital stock (million 3)

K, = 34042
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Earnings

B, = 0.467

Consumption
9, = 0.108
9[ = 0.263
B, = 0.502

6 = 2.500

Table 3

Initial Parameter vuucs

300

Production

&, = 0.258
Qp = 0.070
Chy = 0.041

6p = 0.032
¢ = 0.343
by = 0.157

a = 2.253
oy = 0.629

¢ = 1.977
¢ = 0.587
ég_ = 0413

¥y = 13.87
o, = 0.629

Invesiment

$ = 0475
Q =0.078
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Table 4 Increased Capital Inflows
R + 10 R + 200 R + 300 R + 100 R + 200 R + 300
1+0 I+0 1+0 I+ 100 1+ 200 I + 300
Effects on K, + @ K, +0 K, +0 Ky + 500 K, + 1000 K, + 1500
‘Employmcm {thousands)
L. -12 -25 -38 -8 -17 227
Le - -2 4 -6 -12 -17
1, 2 5 ¥ 13 26 39
L, 11 27 M 2 4 6
Real earnings (%)
WY 0.10 0.20 0.30 0.51 [.03 1.53
WV -0.02 0.03 -0.04 -0.08 0.5 -0.23
WSV Q.05 0.0% .13 0.23 0.45 0.67
Real income (%)
Y 9.69 1.38 .07 1.19 2.38 3.57
Schooling (years)
H; -0.01 -0.01 -0.02 -0.04 -0.07 .11
Table § Increased Human Capital
H+025 [ H+05! ®+0 H+0 | H+025| H,+05
Effects on He + 0 He + 0 He + 025 ) He + 05 | B+ 025 ] H. + 05
Employment {thousands)
L, -72 -167 -95 -188 -173 -375
L - -12 19 E1) 1 26
Ly 43 108 45 88 96 208
L 32 71 2 63 66 141
Real earnings {%)
WiV 0.66 1.06 -1.55 -3.02 -0.95 -2.10
WV -2.31 -4.58 0.24 0.48 -2.07 4 07
WY 0.29 0.47 .69 -1.33 -0.42 -0.93
Real income (%)
Yv 0.48 1.06 0.47 093 0.98 2.10
Schooling (years)
HF. 12 -0.21 0.i! 0.21 0.00 0.02
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Table £ . .
e [ncreased Capital Inflows and Education
R+ 200 R + 200 R + 200 R + 300 R + 300 R + 300
1+ 20 I+ 200 [+ 200 1 + 300 1 + 300 I+ 300
Ky + 1000 ¢ K, + 1000 | K, + 1000 | K, + 1500 ) K, + 1500 | K, + 1500
H, + 0.5 H, + 0.25 H +05 H, + 0.5 H, + 0.25 H, + 05
Effects on H +025 ) H. +05 He + 05 | He #0251 H. + 05 He + 0.5
Ewnployment ‘thousands)
L. =306 -294 408 =323 -106 424
L, -3 13 15 -7 13 10
L, 195 172 243 212 187 261
L, 114 104 149 1t8 107 153
Real carnings (%)
Wy 0.15 -1.52 -1.26 0.65 -1.06 -0.86
WV -4 .46 -1.97 4.2 4.52 -2.05 4.28
WV 0.1 -0.67 -0.56 029 -0.47 -0.38
Real income {%)
YIV 274 391 300 5.27 5.12 5.81
Schooling (years)
H; -0.16 0.04 -0.04 0,18 0.01 -0.07
Table 7
able Labor Market Deregulation
Effects on =011 | g=010§ r, =009 | r; = 0.08 1, = 0.07 15 = 0.00
Employment (thousands)
L. -28 -58 -89 -123 -158 -196
L 3 5 9 12 15 19
L 25 hH 77 105 135 166
L, | 3l 5 7 9 i
Real earnings (%)
WV 0,22 -0.46 -0.72 -0.99 -1.28 +1.58
WY -1.66 -3.28 -4.88 -6.45 -7.99 -9.50
WiV -0.10 .20 -0.32 -0.43 .57 0.1
Real income (%)
Y -0.10 -0.20 0.31 041 -0.52 -0.63
Schooling (years)
Hg -0.07 -0.14 -0.20 0.7 -0.34 -0.40
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Table A-1
Rearcanged Inpul-Output Matrix

Billion sucres, as of 1992 (*)

Note: All figures are in consumer prices  The appropriate exchange rate iy 1,580 sucres per dolfar,

Intermediate demand Final demaid Total
Sector A 5 B G R Tutal ¢ G ! X desud
A 1688.1 4.0 624.0 212 15.3 23531 1348.5 - -19.7 2191 4529
3 248 33.0 604.2 10.4 - 677.4 148 4 - &0.7 Ho 2 1196 8
¥ 392.2 M4 57588 409.3 411.0 HH5.8 Lyl R - 12105 12200 192453
G - . - - - - - 1396.3 - §396 3
R 187.2 0.1 1465.2 17.0 1904 .01 3622 5 fl')'i_ [ - -!8') 7 4i45 | * h_.‘.-i.i 1
Total 12922 135.5 K4532.3 487,6 23309 13698 8 (J R T B _l—:-l_‘;h-r ‘-_Z_ll]l Y 61357 H_;:IS 4
impons 221.4 60.6 1540.3 151.6 5318 35117 130085 - HYE A - _”l,!]__l
Val.added 39392 1000.7 §252.7 756.8 33745 17323_‘3_1
Supply 6452.9 1968 192453 13963 6243.1 34534 .4

0T Joted SuTop,
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