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FOREWORD

This is one of & series of reports on Econonic
Controls and Commercial Policies in the Luatin American
Republics.

Other work in preparation by the Commission
relating to trude problems of the Auwerican Republics
includes & series of reports under each of the following
headings: Mining and Manufacturing Industries; Agri-
cultural, Pastoral, and Forest Industries; and Recent
Developments in Foreign Trade.

In the preparation of this report the Comaission
haed the services of David Lynch, Allyn C. Loosley, and
other members of {ts staff.

(23047)



'CONTENTSY

Introduction:

Ecuedor—a summary descriptlon —=— —cpomoy - -ao o
. The Ecuadoran economy se- S W 1
Pre-war foreign trade 2

General character of economic controls and commercial
policy 4
Teonomic controls and commercial policy before 1940 —— 5
The tariff 5
Customs surcharges 7
Import prohibitions 9
Export duties 9
Exchange and import control 9
Commerclial treaties and agreements 11
Government monopollies 12

Economic controls and commercial pelicy since the out-~
break of the war -~ 12
Modification of 1import duties 13
Customs surcharges since 1940 13
Export controls 14

Export prohibitions and restrietions w——eeew.oee 14

The Inter-American Coffee Agreement ———— 15
‘The O0ffice of Export Control 16
Reimposition of exchange control — 17
The Department of Control aof Imports, Exports,
and Exchange 17
Commerclul agreements since 1940 19
The Ecuadoran Development Corporation 19
Mobilization of the domestic economy 20
Export and reexport control 21
Wartime financial controls 21
Rationing and control of vital materials 22

The Office of Priorities and Distribution of
Imports 22
Price econtrol - 23

Past-war problems relating to controls and commercial
policy 24
Future of the -rubber and quinine industries
Prices and inflation 25




" ARCHIPIELAGO DE COLON

%, A
. AL O wnity o ! ~
: = —a=—oy Ve &;
At o maorrins, LD s
) A 7 ' a,
& b |
- 5
) ) K
L &, > :
¥ d “
y & O i R
= AN
/ b 5
L, = ¥ e
1 ¥
= A
. !
A
"~ -
H .
- i ~
. 3
T 3 ~\'
-. A
|
. 4
~ ~ AN l
f ) it
\ wd
7
$ ’
R
3 /
N ; 7
Nt .y,,
e
‘/
Ghalr
Citsesypeacquanl
E R U
| / ’/ {
(‘ ECUADOR ELEVATIONS
\ METERS ey
A PHYSICAL MAP
{ 4000 1323
1 SCALE OF MiILLS
0 2s %0 160 Snao Lo
\ SCALL OF wmILOWMLTERS 2000 a%e2
J P E u 6 2 s 160
1000 =] 3281
; IMPORTANT CITIES AND TOWNS O | s00 1840
] {'- i “1 mivens | aeof 38
- o~ o lo
C fed far e ] WIREY » an (e h



ECONCMIC CONTROLS AND COMMERCIAL POLICY IN ECUADOR
Introduction

Ecusdor——8 summary description.

The Republic of Ecuador,y situated on the west coast of South
America, 1s bordered on the north by Colombia and on the south end
east by Peru. An officisl estimate gives the area of the country as
125,000 square miles, including the Archipiélego de Coldén (the Galdpagos
Islands), which has an erea of sbout 3,000 square miles. The erea of
Lecuador 1s approximately equivalent to thut of New Mexico.

. The chief topographicel features of the country are the two per-
allel ranges of the Andes which traverse it from north to south. ’
These cordilleras, joined by eight trunsverse ranges; include come of
the highest peaks on the South American Continent.

Ecuador may be divided into three reglons: The cosstel lowlands;
the sierra, or Andeen highlends, embracing the mountzins and the Iinter-
lying plateaus and valleys; and the Oriente, comprising that territoery
extending eastwurd from the Andes to the plaine of the Amazon. The
climete of Ecuedor varies considerably, depending upon the sltitude.

It ranges from the hot, humid, tropiecal lowlands to the temperste and
cold Andean highlands.

The population of Ecuador in 1943 was 3,106,000, or about
25 persons to the square mile. The population, however, 1s
concentrated largely in the plateasu regions of the Andes. Only
two cities have populstions of more than 100,000--Gusyaquil, the
principal seaport and commercial city, and Guito, the capital.

It is estimated thut about one-third of the people of Ecuador are '
Indians; thet somewhat more than one-fourth are of Buropean extraction;
and that the remainder are of mixed races, with the Indlan strsin pre-
dominating. A few Negroes live in the coastal plain. Ecusdor has
recelved relatively few immigrants since the colonial peried.

The Ecuadoran economy. Y

Ecundor 1o essentislly an mgricultural comntry. The principal
export crop, cacad, which usually mccounts for one-fourth to one-third
of the value of all exports, is grom chiefly in the coastel regiones.
In recent years production of cecuao has exceeded 40 million pounds
annually, almost all of which is exported. The Ecundoran product is
of high quality, and Ecuador is one of the leading sources of cacao, -
elthough, es & result of plent dipeases, production has declined since
about 1920. Some of the acreage formerly devoted to this product has
been replanted to other crops.

1/ Officially known &8 Repiblica del Ecuador (Republic of the
Equator). )

2/ This brief deacription of the Ecuadoran economy relates principally
to the perlod before the outbresk of the war.
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The sacond most importent crop, coffee, ordinarily conatltutes
about one—peventh of total exports in terms of wvalue. In recent years
exports heve amounted to sbout 30 million pounds ennually. Other agri-
cultural products include rice, sugar, cotton, tobacco, corm, potatoes,
and a wide range of other vegetables; and bananas, plneapples, oranges,
lemons, and other fruits, Most of theee are consumed almost entirely
within the coumtry.

Extensive grazing lands in the coastal and interior regions pro-
vide apple forage for the raieing of cattle, which is the principal
pastoral industry. Sheep are ralsed ir the highlands. Of the coun-
try's pastoral products, only cattle hides are exported.

In addition to herdwoods &nd softwoods, Ecusdoran forests yleld s
pumber of producte, including tegue nuts {(vegeteble ivory), rutber, -
annetto seed (the source of an edible vegetuble coloring), red men-
grove {a source of tannin), snd kapok. )

The mining of gold, found in several of the provinces of Ecuador,
1s the country's most important mineral industry. The value of the
gold produced in 1939 was estimated to be 2.6 milllon dollars. Petro-
leum production, next in importance to that of guld, has expsnded sub-
stentislly in recent years, increasing from 1.4 million berrels in
1929 to 2.3 million in 1940. In the period 1936-38 two-thirds or
more of all crude petroleum produced in Ecumdor was exported.  Other
minersls oecurring in the country include silver, platinum, copper,
coel, lead, zinec, corundum, magnesium, sulfur, marble, 2nd salt, but,
except for silver and copper, the deposits have been developed only
slightly.

Although the Ecusdoran economy is based primarily upon the pro-
duction and exportotion of agricultural products, efforts huve been
mede in recent years to develop manufacturing industries. As o
result of the gmall domestic market, the scercity of developed raw
materlels, and inadeyuate transportation facilities, however, the
country's industrial development hac not been rapid. In light con-~
sumer goods & number of industries have been able, with tariff pro-
tection, to offer effectlve competition to lmported commodities.
Among these are industriea producing cotton textiles, rayon fabrics,
drugs end medicines, tollet prepurations, confectionery, biecults,

end rubber goods. The most importent manufacturing induptry in
Ecusdor is that producing textiles.

Pre-war fovelgm trado.'L/

Exports from Ecundor in 1938 were velued at 169 million sucres
(1z.6 mil¥i7n dollers) end imports at 148 million sucres (11.]1 millivn
dollars). 2/ jeccording to the trade statistics, Ecnadoran exports
have customarily exceeded imports, the export balence in 1936-38 rang-
ing from 1.6 to 3 million dollars. A conciderable part of the
Ecusdorun exports consists of petroleum end of cyanide precipitutes,
which sre produced by foreign-controlled companies. Financial

1/ For e detailed analysis of the foreign trade of Ecuador as well
as the other countries of Latin America in the decade 1929-38, see
U 8. Turiff Commission, The Foreign Trede ot Latin Americs, (4 vols.),
Report No. 146, Second Serles, Weshington, 1942. §

2/ In 1938 the average exchange rate of the sucre was $0.0746.
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returns to the foreign companies included in the ssles value of these
products do not ordinarily represent purchasing power aveileble to
FEcuador, and therefore this trude does not always provicde foreign
exchange In emounts commensurate with the vilues reported in the trede
returns.

Cacec and coffee, the leanding Ecuadoran exjort commodities, ordi-
narily have constituted two-fifths to one-hnlf of the velue of all
shipments sbroud. #inerual products accounted in 1938 for more than
a third of totel exports. A notable feature of tne Ecuadoran export
trede in the decade 1929-38 wus the substantial inerease in the quen-
tity of coffee exported. Im 1938 the principal markets for Ecuadoran
exports, and the share of the total value taken by euch, were the
United Stutes, 37 percent; Germany, 17 percent; France, £ percent;
Peru, 7 percent; and Uruguay and the United Kingdom, 5 percent each.

Feuadoran imports consist of a wlde veriety of manufuctured prod-
ucts end small quantities of raw and semimanufactured muterials. Out-
stending developments in the import trede in the decade 1927-38 were
the rise in the relative importance of Germany and Japan as suppliers
of imports &nd the declining importence of the United Stutes and the
United Kingdom. Im 1938 tne principal sources of Ecuedoran imports,
with the shure of the total supplied by euch country, were the United
States, 35 percent; Germany, <4 percent; the United Kingdom, & per-
cent; &and Jupan, 7 percent. Other suppllers included France,
Switzerlund, Ttely, Belgium, Cnile, and Peru. .-

General Churacter of Economle Controls
and Commerciual Pollcy ~

The Government of Ecuandor currently mairtsins ¢ number of controls
over both the internzl economy «nd the foreign trade of the country.
Controls affecting foreign trade have been employed tu reice en impor-
tent shere of the netional revenues, to foster domestie industry, to
promote the sale of Ecuadoran exports, to husband snd ellocate excnrnge
bulencee, to stubilize the coffee industry, to ration essentiml imports
during wertime, and to mobllize the production of strzteglc muterisls.
Internal controle, wnich have been used less extensively, have been
directed to releted objectives, including the development of Ecuadoran
agriculture and industiry, the raising of 'revenues through Government
monopollies, und the control of prices.

In addition to providing revenue, the turiff hus been employed 1n
recent yeers to foster domestic industry and to conserve exchinge bal-
ences.  Import duties, together with import rsurtuxes, are « mejor
source of governmentel revenues in Ecundor, muving wecounted for neurly
30 percent of the totel in the past two decndes. Export taxes, on the
other hand, huve played & declining role over n period of years und now
contribute less than 1 percent of the national revenues. Exchenge con—
trol, lneugursted in 1932 and in effect during two periods before 1938,
was reimposed in 1340. All forelgn-exchuinge cperttions zre now sub-
Ject to control by the Centrel Bank, and permite, issued by the Depurt-
ment of Control of Imports, Exports, and Exchange, e&re required for all
importe snd exports. From time tu time both import and export prohibl-
tions haeve been employed in Ecusndor, Export prohibitione have slpo

. been utilized to protect domestie producers when shortages of muterisls



)

wore imminent. In 1940 Ecuador became 8 slgnatory to the Inter-

American Coffee Agreemént, which established export quotas for all

coffes-producing areas in Latin America. Since the outbreak of the

war, Ecusdor has taken cteps to mobilize the domestic economy. o meet
the needs of hemispheric defense; the measures adopted include con-
trol of exports of domestically produced strategic materials and of

- reexports of imported goods.

. Whaet may prove to be the most significant influence on the econ-
omy of Ecuador since 1940 is the recently organized Ecusdoran Develop~
ment Corporation. With the aid of ithree United States agenciea--the
Export-Import Bank, the Rubber Reserve Company, and the Defense
Supplies Corporation—the Development Corporation has surveyed the
agricultural and industrial potentialitles of the country, in order to
promote the development of the national economy and egpeclally to ex~
pand the production of rubber snd cinchona.

In Ecuador, Government monopolies yleld an importunt share of
national revenues, usuully accounting for more than 20 percent of tne
totel. The most important monopolies are those which control the
trade in tobaceco, matches, aleohol, and salt. Since the outbreak of
the war price control over essentlal commodities has been attempted
along t#0 lines. A committee has been authorized to establish price
regulation for basie food products end other prime essentials. Simi-
lar control is exercised over the prices of essential imporis by the
Office of Priorities end Distribution of Imports; this agency also .
supervises the internul distribution end retioning of these commodities.

Feonomie Controls and Commerciel Policy Before 1940

Econonic controls in Icuador prior to the wer releted primarily to
foreign trade and were usually imposed to raise revenue, to foster
domestic industries, or to husband exchange balences. These controls
included both import and export taxes, export prohibitions, intermiti-
tent exchane control, and guantitative impnrt control, us well ag the
operation of Governuent monopolies.

Ihe tariff.

The basic tariff policy of Ecyador is eubodied in & law which
becdmne effective larch 30, 1938. 1/ A substantiel number of nodifica-
tions of tariff rates have since been mude, most of which have increased
rates of duty. The law of 1338 wac, in fuct, one of a scries of upward
revisions which have taken place since 1323. In 1931 tws0 reasures
increased duties on luxuries, as well &s on food and alcoholic bever-
ages, in order to limit the importation of nonessentlal commoditiss and
to promote national self-sufficiency in food rroduction. Three decrses
in 1935, establishing higher duties on a long list of imported articles,
were promulgated to provide additional revenues for the Governuaent, to
limit further the importation of nonessentlial commodities, to preserve
exchange balances, and to strengtnen the nationsl currency.

4

-

1/ Executive decree, effective Mar. 30, 1938; see also
ley Arancelaria de Aduanas, Quito, 1938.




é

Further changes in the tariff were provided by four meesures in -
1936, Dutles once more were increased on articles considered to be
nonessential, as well as on automobiles, lubricating oils, and a lim-
i1ted number of additlonal items. One of these decrees provided for
the incorporation into onj/lan of all modifications in thne tariff since
the act of July 1, 1927. 1/ In 1937 substantial increases in duty rere
provided for more than 300 commodities.

The new law of March 30, 1938, repealing the act of Octobher 31,
1936, provided Alncreases in rates of duty for about four-fifths of the
items listed in the tariff. The increases averaged about one-sixth of
the prevlious rates. Few other changes of significance were made ln
the tariff until 1940.

In Ecuador the suthority of the Executive to determine and modify
the tariff has been very broad and has been exercised extensively.
Before 1935 the Executive was empowered (1) to increase duties bye.not
more than 50 percent of the basic rates or reduce Epem by not more than
30 percent, in the event of a national emergency; (2) to grunt
tariff reductions on or duty-free entiry of the gz7ducts of another
country in exchange for reciprocal concessions; {3) to increase
import dutles by not more than 100 percent on luxuries and articles
simllar to those produced in Ecuedor, and to decresse duties on &l11 -
other commodities by not more than 50 percent; 5/ (4) to increase by
not more tnen 150 percgyt the rates of duty applying to a list of apeci-
fied luxury articles; {5) to conclude commerciel egreements pro-
viding prafeff?tial tariff rates, if "convenient" to the interests of
the country; 7/ and (6) to increase duties affecting luxury items and
dispenseble articleg by ahy percentage deemed necessary to stabilize
exchange balances. -/ The Executive was required to report all such
modificatione to the Congress, but their enforcement was not dependent
upon legielative sanction. After September 26, 1%35, the Executive
exercised not only administrative but also legislative functions and

thereby had exclusive control over tariff rates as well aa the general
administration of custoas policy.

Since 1931 the tariff has been employed with progressive emphasis
as an instrument of protection. Many of the increases im rates of
duty have been initiated in order to foster domestic production; some
care has been exercised to confine the protective duties to goods which
are or might be successfully produced by domestic industry. As a con-
sequence a number of domestic industries have been stimulsted, as is
best 1llustrated by the expansion of the textile industry since 19735.
The tariff, however, is not the only protective device which has been
employed; others include the devaluatien of the sucre and various
import prohibitions.

1/ Executive Decree No. 803, Oct 3, 1936
. y effective Feb. 1, 1937.

2/ Executive Decree No. 254y June 30, 1937, Registro Oficial’

July 5 » 1937. ’

Article 9, legislative decree of Qct, 27, 1931
by Larife of July 1, 1927, sc puhiished in the todizisq mending article

stro Oficial’No. 335, Nov. 10f 1935. customs law,
%7 Article 2, legislative decree .
article 5 t’arifi" of July 1’ 192 approved Dec. 9! 1931’ amending

7; al =
toms and tariff smendments, Mar. 50, lsgaarticlsa 4 and 5, codified cus

Article 1, legislative decrea, Nov.
Ibid,., artlcle 3. » Nov. 8, 1933,

%/ 1Ibid., srticle 6. ‘
8/ Article 11, legislative decree, Dec. 7, 1934.
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Despite the recent emphasis on protectlion the customs tariff on
imports still provides an important portion of the national revenues.
In 1928, 34 percent of total governmental receipts came from this
source. In 1940 customs revenues amounted to 23 percent of the totsl;
an additional & percent was derived from consular fees.

About three-fourths of the Ecuadoran tariff rates are specific;
the remainder are either ad valorem or ara specific with minimum ad
valorem provisos. A generel basket clause establishes a 15 percent
, minimum for raw materiels and 40 percent for other products; . numerous
exceptions, however, are provided. Until the fassage of ‘the tariff”
act of January 1935 Ecuador maintained & single-column tariff,_?ut it
now has a four-column system based in par% on trede bzlances. In
estublishing this system a limited maximum-minimum system was first
established by fixling higher rates on about 300 teriff classifications-
and authorizing reductlone tierefrom by three-tenths; then conven-
ticnal reductlons ocutside of this maximum~ainimum system were employed. .
Finally, & new general maximum %as established, t¢ be imposed on
imports from eny country if such imports exceeded by more than 30 per-
cent the exports of Ecuador to thut country.

Preferentiel reducilons were made by the decrees of January 5,
larch 7, and April 30, 1935. These decress desimnsated "preferential®
lists of about 300 tariff classifications for which the rates were to
be subject to bargaining reductions by as much as three-tenths. First,
however, the retes on m.st of these classifications were incressed by
one-half, so tnat the maximum permitted reductions would epgroximate
the increase. 2/ 1In fixing preferential vercentage reductions the .
trude balance with individual countries wzs to be taken into considera-
tion. It was further provided that the most-fuvored-nation clause in
existing treaties would not curry the right to such reductions, but
that to secure such treatment, customs advantages at least equal to
those which Ecuedor may accord must be given by the other country.

Customs surcharges.—-Customs surcharges have played an important
role in Fcuadoran commercial policy. Used at first primerily as an
instrument to supplement the regular tariff in raising nationsl rev-
enues, in recent years they have been employed to regulate the balance
of trade. Thus, in the years immediately prior to 1940, two types of
customs surtaxes were employed--revenue surtaxes and trude balance
(penalty) surtaxes.

Revenue surtexes were employed as early as 1565. 2/ Until recent
years & wide variety of these duties usunlly were levied on many imports
either at-all or at designated custows ports; the revenues thus col-
lected ordinarily were allotted to specified purposes or projects.

1/ ©. S. Tarlff Commission, The Foreim Trade of lLatin Anerica,
part II, vol. 1, p. 169.

2/ The preferential tariff list, with reductions by the full,
suthorized three-tenths, was accorded to France (July 12, 1935}, and
later extended to Germuny (Jan. 1, 1936), Switzerland (May lb, 1936),
and the United States (June 12, 1336).

2/ A description of the surtex system before 1910 may be found in
15r;££ Systems of South Ameriean Countries, by Frank R. Rutter,

U. S. Deuvartment of Commerce, 1916,
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This practice was greatly simplified by later customs laws. A decree
of 1936 provided for a surcharge of 5 percent ad valorem on'all juti-
able merchandise imported into the country and a surcharge of 1 percent
on duty-free merchandise, except that impgrted by the Government, its
subdivisiona, or 1ts instrumentslities. Similar taxes were levied
on merchandise entering the country by paercel post.

dore importent in the past decade, however, have been the trade-
balance surtaxes. The exchange crisis experienced after 1929 was met,
in part, by imposing new tax restrictions upon imports from those coun-
tries with which Ecaudor had a substantial import trade balance,

In April 1935 surtaxes ranging from one-half to one-fifth of the
duties were authorized on products specified under 18 tariff classifi-
cations, if these commodities originated in countries with which the
Ecuadoran trade belance showed imports exceeding exports by 50 percent
or more. These purtaxes were 1o be discontinued if imports from a
particular country f below 50 percent of exports to that country for
at least 6 months, 2/ In February 1936, as an alternative to the
establishment of a compensation asystem, the trade-balance pollcy wus
strengthened by a decree providing that, when imports from a country
exceeded exports to the same country by more than 30 percent (based on
the previous year's balance and without limitetion as teo tariff num-
bers), the Ministers of Finance and Commerce might order the establish-
ment of a surcharge amounting to ms much ss one-half of the import
duties on merchandise comprising such importation. k74 These measgures,
vhich appear to have been directed primarily kt Japan, were intended
to protect the domestic textile industry; 5/ they were, houwever,
applied from time to time to imports from other countries.

An increase in the surcherge rate (to 75 percent of the rates of
duty) was suthorized by a law of March 7, 1939, For purposes of com—
puting the trade balance, the proportion of the declared value of
minerals exported was decreed on March 3, 1939, to be as follows:
Crude petroleum, 15 percent; and silver-bearing quartz and mineral
earth, 20 percent.

Other charges to which imports are subject are the fees for the
legelization of required consular inveoices and certificates, These
charges yleld substantial revenues, averaging more than 5 percent of
the total Government income in the years lmaediately preceding 1940.

A consular fee of 64 percent ad vulorem has been sssessed on all inporta
since April 1, 1936, the previous fee having been J percent. [ntil
1941 imported commodities also were subject to a sales tax (collected

et the time of custome clearance) of 5 percent ad valorem on al]l duti-
able goods and 1 percent ad valorem ofi duty-free goods. These taxes
were somewhat higher than the sales taxes which applied to similer prod.-
vets of domestic origin. ‘

1/ Executive decrees, Jun, 27, 1936, effective Apr. 1, 1936, .
2/ Article 3, Executive Decree No. 217, Apr. 30, 1935,
Article B, Executive Necree No, 83, Feb. 13, 1936, effective
Mar., 1, 1336.

4/ - Great Britain, Department of Overseas Trade, Feport on Economic

and Commercial Conditions in Ecuador, 1938.
U. S. Tariff Commission, The Forelgn Trade of Latin Aneries,
part II, vol. 1, p. 170.



Import prohibltions. ) ’ ) .

Import prohibitions employed by Ecuador from time to time have
usually been designed to conserve exchange balances or to protect
domestlc industry. 3/ The tariff law of 1927 suthorized the Executive
to impose import prohibitions whenever it was in the national interest
to extend protection to agriculture. Decrees lssued in accordance
with this policy have ordinarily declared their protective Intent and
have usually been temporary in duration. Examples of this type of
control are the prohibition of 1mports of sugar in 1930; of vegetable
lard, shoes, livestock for slaughter, crude .etroleum, and pine lumber
in 1921; e&nd of raw cotton in 1935, Many of the import prohibitions
inaugurated to husband exchange balances have served also to protect
domestic industry, as the commodities subjected to control frequently
have been selected with that purpose in mind.

Export duties.

Export duties no longer possess their former significance in the
Ecuadoran fiscal system. As late as 1913 nearly_?ne-half of the
netional revenues were derived from this source; & larpe nunber of
export duties and surtexes were theyn in force, the most important of
which was the tex on cacae, A part of the revenues derived from the
export tax on cacao was allocated to the Association of Agriculturists
for use In promoting the sale of Ecuadoran cacao in foreign mar<ets and
to support operations of the Association designed to contirol demestic
and foreign prices of the product. By 13936 this tax, as well as those
upon & substantial number of other export commoditles, have been com-
pletely removed. Only 10 percent of the national revenues in 192s
came from export dutles and, im 1938, less than 1 percent. In the
years immedistely preceding 1940, coffee, leather, hides, cottonseed,
rice, and bananas, were at one time or mnother subject to export duties.

(-] and 0, control.

Ih the decade preceding 1940 Ecuador shifted its policies consider-
ably in an attempt to cope with the problems of currency control and
foreign exchange. Exchange control was inltiated, relaxed, and then
abandoned. The natlonal currency was devaluated, and subseguently _
exchange control was relmposed, modified once more, and taen abolished.
A perlod of free exchanye was again attempted and finaelly impert control
wasz established, only to be tersinated on January 1, 1940.

In 1931 Ecuador éxperlenced one of the most severe depressions in
_1ts history. The world economic crisgis, the failure of the cacao erop, -

the loss of export markets, the low prices of export products, the
flight of capital from the country, and the decline of gold reserves all
combined to c¢reate a pericd of financial distress. To acjust the
the economy of this situation, two measures, adopted in 1932, provided
for the abandomment ,of the gold standard and for the inauguration of
exchange control. 2/

1/ See the sectlon o exchanze and import control.
2/ U. S. Department of Commerce, The Tariff Systens of South. American

ountries, Frank R. Rutter, 19lo0.
U. S. Tariff Commission, re ade of Lat erica,
part I1, vol. 1, pp. 170-172.
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The gold egtandard was officially suspended on February 8, 1932,
after the gold reserves of the country had been almost completely
exhausted. Before that date the gold value of the sucre was fixed at
0.300933 gram of fine gold (equivelent to $0.19998, based on the gold
content of the dollar before 1934). On December 17, 1935, the sucre
was devaluated, the profits being employed to pay a portion of the
Government's debt to the Central Bank (Banco Central del Ecuador} and
to provide for the economic development of the country. Further
devaluation of the sucre took place on June 13, 1936.

Exchange control was established by & decree of lay 21, 1932, Y
All exchange transactions were made subject to the control of the
Central Bank, and it was required that the proceeds from all exports
be surrendered to the Exchange Control Commission (e department of the
Central Bank) at the official rate of exchange, The exchange balances
tms made available were first allocated to build up the gold reserves
of the country; the remainder was apportioned by a system of prefer-
ences which favored the importation of prime necessities as well ns
agricultural and industrial machinery., '

Exchange restrictions wers releaxed considerably on December 9,
1933; after that date it was required that only 25 percent of the
value of expoert bills be sold to the Central Bank at the official rate,
the remainder being available for disposal in the free morket. These
regulations remained in force until October 1935, when, as s result of
widespread dissatisfaction among Ecumdoran commercial interests,
exchange control wag abollished, and exporters were authori.ed to dis-
pose of the entire proceeds of their bills in the open market.

Exchangs control has frequently been supplemented by various
restrictions upon imports. Under the power granted to him by the law
of 1931, the Fxecutive increased customs duties on a long list of
luxury comnodities and of articles which could be'produced by Ecuadoran
manufacturers. In 1934 the exchange situation once more became acute
and the Government temporarlly prohibited the importation of a large

number of articles, with a view to reducing the demand for foreign
exchanpe. —/

Tne abandonment of exchange control in 1935 was followed by a
merked expansion of imports, an increased demand for forei,m exchan e,
and a further reduction In gold reserves. In order to avoid the
impending crisig, exchange control was again imposed by a decree of
July 30, 1936. By the terms of the decree only the Central Bunk —as
permitted to deal in forelgn exchange, A rigid 1lmport and export
licensing system was established, and imports were not authorized if in
the judgment of the Central Bank they were not in harmony with the
national interest, or if insufficient foreign exchange was available.
Preference was granted to imports from countries not discriminating
against the importation of Ecuadoran products. This policy was the

1/ Executive Decree No. Y0, as amended by. Executive Decreas Nos.

91, 92, 93, 94, 121, 239, and 250, promulgated during 193z, and by
Executive Decree No. 20, of Jan. 31 and No. 166, of May 5, 1933.

2/ Executive Decree No. 281, Apr. 30, 1934, issued under the
suthority of article 16, Law of Partial Exchange Control, Nov. 27, 1933.
This embargo was lifted by Executive Decres No. 689, Dec. 31, 193.

Executive Decree No. 596, '
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subject of widespread criticism and opposition, both by commercial
interests in Ecuador and by the representatives of foreign fgyntries,
and on July 31, 1937, exchange control was again abolished. &/ There-
after, all products except gold could be exported without permit, tmt
import permits were still required for designated articles.

The increased wolume of imports following this relaxation of con-
trol led the Government to sdopt new measures in 1938 to check the
draln on exchange balances, All previous forms of control having met
with opposition, it was decided to pursue the desired cbjectives by
imposing restrictions upon imports rather than upon exchange itself. 2/
An Import Control Commission was creeted under the Banco Central ang all
imports were made subject to offieiel permits; it vas recuired that
these permits be presented to the banks before exchenge could be pur-
chagsed. Various modifications and refinements of this progrem were
placed in effect from time to time; these imcluded exchange guotas and
the advance depgsit of the purchase rriee of inported goods in the
Centrul Benk. The system of import permits, however, wes sbolished
in 1938,

Copmerclel treutles ppd acreements. 4/

During the decade ended in 1940 Fcuador entered into commercial’
egreements involving tariff concessione with France (1935, 1936, 1937,
1938), Germany (1930, 1v38), Chile {1936, 1938), Switzerland (1v36),
the Netherlands (1937), and the United States (1938). Agreements pro-
viding for import cuotas for Fcuadoran products in the respective
markets were concluded with Franece (1935, 1936, 1937, 1938), Gerneny
ElaBéi 1936), Switzerland (1936), the Netherlends (1937), and Itely

193v).

. Under the terms of the trade agreement with the United States,
effective October 23, 1938, Fcuador grented teriff concescsions on 33
items, representing neasrly one-half of United States exgorts to thet
country {as measured by the trade in 1937). Reductions in duty rang-
ing from 25 to 50 peréent were provided on 15 tariff items, end 1» other
ltems were bound against increeses in duty. Yore then 200 individual
comoditles were affected. 5/ Ecuadoran export products on which con-
cessions were granted by the {Inited Stetes consisted mainly of troplcal
commodities. Reducilons in duty of 50 percent were granted on 5 com-
modities, of which toquille ("paname®) hats were by far the most imuor-
tant; 11 commeditiles, including cacao, coffee, bananaes, snd tagua nuts,
were bound on the free list. Products covered in the agreerent repre—
sented more than three-fifths of total United Ftates imports from ’
Ecuador in 1937.

1/ Executive Decres No. 322, July 31, 1937. '

2/ Executive Decree No. 331, May 19, 1938, and Fxecutive Decree No.
360, May =6, 1938,

3/ Executive Decree No. 156, June 1939, effective July 1, 1339.

4/ U. S. Tariff Commission, Tne Foreign Trade of Latin prerica,
part II, vol. 1, 1942, p. 171; see also 0. S. Tariff Commission,
Reference Manual of Latin American Commercial Jreaties, 1940,

PP 132-144.

5/ Effective June 15, 1940, import quotas were establiched on
certaln products included in schedule 1 (tariff conceesions by Ecuador)
of the trade agreement with the United States.



A2

Compensation, clearing, or exchange agreements have been concluded
by Ecuador with France (1933, 1936, 1937, 1938), Germany (1936, 1938,
1939), Switzerland (1936), the Netherlands (1937), Czechoslovasia
{1938), and Italy. (1938). Prlor to the inauguration of compensatlon-
trade, Germany renked fourth or fifth as a suprlier of Ecuadoran
imports. In 1935, when compensation trade began, Germeny advanced to
third place and in each of the following 3 years (1936-38) occupied
socond place. -

Goverpment monopolies. ' ‘

Recelpts from Government monopollies are an important source of
national revenue, ordinarily accounting for 20 to 30 percent of the
total. At present blic monopolies’ include alcohol, tobacco,
matches, and salt; i they are administered by the General Administra-
tion of Monopolies (Direccién General de Estancos), a division of the
Ministry of Finance. The galt monopoly (Estance de Sal) was operative
as early as 1867 but hes never been coneidered particulerly successful
as a commercial venture. The alcchol monopoly (Estanco de Alcohol)
pow Includes the trade In ether, perfumes, and iodine. The tobacco
monogoly (Estenco de Tabacos) extends primarily to the trade in crude
tobaceo; the Government exerclses the exclusive right to purchase
this produet, which it in turn sells to the manufacturers of cigars and
cigarettes. The finished product is thereafter resold, at designated
prices, either to the monopoly or to wholesalers and retasllers., A
monopely of the sale of matches was granted t?_7 Swedish company in
1927, canceled in 1931, and restored in 1935. 2/ Since that time, the
Government has returned to the system of producing and importing .

matches on its own account through the medium of a national monopoly
(Estanco de Fosforos). .

Economic Controls and Commercisl Policy
Since the Outbreuk of the War

The impac¢t of the war upon Ecuedor has resulted in the modifica-
tion of existing economic controle and the imposition of new ones.
Loss of the Eurcopean market contributed to snother exchange crisis in
1940. This was met by new measures designed to conserve and mllocate
exchange balances; tariffs and other devices were used to restrict
imports, and exchange control was reimposed. When, because of the
war, it was necessary for the United States to initiate export control,
Ecuador insugurated e program to ration and distribute the commodities
thus affected. Other measures include reexport control of industrial
essentials, the promotion of rubber and quinine production, the freez-
ing of Axis funds, price control, standardization of export products,
the Inter-Amerlcan Coffee Agreement, and the creation of the new
Development Corporation. .

1/ The comumodities subject to Government monon -

poly have varied from
time to time and have included gasoline, pleying cards, and firearms,
in mddition to thoge which are ptill tius controlled.

2/ The monopoly was granted in exchange for & 1
dollars by the company. & oan of 2 million
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Modification of import duties.

Sinca the cutbresk of the wer the basic framework of the Ecvadoran
tariff system has been retained, but with seversl significant modifica-
tions. The first important change took place in June 1940 1/ when
tariff rates on many items were increased in order to restrict imports
and to support the newly inaugurated system of exchange control. .

- Among the articles affected were canned meats and vegetables, vegotable
lard, edible oils, confectlonery, varnishes, driers, gum lacquers,
office furniture, and cotton knit goods. Although the primary purpose
of the meagure appears to have been the conservation of excnange, inci-
dental protection alsc was extended to domestic producers. In accord-
ance with the policy of fostering domestic industries, the same decree
reduced the rates of duty on a limited number of essentiel industrial
raw materials, inecluding lubricating oils, iron msnd steel bars, iron
sheets, hand tools, iron and copper wire, and sclentific and precision
instruments.

TE7 second important modification of import duties was made in
1941. 2/ This revision incorporated all changes in rates made after
the passage of the basic tariff law of March 1, 1938; moreover, new
rates were established on & long list of items. Most of the changes
provided lower ratee than those formerly in force and primarily
affected Industrial raw materlals such as semifabricated iron and steel
products, cotton yarn and thread, het forms and shapes, cornstarch,
sago, asbestos, tellow, copper sulfate, and unworked silver. Increases
in rates were limited to eight tariff items, rrimarily finished prod-
ucts such as rugs, crackers and biscuits, flat glass, end iron beds and
frames. . . .

Customs gurcharges since 1940.--Surtaxes upon imports have been
employed since 1940 both to provide a source of additional revenue and

also to preserve exchange balences.

A measure effective January 1, 1941, lmposed two surcharges to
provide funds for thfzyaintenance and expansion of the water systems of
Quite and Guayaquil, The first surcharge wasz an additionsl duty of
5¢ percent ad velorem on &ll goods lmported into Ecuador, except duty-
free articles and mediciz7s; the second was & surtax of 7 percent on

. existing import dutles.

In December 1941 another surcharge of 5 percent ad valorem on 2]l
dutiasble and 1 percent on all npondutisble imports (with certain speci-
fied exceptions) was levied; the surcharge involved no additional
burden upon imports, but repleced a previous sales tax. A decree of
September 15, 1942, placed an additional surtex upon all exports as
well as lmports, the proceeds to be used to finance the construetion
and maintenance of a hospitsl for tubercular patients.

;/ Executive Decree No. 81, June 6, 1940, effective June 15, 1940.

2/ Executive Decree No. 204, effective Mer. 1, 1941.

3/ Executive decree, Oct. 22, 1940.
. 4/ Executive decree, Mar. 2, 1942, Registro Oficisl, Mar. 16, 1942.
By an exchange of notes between Ecuador and the United States, imports
from the United States became subject to these surcharges after April
‘ly 1942. This actlion was in accordance with the terms of the recipro—
.cal trade agreement, signed Aug. 6, 1938.

Executive Decree No. 1239, Dec. 31, 1941.
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Penalty surcharges imposed upon products from countries with which
. Beuador has an import balance of trade have been retained. Since 1940
they have been_7pplied to the following: Aruba, Bulgaria, Canada,
Ceylon, Cuba, &/ Curagao, Cyprus, El Salvador, Straits Settlements,
Estonia, Greece, Guatemals, Hong Kong, British India, Iraq, Jamaica,
Jepan, Jave, Sumatra, Latvia, Norwsy, Iran, Poz}ugal, the Soviet Cnion,
the Suden, Switzerland, Turkey, and Zanzlbar, .

Because of the difficulties experienced after the cutbreak of the
war in securing variocus materials essential to apgriculture and lndus-
try, Fcuedor found it necessary to relax these penalty duties on desig-

nated articles. In December 1939 imports of wmachinery, analine dyes,
" and rayon and cotton thread, intended exclusively for Ecuedeoran indus- .
tries, were exempted 570m the surcharge of 50 Lercent applied to the
basle rates of duty. Another nmessure in August 1942 provided simi-~
ler relief for imports of chemicals, pharmaceuticals, and typewriters.

Imports from Switzerland were exempted from the surtax in September
1942.

The maximumu penalty 1/ of 75 percent was applied to imports of
Jepanese textiles in 1940. Throughout 1338 and 193y Ecuadoran
imports from Japan exceeded exports; this adverse balance, under the
method used to calculate such balances, was considered to be 5. per-
cent. DBecause of this balance and because of the strong conpetitlon
of low-priced Japanese goods in domestic murkets, there were numerous
appeals for the applicatlon of the full force of the law to all Japan-
ese imports. Partly in response to opposition which developed, how-
ever, the full penelty surcharge of 75 percent was applied only to

Japanese textiles; all other lmports from that country remained sub-
jeet to the 50 percent surcharge.

Export controls.

Little change has tuken place with respect to the system of export
taxes, which continues to be of minor importance in the fisecal system
of the country. In September 1942 an export tex of 1 percent ad val-
orem was imposed on all exports; the revenues from this tax are to be
" used to finance a program for tine care of tubercular patients., Other

decreeg reduced the export duties on hides and rice; in April 1943,
however, in order to restrict exports and conserve the domestie supply,

the duty on cowhides waes incremsed 100 percent ebove the basic export
duty.

Export prohibitions snd repiriections.-——Export prohibitions and
restrictions have been employed by Ecuador in recent years to conserve
materials essential to domestic production. The extraordinary demends
created by the war resulted in decreea in 194] prohibiting the expo
tation of vegetable and anima]l fibere, as well as of scrap metals.

Late in the same year the Executive was gythorized to regulate exports
of food products and prime necessities; the Orfice of Fxport

1/ Suspended July 17, 1943.

. 2/ Executive Decrees No. 4b, Mar. 26, 1540, and No. 58, ApT.25,1940.
3/ See the section on customs surcharges.
4/ Executive Decree No. 56, Apr. 25, 1940.

Executive Decree No. 950, Sept. & 3 v -
fied by an Executive decree of éapt? 25,’1%9 ’,totgéﬁngafg;gtggs modd
exports of wool.

&/ Executive Decrse No. 1285, Oct. 31, 1941;
The Office of Export Control.

see the pection on
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Control was authorized to refuse permits for the exportation of prime
necessities whenever supplies in the domestic market are inadequate.
Export restrictions were applied during 1942 %0 suger, rice, wheat,
wheat flour, and potatoes, in order to prevent threatened food short-
ages and to conserve existing stocks. The prohibition of exports of
Bugar, instituted in April 1942, remained.in force tarcughout the
remainder of the yesr. In August of that year two measures limited
the quantities of rice which could be exported. When it became appar-
ent that the 1942 rice crop would be adequate for domestic require-
nments, unrestricted exportation was apain permitted late in September;
shortly thereafter, however, all exports became subject to government
permit. The exportation of wheat and wheat flour was prohibited in
September, and of potatoes, in October.

Steps were taken in May 1942 to protect the domestie somp, candle,
and vegetable oil industries from anticipated shortages of raw mete-
rials. The exportation'of copra was prohibited, and quantitative
restrictions were applied to the exportation of pslm nuts and palm-nut
oils. Largely in response to compleints from  roducers, the embargo
on copra was lifted in Qctober. [Late in 19,2 all shipments of cotton-
geed and its derivutives were mude subject to the ap.roval of the
Ministry of Agriculture; this step was taken after domestic processors
had sought relief from excessive shipments which they held to be injuri-
oug to the industry. To assure sufficient supplies for domestic pro-
ducers, quantitative restrictions on the exportation of hides and sole

leather became pffective in April 1943.

Ihe Inter-pmerican Coffee pAgreement.—Coffee 1s ordinarily
Ecuador's third most important export product; in Ecuadoran egricul-
ture it renks second only to cacac. In 1941 the 14 coffee-producing
countries of the Western Hemisphere and the United Stutes entered into
en agreement to stabilize the coffes marxket and to deal with the prob-
leme of coffee surpluses, A tentative plan for cooperative action was
drawm up at the Third Pan American Coffee Conference held at New York
City during June and July 1940. Because no ayreement among the pro-
ducing countries was reached at this meeting, the Foreign Hinisters of
the Americun Republics, meetlng in Habens, _7 instructed the Inter-
Americen Finencial and Economlc Advisory Committee to study the problen
and to devlise, if possible, a cooperative coffee-control agreenment
which would assure "equiteble treatment® for both producers end con-
sumers.  On November 28, 1940, an agreement was reached, and on that
date the United Stutes and the 14 American coffee-producinb countries
signed the Inter-Americen Coffee Agreement. £/ The agreement which
became effectlive April 15, 1941, esteblished a control system involving,
in effect, four types of mnnual quotas: (1) An export gquota for
each producing country signatory to the agreement, regulating
shipments to the United States; (2) an export quota for each
producing country controlling shipments to all other regions;

{3) and import-quota system controlling the quantity of coffee
that might be received in the United States from each producing
country in Latin America; and (4) a much smaller aggregate guota
for United States imports from sources other than the American
Republics.

1/ Meeting of Foreign linisters of the American Republics, Habana,
July 1940, Resolution XXV.

2/ The Ecuadoran Govermment approved the Inter-American Coffee
Agreement by the Executive decree of kar. 28, 1941, Registro 0ficial,
Apr. 21, 1941.
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The Coffee Agreement provides for an Inter-American Coffee Board
to which is delegated the responsibility of esteblishing the annual
quotas. Increases or decreases may not be made more often than once
in 6 months, except in an emergency, &and po change may exceed 5 percent
of the basic quotas at any given time. 1/ In the original 1940 agree-
ment Ecuador?!s annual quota on exports to the United States was estab—
lished at 150,000 bags of 60 kilograms each; exports to the rest of
the world were limited to 89,000 bags. This sllocaticon awarded
Ecuador approximately 1 percent of the total world quota. The quotas
for Ecuador, and those for other producing countries have been adjusted
from time to- time; the 1942-43 quota for imports of Ecuadorsn coffee
into the United States is 167,238 bags. Although, in terms of quan-
tity, exports in 1942 declined 19 percent as compared with 1341, the
value increassed by 45 percent. The average wholesale price for first-
grade coffee in Guayaquil inereased from 6.8 cents (U.S. currency) per
pound in November 1940 to 7.9 cenits in November 1942.

Extraordinary conditions, however, make it impossible to appralse
the effect of the Coffee Agreement upon the Ecuadoran coffee industry.
Three fuctors have combined to make it impossible to fill the quotas;
(1) The border dispute with Paru in 19/] interfered with coffee pro-
duction in the El Oro region, (2) the shortage of shipping facilities
created by the wur has curfailed shipments, and {3} the poor coffee
haervest in Ecuador in 1942 has further reduced the available supply.
Despite the fact, therefore, that the shipping quotus into the United
States allotted by the Office of Economic Warfare have been lower than
those mssigned by the Coffee Board, they appear to be sufficlent at the
present time to satisfy Ecuador's coffee-export requirements.

The Office of Export Coptrol.—Lack of stendardization and the
inability of consumers to rely upon the quallty, uniformity, labals,
end general Integrity of the product has frequently been a handicap to
Latin aAmerican producers. In recent years frequent recommendations
have been made 1n Latin America for the improvement of methods of
marketing export products. As a result of these recommendations, &
decree issued in f?Al required more rigorous supervision of Ecuadoran
export products. £/ The Office of Export Control was created, and the
exportation of agricultural products was prohibited except with prior
authorization by this office. The chief responsibility of the Board
1s to ingpeet all products exported, to examine mll containers to
determine whether they comply with legal requirements, to establish
etandards of quality and to require export permits, and to study export
practices as well as to recommend methods for improving export trade.
The Office of Export Control has proceeded, therefore, to establish
standarde of quelity, count,.welght, and packaging,in order to enhance
the prestige of Ecuadoran products abroad. It now 1sgues certificates
of inspection for such vital exports as cacaoc, coffee, balsa wood,
rubber, and straw hats, as well as for many other articles,

1/ The United States, as a signatory to the Agreement, selects one-
third of the members of the Inter-American Coffee Board. The con-
sumer in the United States is protected from unwarranted price control
by a provision In the agreement that in the event of an "imminent
shortuge," imports may be increased beyond the established quota by a
one-third vote of the Hoard.

2/ Executive Decree No. 1285, Oct. 31, 1941, effective Dec. 1,1941.
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Reimposition of exechange gontrol.

In the early montns of 1940 the foreign excheange situstion in
Ecuador once more became criticel. Several factors contributed to
this erisis. A decline in export crops, particularly of cacao, which
was 20 percent below the previous year's harvest, led to a shortage of
exchange. Thls condition was aggravated by the war, which closed the
European markets for many export products. On the cther hund, exces-
sive purchases of imports, in antieipation of possible material short-
ages and price increases, created extraordinery demands for foreign
exchange., The exchunge rate rose rapidly from 15 to 20 sueres to the
doller during April and Hay. The demand for exchange was far in
excess of tne avallable supply, und gold reserves declined re;idly.

TN :
On June 4, 1940, therefore, exehange control was agsin imposed. i/
The Central Bank was ygiven tne exclusive right to deal in foreign
exchange, and exporters were required to sell the entire proceeds of
thelr drafts to the Central Bank. A Department of Excaunge Control
{Departmento de Control de E?mbios) was created under tae supervision
of the Minister of Finance 2/ to cooperate with the Central Bank in the
administration of exchanga control. Importers now are rejuired to
sscure prior euthorization before goods may be imported, and consular
officials may not certify documents covering shipments to Ecuador
unless exchange has been authorized. .

.

The exchange-control office early in its operation established a
system of preferences for the allocation of available exchange; in
general, permits have been restricted to indispensable articles, and
import quotee have been established for many commodlties.

The Department of Control of Imports, Exports, and Exchange.--The
Ecuadoran system of exchangze control, wae modifled and strengthened by

measures adopted in October 1940. The nane of the exchange-control
authority was altered to the Department of Control of Imports, Exports,
and Exchange. The major feature of the new regulations was the estab-
lishment of a system of import controls to supplement the control of
exchange. All exchange arising from exports mist be sold to the
Central Bank at tne official rate, and all imports are subject to per-
mits, allocated on a quota basis. The Central Bunk is autnori:ied to
establish d quarterly quota of availeble exchunge, vhich iz assigned
by the Department of Control to importers in equal montily amounts.
Quotas assigned to individual importers are distribvuted in proportion
to their capital and the previous volume of imports. The new reguls-
tions, however, provided for a system of exchunge preferences.
Twenty-five percent of the available exchange is assigned for the pay-
ment of obligstlons exlsting prior to the establishment of exchange
control on June 4, 1940. The balance is ellocated to new imports in

1/ Executive Decree No. B0, June 4, 1940, Registro Oficial,

June 16, 1940. This measure was later ratified and strengtnened by
the Legislative decree of QOctober 12, 1Y40.

2/ The regulatiocns governing exchange control were set forth in
Executive Decree No. 94, Reglistro Oficial, June 16, 1940.

3/ Decree No. Bl, June 6, 1340, effective June 15, 1940. This .
sape decres imposed the import duties reviously described as an
additional method of restricting imports. ]

4/ Legislative decree, Oct. 12, 1940; and Executive Decree No. 25,
Oct. 14, 1940, Reglatroe Oficial, Oct. 16, 1940.
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the following order: (1) Essential imports by the Government or ita
‘subdivisions, (2) articles indispenssble to public utilities or public
service industries, {3) materiels essential to agriculture and indus-
try, (4) materials used by commerce in general, and (5) articles
employed for other purposes. Imports designated as luxuries have at
times been accorded separate and more restricted treatment; at times
thelr valuation for this purpose has been increased by as much as EQ
percent in the calculation of individual monthly exchenge quotas. =

Trade with Jepan was established substantially on a compensation °
basis in October 1941 by the application of special exchange regula-
tions reguiring that payments for Japanese merchandise be made in
Ecuadorun currency and tnat they be deposited in an Ecuadoran bank for
the account of the foreign flrm. _ These funds could be used only for
the purchase of Ecuadoran zoods for export to Japan.

Before June 4, 1940, there were two exchenge rates in Ecuador--
the Central Bank rute and the free, or bank, rate, In jpractice,
however, there was but a small spreed between these rates, On
June 4, 1940, the free rate was abolished, leaving only the Central
Bank (oficiul) rate. 2/ 1In recent months there have been limited oper-
atipns on tne curb or bluck mzrzei{ (bolsa negra);. the difficulty of
sechring excnange through regular channels in 1940 and 1941 for &
vhile stimulated activity on the curb, where higher prices were paid
than at the officiuwl rute. The decree of June 4, 1940, rcestablishing
exchange control, also provided for the revaluation of the gold
reserves of the Central Bank at the eguiwvalent of 15 sucres to the
dollar; the additional funds thus creested were transferred to the
Monetary Stabilization Fund (Fondo Estabilizacién de la Moneda). At
the same time the Central Bank was instructed to begin its exchange
operations at 18.00 sucres to the dollar and ,io aslter that rate when-
ever tne needs of the market warranted it. 3 The rate wag reduced
several times during 1940; at the close of the year it stood at 15.00

sucres to the dollar. <Since that time the improved exchange position
" ‘hes permitted further reductions in the rate; the last, on April 28,
1942, fixed the rate at 14.10 sucres to the dollar,. This same
measure provided for a reveluation of the gold reserve of ihe Central
Bank on the basls of 14.00 sucres to the dollar; the loss thus
incurred was churged to the Stabilization Fund.

Since December 1941 a tax of 10 centavos on each dollar, or its
equivelent in other currency, has been imposed on all foreisn exchange
transacllons in Fcuador. In February 1943 a surcharge of 1 percent

1/ U. S, Foreign Service Report, Guayaqull, Nov, 22, 1940.

g/ Since 1929 the average dollar equivalent of the sucre has been
as follomss 1929, $0.2000; 1932, $0.1667; 1936, $0.0952; 1937,
$0.0910; 1938, £0.0746. Recent quotations have been ns follows:
Free (bank) rate--1939, $0.0667; May 1940, $0.653. Central Bank
rate—1939, #0.0674; 1940, 20.0608; 1941, §0.0666; 1942, $0.0695.

3/ Executive Decree No. 80, June 4y 1940, Registro Oficial,
June 156, 1940. :

Executive Decrese No. 635, Apr. 28, 1942. The rates mentioned
above are the selling rates; the decree of Apr. 28, 1942, fixed the
offlcial buying rate at 13.70 (40 centavos less than the selling rate)
and provided that one-half of the profit originating from the differ-
ence between the buying and selling rates should be apylied on the
Government's debt to the Central Bank,

5/ Executive decree, Dec. 30, 1941,
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was imposed on all foreign exchange payments exceeding §5. {U.8. cur-
rency} to_finance the Office of Priorities and Distribution of
Imports, &

Commercial agreements since 1940.

Conditlons created by the war have led to significant changes in
the pattern of commercial agreements between Fcumsdor and cther nations;
five agreements with European countries have been denounced and three
new ones negotiated in the Western Hemisphere. On December 6, 1940,
the Ecuadoran Government announced the termination of existing commer--
clal treaties with Germeny, France, Italy, the Netherlands, and
Belgium., The war had slmost completely disrupted direct trade between
Ecuador and these countries, Most of these pgreements had granted
preferential tariff treatment to the country concerned and had estub-
lished clearing arrangements between these countries and Ecuador.

At gbout the same time that these bilateral arrangements were tey
minated, another, more liberal in scope, was negotiated with Canada. 57
Under this arrangement, most-favored-nation treatment in all matters
relating to tariffs, exchange control, and imports was extended by each
country to the products of the other. The penalty surcharge of 50
percent, formerly levied on all dutisble goods from Canada, wus thus
removed s

Unconditlonel and unlimited most-favored-nation agreements have
been negotiamted with Colombia end Argentina; they will become
effective when ratified. In additional to most-favored-nation assur-
ances, the agreement with Colombia, signed in 1942, provides for the
exchange of duty concessions. Colombia grants duty-free entry to a
variety of Ecuadoran products, including cotton, rice, wheat, sugar,
gasoline, and cacuo., Ecuador, in return, grants duty-free entry to
Colemblen glass products, cement manufacturas, clgurettes, hides and
skins, toilet soap, hosiery, perfumes, and other products. The agree-
ment with Argentina, concluded in 1943, exempts from the most-favored-
nation guarantee preferences yranted by elther party to neighboring
countries, and advuntages resulting from customs unions.

The Ecuedoyan Development Corporation.

In order to utilize important undeveloped resources several coun-
tries of Letin America have created development corporaticns to promote
the expansion of agriculture, mining, and manufacturing. Tite Ecuadoran
Development Corporatign (Corporacifén Ecuetoriana de Fomento) wus estab-
lished in June 1942 with the objective of developing the natural
repources of the country, and of encouraging all branches of industry
and tranpportation, as well as the construction of public works. The

1/ See the section oo the Office of Priorities and Distributien of
Imports. .

ég/ Commercial modus vivendi between Canada and Ecuador, effective
October 1, 1941.

3/ Ssigned July 6, 1942,

4/ Signed September 1, 1943.

5/ Executive Decree No. 925, June 4, 1942, Registro Oficial,
June 6, 1942.
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Corporation was capitalized at 150 million sucres (10 million dollars),
one-half of which is supplied by a loan from the United Stotes Export-
Inport Bank. L ‘

In the -short perliod since its orgunization, the Corporeatlion has
been very influential in the development of the Feuadoran economy.
Ite first project involved a survey of the egricultural poesibllities
of the Province of Kl Oro, and $500,000 was set aside for the develop-
ment of that region. Another major activity of the Fomento Corpora-~
tion, undertaken in cooperation with the Rubver Reserve Compuny of thé
United States, is the wartime utilization of Ecusdoran rubber resources.
An agreement has been reached whereby the “ubber Peserve Company will
finance projects approved by the Fomento Corporation. It is antlel-
pated that this program will involve the expenditure of $5J0,000. A
number of other projects are now either under consideration or in prog-
ress, and it is expected that the Fomento Corporation will play an
inereasingly importent role in the development of Ecuador.

ﬂobilization of the domestic economy.

Feuador severed diplomstic relations with the aAxis Powers on
January 19, lv4z. In the same month the Foreign Hinisters of the
American Republies, meeting at Rio de Janeiro, recommended that the
Americon Nepublics edopt cooperative programs for the mobilization of
strategic materlals, Steps heve becn taken in Ecusdor both before and
since the entry of the United Statee into the war to revent the flow

of Feuadoran products to the aggressor powers and to increase the pro-
duction of these vitel materials.

Letion taken in lovember 1740 has served to strengthen the power
of the Fxecutive to cope with situations which might arise during the
war. The Executive was authorized to lssue emerzancy decrees &N,
economic cheracter whenever the natiomel welfare required it. 2/ Tnis

power wap confimmed and strengthened by the Ecumdoran Congreas in
e, tember 1941 2/ and again in 1942, &/

Feuador possesses important resources of netural yubber and cin-
chona, both of which are of strategiec imgortance. A contract sigmed
July 7, 1v4<, by the Government of Ecusdor and the Pubber Reserve Com-—
pany of the United Ftates gave the latter, for a period of 5 years, the
exclusive right to purchase all rubber produced in excesc of domestic
requlrements. 74 In return for this concession the Rubber Reserve Com—

pany agread 57 invest £500,000 in the development of rubber production
in Heuador.

;/ﬁAThe arrengements accompanying this loan are set forth in Execu-

tive Decrees Nos. 1325 and 1344, Repistro Oficial, Sey
Rey Sept. 5, 1942, and
hug. 17, 1942; see also, Executive Decree lio, 1059. June 56, 1922,

Registro Oficial, Apr. 13, lui3.
2/, Legislative decree, Registro Ofieial, Nov L, 1940
‘ é; Legislative decree, Sepi. 22, 1941, e L B
Sepl, 26, L3, - » vED f} » Rogistro Oficial,

- Legislative decree, Registro Oficial, Oct 21, 1942
5/ Executive Decree No. 1192, July 20 i° 2, Repi 5
o1l 23, 1942, ’ v <0, 1942, Pepistro Ofieisnl,
&/ By terms of a contract signed Octo

ber 21, 194
Ecuaderan Development Corporation and the Rubbe; RZéj;v:eé::::n;?nthﬂ
latter will have direct supervision over the rubber development progranm.
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. A siwllar agreement concluded February 23, 1943, by the Government,
- of Ecuador and the Defense Sfup,lies Corporation of the United States
gives the latter the exclusive right to purchese and export cinecheona
bark and its derivatlves. By the terms of the agreement the Ecuadoran
Development Corporation has been designated &s the procurement and
development agency to lmplement & program for expanding the producticn
of quinine products. The Defense Supplies Corporation will finance,
up to a maximum of 300,000, approved projects undertaken by the
Development Corporation.

Fxport and reexport control.—To protect their domestic economies
from the lack of essential commodities and to prevent their shipment to
Axis or Axis-controlled natiions, most of the countries of Latin America
have undertaxen to control both the export and reexport of vital indus-
trisl materials. In August 1941 Ecuador insugurated such controls. 1
The reexportation of all imported materlials, as well as the exportetion
of essential commodities, was forbidden exce,t under licenses issued by
the Export Control Board. rermits to reexport imported merchandise
are granted only to shipments destined for & country of the Western
Hemisphere which maintuins similar control over reexports and which
accords reciprocity to Feuwador in this respect. In order to safeguard
the domestic economy from depletlon of essential materials, the Min-
ister of Finanee was suthorized to orepare a list of articles for which
export permits will be denied. The prohig'tion of exports of scrap
metal in 1941 wos a measure of this type. E?Other important decree
provided similar controls for rubber products and furthered the
objectives of the contract negotieted with the Rubber Peserve Company.

¥artime financial contrels.-—-At the Rio de Janeiro conference of

the Ministers of the American Fepublics in January 1-42, resolutions
vere adopted recom.ending measures to block the use or tranafer of
funds and property held by nations (or their nutionels) wirich had com-
mitted acts of aggression against the American Coniinent. Farly in
February 1942 controls of this nature were astablished in Feuador. &/
A Committee of Blocked Funds (Comité de Valores Bloqueados) was created
to sugervise the program, which prohibited the issue of export permits
to firms on the "Proclaimed List." All assets of natlonuls of coun-
tries at war with nations in the "estern Hemisphere were blocked, In
June 1943 all properties and business affairs of persons on the *rro-
claimed List" and of subjects of enemy nations became subject to
Government control. This action wns given legislative sanction in
October 1942 by an wmet which specificelly instructed the Executlve to
put into effect the recommendations and resclutions adopted by tne
Inter-American Conference on Sys?gys of Economic und Financlal Control,
held in Washington in June 1942,

Another measure desiyned to reinforce thece flnancial controls
related to the circulation of United States currency. 8 The importa~-
tlon and exportation of such funds, except by the Central Bank, was
prohibited. All holders of United States currency were required to
deliver it to the Bank, indicating both its oripgin and the length of
time it had been in their possession.

;7r_Executive Decree Ho. 517, Aug. 1, 1341,

2/ Executive Decree No. 950, Sept. &, 1941; see also the section
on Export Prohibitions and Restrictions.

Executive Decree No, 1113, Registro Oficial, July 8, 194£.

4/ Executive decree, Feb. 9, 1342.
Leglslative decree, Oct. 15, 1342, .
Executive Decree No. 1342, Aug. 12, 1542, Repistro Oficlal,
Aug- 17’ 1942.

A}
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atlio and control of vi ateri .

Because of the war, Ecuador, llke the other American Republies,
has suffered from shortages of essentiml materials. Usual sources of
supyly for many prime necessities, industrial raw materials, and R
machinery have been shut off completely or have been restricted either
by shipping shortages or by the rigid export controls imposed by the
belliperents. A number of measures have therefore been adopted to
congerve existing stocks and to allocate thelr distribution for the

‘most essentlial purposes, as well as to regulate the importation und use
of new supplies.

One of the first of these measures, in Jenuary 1942, established a
system for the control, distribution, and raticning of automobiles,
trucks, tires, and tubes. Merchants were required to declare all
stocks in their possession; all sales or transfers of these cowmodities
were prohibited except by authorization of the liinistry of Finance,
which was instructed to devise and administer a system of rationing.
foon thereafter a simllar system was established to control the distri-
bution of typewriters. Because of shortages of wheat flour, rigid
control was provided in ey 1943 for ell transactlons involving wheat
end flour, subject to the supervision of the Ministry of Agriculture.l/
Merchants und millers were required to declare all stocks and to make
current reports of purchases and sales. Quotus were estublished for
millers and bakers, end prices were fixed for their groducts.

The Office of rriorities und Bistribution of Importg.--In order to
systematlze procedures with resard to the importation of scarce materi-
ale, the Office of Friorities end Distribution of Imports {0ficina de
Priorig es y Distribucidn de Importaciénes) wes established early in
1v42, This office now hus complete suthority over the importation,
gale, trensfer, or movement of any urticle subject to export control in
the United States or elsewhere. Import permits are not issued for non-—
esrentiel comrodities. Permits &re required for all dealings in such
conmodities, end rerchants hundling these goode muy be required to sub-
mit Inventories of all stocks in taelr possession. Under this author-
ity the uffice of rriorities end Distribution of Imports has established
o system of rationing for automobiles, trucks, busses, motorcycles,
tires, tubes, typewriters, tin plate, structural iron ond steel, nails,
egricultural irplements, burbed wire, staples, snd newsprint. Waximum

profit merpins were fixed April 29, 1943 for importers and deslers of
motor vehicles. ‘

The Office of Prlorities also is eharded with the responsibility of
conpiling the detn necessary to determine the requirements of the coun-
try for articles subjeet to export control in the United States, and
wienever an export quota has been estzblished for Fcuador, to allocate
certificates of necesslty to domestic importers. Under the gupervision
of the Uifice of Priorities, the lortgage Bank of Ecuador (Banco Hipo-
tecario) has been authorized to acquire stocks of agricultural hand
tools and to srrange for their distribution to consumers.

1/ Executive Decree No. 712, May 5, 1943,
2/ Executive Decree No. 187, Feb. 11, 1942, amended by Executive
Decrees Nos. 231, Feb. 19, 1942, snd Nos. 1319 and 1321, Aug. 7, 1342,

4
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Erice control. )

Since the beyinning of the war there_hns_been a steady rise in the
cost of living in Ecuador. This has causeéd- considerable distress
among consumers and hus been the object of officlal concern. One of
the earliest of the measures to cope with this situation was a provi-
sion in connection with the teriff increeses of June 1940; , this pro-
vided that, after the increased dutiec became effective, i/ ne industry
in Ecusdor might increase the ssles price of its products without
authorization of the Ministry of Industries. Although this authority
appears to be broad enough for the esteblishment of a general price=
control system, 1t was quite obviously intended only to prevent domes--
tic producers from taking unwarranted advaniezge of the additional pro- -
tection provided by the increase of dutles. There is no indication
that this control has been pprilcularly effectiva.

In December 1941 the Fcusedoran Executive appointed a commission to
study problems connected with the rising cost of living; in June 1942
a committee wns appointed with the power to establish and maintain
price ceilings on food products and other pripe essentlals. £ The
Ministry of Agriculture and Industries was suthorized to fix the pricea
for agricultural products; other prices wbre to be supervised by the
Ministries of Sociel Welfare and Finence. By September 1942 the
Government had published maximum prices for & number of prime necessi-
ties including rice, sugsr, charcoel, meuat, lard, cereals, potatoes,
and fish. Although penaltles were provided for noncomplimnce, it
appears that the regulations have not been successfully enforced.

The Office of Priorities and Distributicn of Imports has the
suthority to control E?tail and wholesale prices of all articles sub—
ject to its control; it also may determd27 the maximum profit per-
mitted to the importers of these products. This power wus first
employed in July 1942, when wholesale and retail prices were fixed for
structural iron. Since that time price control hus been extended to
motor vehicles, harbed wire, agricultural implements, tires, tubes,
typewriters, tin plate, nalls, newsprint, storage batteries, spun
rayon, wrlting end wrapping paper, printing ink, radios, razor blades,
cash registers, cigarettes, and iron sheets.

Despite these initlal efforts, prices and living costs have con-
tinued to rise even for those commodities lepelly subject to control,
and the positlon of the low-income groups continues to become more
serlous. The cost of living, #s measured by officiel index numbers,
1ncre§57d more than 30 percent between December 1939 and December
1942, A number of factors have contributed to this increase, cne
of which hus been the difficulties of administration and enforcement of

1/ Article 4, Executive Decree No. 81, June 6, 1940, effactive
June 15, 1940. N ’

2/ Executlve Decree No, 1027 end Neo. 1028, June 24, 1942, and
Executive Decree No. 1031, June 27, 19i2.

Import commodities subject to expori control in the United

States and elsewhere. .

4/ For example, the maximum yross profit permitted for tires and
tubes ieg L0 percent. The regulations for calculating these percent-
ages are prescribed by the Office of Priorities.

Thy tual increase was probu even ater, inasmuch as the
ind24 numge:csgnce August 1922 ﬁas bgg{ basedgiﬁ par% upon the officiel

prices fixed by the Govermment.
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price-contMsover, the actual ghortage of materials
in many lin ; d by & considerable degree of specula-
tion in and SR GG B 1al commodities. Another fuctor has
been the revuluation of the sucre, which has brought more money into
circulation, thus contributing to a general iIncreuse in prices.
Inflationary tendencies have been guite pronounced since the outbreak
of the war; Government notes in circulation inecreased 140 percent
between January 1940 and September 1942; during the same period com-
mercial bank deposits incressed 116 percent and total monetary circule-
tion, 120 percent. In July 1943 the Government sdopted measures to
check inflation by requiring all comrercial and suvings banke to invest
20 percent of their deposits in interesti-bearing gold certificates
issued by the Central Bank against foreign balances which it holds. l/

Pogt-Tiar Problems Relating to Controls and Commercial rolicy

The economy of Feuador is greatly dependent upon the volume &nd
the value of the country's internationel trace. Such exports as
cacao, coffee, bananas, tague nuts, snd petroleum pley u major role in
determining the well-being of the nation and its citizens. ‘Yoreover,
activities associuted with both the import and tne export trade account
for a substantiel percentage of the national income ms well as the
revenues of the National Government. *

Despite the dependence of Ecuador upon the mulntenence of its
foreiyn trade, the trend of kcuadoron commercial policy since 1730 hag
been away from n liberal policy. Since that time the Government has
hed recourse to increased measures of tariff protection, bilateral com-
pensation and clearing agreements, teriff preferences, import prohibi-
tions, penalty customs surcharges, exchunge and import control, und
currency depreciation. Ecuador was, of course, not unique in the
adoption of- triese restrictive measures, but did so when the world at
lurge was resorting to numerous devices rhich obstructed and channel-~
ized world trade end contributed to a csystem of nctional auterchy. It
is apparent, therefore, that Fcuador's return to e less restrictive
trade policy cen only be achieved by multilateral actlon in cooperation
with other nutions. That Ecuador is prepared to purticipate in such
& progrem, if it is made possible by cooperative international actionm,
1s sugpested by its recent abrogation of comnereis) agreements involv-
ing turiff preferences und c¢learing arrangements, its perticipation in
the United Etetes reciprocsl trade program, snd the recent nezotiation
of & most-fovored-nation agreement with Caneda, Colombia, and Argentina.

Future of tne rubber and guinine induetries.

The Ecuadoran Development Corpcration, in cooperatilon with the
Fubber Pescrve -Company and the Defense Suppulies Corgoration, nas
emburked on an extensive program to expand the production und collection
of rubber and cinchona bark. When the war began Feuidor ronked second
in Latin America in the production of rubber, end third in the produc-
tion of einchona. Important undeveloped reserves of rubber and cin-
chona bark are knovn to exist in Zcuador and the present ,rogram

1/ Executive Decree No. 1046, July 14, 1943.
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involves the expenditure of large sums, the migration of a large number
of workers, and the instwllation of extensive facilities. In sddition
to making a vital contribution to the prosecution of the wnr, the Gov-
ernment of Ecuador is interested in establishing, if possible, tneze
industries on a permanent basis.

"ith the cessation of hostilitles, however, there industriecs will
face competition with the products of the Far Fast, ana with synihetic
cubstitutes. The extent to which Ecuasdor #ill share in the increased
world demend for rubber und cinchona after the war »ill depend, in
large part, upon the efficiency of its industries. Durin; the pericd
of transition, serious readjustments mey be necessary if the purchases
by the Pubber Peserve Company and by the Defense fu, . lies Corporstion
cease soon after ihe cloce of the wer, If, however, contracts are
negotiated in such a manner ue to assure continued but gradually dimin-
ishinyg purchases over a sgecified period of years, tne necessery '
adjustments may possibly be achieved with a minimun of hardenij.

Irices end inflstion.

The rapid rise in the volume of bank cu_rency and the guantity of
money in circulation, together with the continued inerease in the cost
of living, threaten to result in serious disloucations of tie Fcuadoran
economy. Efforts to cope with these Lroblems huve thus fur been only
partially effective. It would mppear, tnerefore, tuut a w.re compre-
bensive and carefully articulated propram of wonetery re;ulition and
price control would not only further the lnterests of Feundoran produc-
ers und consumers, but would mlso contribute prently Lo hemisphere
stebllity during and after the uvar.

€



