Revisiting

Ecuador's

Economic and Social Agenda in
an Evolving Landscape

Vicente Fretes-Cibils Marcelo Giugale Eduardo Somensatto

THE WORLD BANK

WASHINGTON, DC



Contents

L T [P xv
Acknowledgments ...................... ettt xvii
Editor Biographies . .......covittiuiiiiiiiiiiiiiiiiiiiraaaas xix
Acronyms and Abbreviations ......... . i it i xxi

Context and Executive Summary

Eduardo Somensatto. . ....... .. .. . . 1
L Introduction ....... ... i 1
IL Overview. ... ..ot i 2
II.  Preserving Stability and Accelerating Growth ....................... 6
IV.  Promoting Sustainable and Equitable Social Development . ........... 24
V. Improving Governance and Strehgthening Institutions. . ............. 32

Chapter 1. Fiscal Sustainability and Debt Management in Ecuador

Vicente Fretes-Cibils, Rashmi Shankayr, and Elizabeth Currie. .. ............ .43
I.  Background and Current Context. ... ......coveviiiiiienn... 44
1. Fiscal Trends and Challenges. ........... ... ... oL, 48
ITI.  Fiscal Policy and Public Debt Sustainability . . . . .. e 53
IV. PublicDebtTrends .. .....cuvitii e e 56
V. Policy Options to Strengthen Fiscal Sustainability. . .............. ... 62
Annex. Public Debt Management. ....... ... ... .. ... ..o i 66
Bibliegraphy .. ... L e 71
Chapter 2. Tax Policy and Administration

Osvaldo Schenone . ........ .. . . . . 73
I Background......... ... 74
II.  Three Primary Problems of Ecuador’s Tax Policy. . ............... ... 76
HI.  Modernization of the Tax Administration—Two Priority Reforms ... ... 83
IV. Recommendations. ............. .. .. i 85
ANDEX . o e e e 90
Bibliography . . .. ... e 93



vi REVISITING ECUADOR'S ECONOMIC AND SOCIAL

Chapter 3. The Banking System: Current Context and

Remaining Challenges

Rashmi Shankar and Jean Clevy. . . ... ... ... oot
I.  Profile of Ecuador’s Financial System ...........................
II.  Structure of the Financial Sector. ... .............. .. ... ... ...
III.  Liquidity Management and Solvency ................. ... ... ...,
IV.  Risk Profile of the Banking System . .. ... .......... ... ... .....
V.  Policy Recommendations .................. ...
Bibliography . . ... ...

Chapter 4. The Oil and Gas Sector

Eleodoro Mayorga-Alba, Alfredo Monge, Oscar Arrieta, Jorge Albdn,

and Horacio Yépez . ... ... i e
L Current SItuation . ......oiii i e
II.  Principal Aspects of Sector Reform . ............ .. ... ... ...,
II. Final Recommendations ....... .. ... i,
ANDEX oL e e
Bibliography . . . ...

Chapter 5. Economic Growth through Improved Competitiveness
and an Enhanced Investment Climate
Mike Goldberg, Juan Carlos Mendoza, José Guilberme Reis,

and Eric Palladini . . .. .. ... ... . . . . .
I Introduction . . ... e
II.  Competitiveness Challenges .............. ... ... oiiiiiin.
HI. TheFinancial Sector .. ........ ..o o
IV.  Policy Recommendations ................. O
Bibliography .. ........ .. i e
Chapter 6. Electricity Sector ;

Susan V. Bogach and Eduardo H. Zolezzi .. .. .................... DI
L Overview of the Current Situation . ...... ... ... ... oo,
II. KeyChallenges .........cooiviiiiiiiiiiii i,
II  Policy Options. . % . ...\ttt e ettt e
Bibliography . . ... ...

Chapter 7. Boosting Sustainable and Equitable Social Development

Monique E Mragek ... ... e
I.  Sector Overviews, Trends, and Diagnostics ......................
II.  Policy Recommendations ............. . .oooiiiiiiiiine...

Bibliography . . .. ...



CONTENTS vii

Chapter 8. The Pension System

Rafael Rofman . .. ... ... 251
I System Diagnostic. .......... .. . i 252
II.  Proposed Policy Solutions . . . ...... ... ... .. i i 263
M. Conclusion ... ... i e 266
Bibliography . . . . ..o e 269
Chapter 9. Sustainable and Inclusive Rural Development
Francisco Pichon ... ... .. . e 271
I.  The Context for Sustainable and Inclusive Development

inEcuador. . ... 272
II.  The Agricultural Sector. ... ....... ... i 277
III.  The Institutional Setup for Rural Development .. ................. 284
IV.  Ethnicity in Rural Development. . ...........c.oouviiiinennn... 287
V. Environmental and Natural Resources Policy Challenges ............ 290
VI. Conclusions and Recommendations . . .......................... 294
ANDNEX . . e e 310
Bibliography . . . . ... . e 313
Chapter 10. Enhancing Public Sector Transparency and Accountability
Edgardo Mosqueira. . . ...................... T 317
1. Three Key Governance Problems: Corruption, Lack of Transparency in

Public Management, and Weak Delivery of Justice . .. .............. 318
II.  Foundations for Further Reform . ... ... ... ................. 325
[II.  Policy Alternatives to Increase Transparency and Accountability in

Public Administration......... ... . i i 333
ANDEX . Lo e 343
Bibliography . . . . ... 346
Chapter 11. Labor Market and Civil Service in Ecuador

- Jeffrey Rinne and Carolina Sdnchez-Pdramo . ... ........................ 349

I.  LaborMarketinEcuador ........... ..o 350
II. CivilService ................... N 361
Bibliography . . . ... . e 370
Chapter 12. Decentralization
Jomas Frank ... .. 373
L Introduction ........ ..ot 374
I Issues ..o 375
M. Moving Forward: Strategy and Policy Options . ................... 383
ANNex. ..o e e 392



viii REVISITING ECUADOR'S ECONOMIC AND SOCIAL

Chapter 13. Basic Infrastructure: Water Supply and Sanitation,
Telecommunications, Transport, and Urban Planning

Franz Drees-Gross, Eloy Vidal, Emmanuel James, and Alexandra Ortiz . . . . . . ..
L. Introduction . . ... it e e
II.  Description of the SECtOrS . . . ..o\ \vuete et eer e,
III.  Diagnosis of the Main Problems and Challenges...................
IV.  Sectoral Policy Recommendations.................... ... ...
ADNEX e
Bibliography . .. ..o



