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'UNA PROPUESTA DE RECUPERACION ECONOMICA EN UNA
ECONOMIA DE RECESION: UN ANALISIS DE ECONOMIA.
ECUATORIANA Y CIUDADES FRONTERIZAS.

APROPOSAL FOR ECONOMIC RECOVERY IN A RECESSION RIDDEN ECONOP
'ANALYSIS OF ECUADORIAN ECONOMY AND BORDER CITIS.

‘Halim Austin Obiajulu Joe is 2 graduate of Economcs from he presisous Uivarsity
of Lagos Nigeria, bold m advanced level certificate in G.CS.E AL London, 3 diploms
in banking nd Sance, TOEFL B2 certificate and 3 mastes degree i qalit sdction
management from the North Technical University (UTN) Tara (Final year student) A
research analyst in_political _econommics, and scienific axicles. Versalle fn_interationsl
political sconomy. Co-authored book in. management of quality_education. Presently,
erudit lecturer 1n the Stte Pobytchoie University of Carchi (UPEC) Tulan

UNIVERSIDAD POLITECNICA ESTATAL DEL CARCHI
sustin i @pec adnac
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Many evitce of dollarization of Ecuadorian sconomy chould alio count the achievement:
ollarzanion policy hae avail Eeuador. Economically, comtmee vith  balace of payment
problems are mandated.intemationally 10 devalue ther currency, devaliation of Ecuadorian
Sucre would have been a dizazter for Eouador sesing that Ecuador az a counny iz not
industrially developed rather it's operating a monotonic economy highly dependent on
ot of erude il and pre-processed agro prodct. Secondly. segnior age which 1o Eeuador
is a huge gain, <ines the counny i not responcibl fr the cost of prining thirofficial
curency: Paradoxicall vwould have been an expences if he government operates a Sucre
cconomy.  Alikough the present sovernmens has mads memendows changes and. alio
mecsurable achiesement: Kudos 10 the government of Rafael Correa, here i el normous
cconomic_challengesand Inmence gap berween i poor and the reach which _next
Zovernment need to tackle 1o alleiate the present _economic hardship. Establshment ofa
Jea radszons i panacea 10 conguer hallenges posed by Colombian Pecos 1o Ecuadorian
cconoms. FIZis a card changer 1o minimize brain drain from border provinces and
rekindle commercial aciiies az well a5 gonerats normous employmens opportuniy which
il in . increcse govenmens revenue . exterminatepoverty_and curb. recesion. being
experienced presenty by the sconomy e 1o Jical policies. Tax polcy is_economically
lucratie i’ corecting  sconomic avomaliss but  sovernment should alzo take. into
considerationth ratioof inempleyment o Employment which direcly determine: purchasing
poverand any anempted merement i tation chould bevithina sripulated economic perod
morder to maich  sconomic. srouth vith developmn.

Number of pages in PDF Keywordsiseigniorage, dollarization, fiee -nade zone ( FT2), Mop-
up liguidiy evowding-oue.
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Much has been said dbout estblising 2 fie Zone i almost every border fown in
Ecuador 323 soluion to tackling Ecuadorians shopping spree  in Colunbia nd other
neighboring coutries of Ecuador. The Correa government bas signed virtal 2l agreement
need foratake offof FZ but web—foot atifude of the government made the mplementaton
of the mommentl agreement 3 mirage.

‘Beneit from the FIZ areiommersble 35 both trnsport companies, sbsidiries and
indigenous fims can recomt huge benefits ranging from reduction in operating cost of
importation of raw mterisl from China and other countries will be drssically reduced.
Apparenty, FTZ. is an altematve way of creaing jobs which s subsequent (o springing-up
f sbsidiay industiesthat akes advantage of the FIZ 1o crsste both minor and major
exmployment opportuities thersby mifigstes b cresion burden on the goverament.

Research methodology used.( QUALITATIVE  METHOD)
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The wmresolvedquestons are, how to minimize influ of Ecuadorian troopinginto
Ipiles and othr neighboring countries to purhase goods and services 3t chesper rates
threby eniching Colombian sconomy instead of her economy!

Secondly, Howto boost  economie acivty in 2 recession ridden. economy? The.
problem presenty plaguing commercalizaton of Ecuador's border cites espacially Tulean.

The Ocean of Beuadorians focking into Colombia everyday which almost 80% with
2 motive to go shopping on domestic ifems o servees was aresut of devahuation o the
Colombia Pesos and the chesper commodity prices due fiee trade sgreement between
Colombia and global world Which enzbles go0d amd services to_entr into Colombia
voidable of taiffs and customs duty a5 compared o Ecuador the neighboring county. This
atitude contrary enviches Colombia's economy and underscores economic projecion and
imvestment hopes i Ecuadorian economy. It lusrates that more goods and services wil
be abandoned in Ecuador while more  money ina Ecuador wil be chasing few goods in
(Colombizn and ofber neighboring counties.

2. JUSTIFICATION

This research was necessary in oxder fo address the prosent  scomomic. hardhip,
migraton, by youths from border cites of Eeuador to ofbe cifies in sesach for greser
pastuze and the almost fast lquidation of private and small seale businesses in the border
towns due poor patonage of made i Ecuador goods by Ecuadorians and preferace to
shop in Colombia_cites of Tpiales nd Pasto etc.

Free trade zone s narea or zone ina county where goods can freely amive, handled,
reconfigured o mamufactured and Lter bere-exported wihout bing subjected o custoss duty
o any fomm of ifF by the govermment of 3 county opertig 3 fiee trade zone.

(Goods from a free trade zome e culy subject {0 trxes, dusies only when such goods
Srom same free trade zone are allowed o b traded.in the s3me pcifc. economic zone. For
example, if goods landed i in 2 fee trade zone extablizhed by Ecundorian govermment and
se-exporied into Ecuador, the government can impoze duty on 7 re-exported goods.
Generlly, economist vill favor  th opinion that fee trade zome provides are chezper
overhead cost which will inforn lower consumption ost o the fina conmer 2nd 2dd more
consumers to the market. The des of 3 fiee trade zome s to icrease  sconomic growlh,
atract employers reduce poverty nd wemployment.

In China, the government hus noticed the  crackdown of their once robust financial
economic growth and resoted o fie trads 2056 32 3 -tooling fctorto revamping the
Chinese sconomy.

3. Argument against dollarzation of Ecusdorian economs.

To. encourage. even sconomic grovth and deelopment _government chould consder
Anthony Thirbwal law as sated below: “Thivbwall aw (named aftr Anthony Thviall)sates
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April 2016 tereafer, consumer price index recorded it worst increzse afer April 2016

Srom 1043710538 due ncressen taxes

A,

Ecuador GDP from constuction recorded it highest pesk in July 2014 which was due
o government pumping inof more capil to consouetion and also 2stzble crudeoi prices
and isterual seveme retun. The record  showws 3 dowmward slope fom Jaly 2015

Jamiary 2016. The worst record was July 2013

Ecuador Economy Data Tabls
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The able above shows hat economic growth rate was 2 it lowest of -190 35 against0.10
d 340 inthe pemilionste. years. While GDP anmual growth recorded i the pensliste
years 120 2nd 1020 to 2 record low of 300 in 2016

-HHHHHHHH HH

FIG. 1 Ecusdor GDP Constant Prices 2000-2016

(GDP Constant rices in Ecusdor deczezsad o 17113228 USD thousand nthe ft qster
f 2016 from 17442047 USD thousand in the fourth quarter of 2015. GDP Constant Prices in
Ecudor averaged 13356092.74 USD thovsand from 2000 w2016, reaching an sl e high
of 17662856 USD thousand in the fourth quarter of 2014 and 3 rcord low of 9134587 USD
thousand in the fist qusster of 2000. GDP Constan Prices in Ecusdor i reported by the(Banco
Central del Ecuador) Such 25 decrezse was accounted by:

Fall in crude ol prices
increasad taxes

fiscal and monetary govemmment policy.
Budgst djusment.

These policies employed by the govermment in the fiseal year 2016 in order to cwd.
secesson for the fllin GDP in 2016 35 can be een fom the graphical sualysic sbove.
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that i long run balance of payments oquilirium on current aceount i @ roquivemens. and the
real exchange raie siays relatively consiant then the long run growth of a cownmy can be
approximated by ha rati ofhe rowih of export o the incoms elasicty of demand.for mports”
(Thiriwall, 1979

A county is 53 to adopt unofficial dolarzaton policy when cifzens of such counry
spend foeign cumency togetber wih local cumency or offically dollarizaon when the
coutry wes s forsign_cumency 33 3 legaltender in every facet of it dily transaction
within the county’s temtoy. In pracice, Ecusdor may be ssid to have official dollization
even though few of it local coins areequialents o e wnited sates conts are wsed alongride
the United States Doll

Many arguments have been posed eifer i fomm of comstctive crifcsm or in_{he
corollry in favoror against he adoption of 2 dollrized economy iniiated by Jamil Maboad
regime, pfected by Gustavo Nobos an elected vice president turm president. The economic
collapse. in 1999 was caused by several developments ranging from devaluation of Sucre
inFebruary, defult in exterual debt payment i September, 2nd the overal politiea instability
coupled with non-dimensional policies in March, drew much agitation foreconomie reform.
Official dollriztion fumction i sbsolute terms when binations] counries sharing same
board post flots or spends same official curency whichis contrary n the case of Colombia
nd Ecusdor which share  border tothe north of Ecuador, while  Ecusdor uses The Usited
States Dollr, Colombiz  spend Colombia peso which ifs present official exchange rate o
the USS Dolar a5 atthe time of filingin this project investgation stood at 3,000 Colombian
Pesos to 1 USDS.

This accounted for anabated queue of Ecusdorians rushing to make their key puachase
inTpiales, Pasta and oher Colombian cites. Another cogent factor,is the free tade zome
and bilateral rade agreement between Colombia and ofher comtres especially the United
States of America among ofbers. Eeuadorian goverment camo devalue the Dolla dueto
the fact tat Bevadorian Economie s pracically an offiially dolarization sconomy, which
advocates of refumto Sucre have criicized dming the 201572016 economic recession 2
resltof 2 ll in crode o prices i the nterational market and dependncy on pre-processed
agro export by the. Beuadorian economy.

Devloping economies qfen experience high and unstable inflaton. rates when. their
sovernmentsincrsase the money supplyto finance higher eves of government spending. High
and unstable inflation rates recult in @ more unstable imscoment climate and a lower rate of
economic growih. When peopl lose fdh i the domestic currency. i ot ncommon or another
curmrncy t0 be used as @ medim of exchange n the domestic sconomy. Because o is relatve
stabiliy and use as an internarional reserve curreny, the ULS. dollar frequendy i used for his
purpose. "Dolarization”i said 0 occur hen the U, dolarreplaces the domecric currency az
the offiial medium of excharee.

(Shelton, April 22, 1999)
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Advocstes of dolarization sggest that developing economies that replace thei less
stable domestic cuency withthe U.S. dollar experience  lower ud more stable infaton ate.
A lower and more sable inflaton at,infum, i expectedfo lead to 2 higherLevel o ivestment
5 3 faster rate of economic growth. This benefit iz Larger when the domestic monetzy
‘auhorifies have established 3 poor rack record in maintaning 2 sable domestc money supply.

According to dollarizaton advocates, LDC's which replaced thei asable domestic
cunency with 2 foreign curency such 2 dolla/ewo are bownd. o huve lesser inflation
ad 2 bettr stable economy which is czpable of spuming fnvestment ad icrease
rowe. Official dolasization wil not atain ifs potensials ift doesnt make more efforts
ofher than wsing foreign curency.  When fnancial fntiions are allowed freedom of
interplay i absence of bizs against foreign fnancial instintion which undetake same
responsibilty : ( accept deposit 2nd make loa), s il ead. o fll fioancial integration.
Othar benefits of dollsrzaton inchades: reduction of inflston fom dowble digits to_ single
digit thatmany comntries strugele to achisve, Lovwes infltion uaraatee prices of goods md.
services which i what Bcuador enjoy in he form of present day sablity in the price of
properies. In addifion, goversment might fake advanizge of "segniorsge” which may be
counted 2 evenue fo 2 government when the money that s created i worth more than i costs
o produce it This evene is oftn used by goveraments o fance portons of their expenditres
withoutbaving to collet taxes.

A citeal and analytieal look at comesim, 2 nomenclature for  Rafael Comea sconomic
political ideology, Rafael Comrea 2 seductive good ocking. sconomist who was saddle with
the ask of resusciating 2 country plagued with poliieal intabiliy and economic lnmilston
with an almost collapsing curency which was vetoed for 3 change to USS  dollar Despite
remarkable economic changes and achievements of the  Comea's govermment, fhere are
major policy mistakes maily the policy of croweing out which the government embarked
onn order o santze the public secto, threby chamneling almost all enerzy and esources
o the public sector while the privae sector was letto wobble. Subsequenly, 2 lopsided.
Ibor sectr.

The policy only succeedd in the development of human capital let fo_compete
with fow job oppertties which the publi sector coud generate fstead of floating 2 free
enteprises where the public and the private sector interplay to 3dd more job opportumiiss
since the public sectr can not contan the yaming of the population of almost 18 million
people forecated by he economy. Having flooded the Beuadorian economy with milions
of dollars in cah and loan, policy makers 2re ow bsessed. on how (0 mop up excesses, fo
avoid hyper-ifltion then, 2w the present increase in taxation fhat left the economy 2
crseping inflation

The present recession bas thrown 3 once vibrant sconomy into 3 pandemonic
economic stuation with m lmost sbsent of clue o 3 reslientsohuon, while the common
man becomes 3 vietim of circumstance. Govermment i lao taking it fum i this epleptic
challenges of resoring hope on the economy by creatng more job opportmities which
il pilo the sconomy from the present recession. Bt analyzing sconomic projection from

T R G o DR B
SATHRIN 14,7155 55 13906925 LATNOEA 2195, o~ Semtre 2016





OEBPS/image/10-Texto_del_artículo-60-1-10-201707069.png
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FIG: 3

‘Beuador Gdp From Oil and Mining - acual dta, historcal chart and calendar o relesses 35
‘pdated on July of 2016, Shows 3 fluctuating ol and mining prices due 1o global factors
he international maket from the raphical record sbove the fist quarter of 2016 was the
vas hitwith asscord low below 1650000

owattll]

FIG: 4

A consumer price index (CPI) measwres changes in the priceavel of 3 market basket
of consumer goods and services puchased by bowseholds. The CP1 is a staistcal esinste
constructed using theprices of 2 sample of representative ites whose prices are collacted.
periodically.(emch . 2)

Lokt consumer pice index ( CPD) shows that prices of conmumer goods and service:
was Suctusted ater July 2015 - October 2015 while 3 upward increzse fnprice fom.
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(DEAC, 3gosio 1, 2016)

Economist e of the opision that with this_sconomic cimate, Ecuador’s sconomy s frecsat
toslipinto 3 deep ecession. Ecomomist see GDP contracting 3.2% hi year, which i down 03
percentage points fom st monh's forscas. Economist expect e economy to record  msaller
decline of 02% i 017 Unless, govermment step up._policies geared towards reinstatng the
economy. IDEACS, Agosto 2016)

“Ifthe real exchangeratevaris considerably, but the pric lasiciesof demand for mports
and exportsare low, th long run rowth of the cconomy il hen be determined by the growth
of world income time th raioof the income elacticty of demand for exportz and imports which
ara determined by the structural haractaristics of counris. On important example of is s
thatf devloping counties produce mainly primary products and low alus manufactured so0ds
with a low income elaticity of demand, while developed countris: specialice in high incoms
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elasticity mamfuctured goods the developing countrias wil grovw at a relatsely slower rate”
(Daidson, 1990)

4. CONCLUSION
Fially, there is 2 incessant ad vocation although it might seem 25 2 mystcal,
totuous, ambling discoure which sounded to me 32 3 good desl for govemmment o revisit
s fiscal znd monetary policies with an aim o make some fine-tming that will reverberate
the conomy restore hope and_improve he standard of ving of 2 common man which was
among th poitcal manifet ofthe present goverament No doub, fh govermment s not foding
s ams but e distactons of the global rcession 2 fll in global of price and ofber
economic consequences. are also one of the {breatening factr o acheving these bjectves
Low oil prices are among the major factors that has squeezed the economy.

Thersfore, government should _diversify and look into  mechanized agriulture i
order to boost sevenne and augment oil revemme to keep the sconomic whesl on the march.
again The agitston o de-dollizaton will beon the ncresse i the present low ol price
continmes 5025 to be abl to encourage export and reinance deficit_from the coming year
but advocates should also reconsider  the luger benefits of dollarization 35 discuss
extensively in tis reseasch work. However, tere is 3 Lage hope the sconomy wil rscover
25 the comtry look forward to gain from it major social investment from the next year.

5. RECOMMENDATIONS
Much has been discussed s evident fo support  changein goverment policies in
the next dispensation, 017 Therefore, i my  opiion, Poliy statement shovld inclnde:

1. Estblishment of fre rade zone n each border ity to reduce shopping and emich
neighboring countries 2ud. engaging in more trade agreement with ofher cowtris

2 Goverament should mplement TRUE CAPITALISM to aval equal opportumity for
private andpublic sector Where thereis competifion, i encowage effiiency, eficacy.
and quality.

3. Good bargain for foreign investors by creting 3 conducive enviromment  and 3
ressonable tax policy for fmvestors fo vestor

4. Inplement price daily pricing propaganda to getthe citizens iformed on prices
beyond borders tis awarensss will curtsl the influx of peopl to neighbaring.
county, 2o implement  pricing poliey of ( price foor and price cellng o monitor
inflation rte).

5. Eacowage export actvitis, by creating 214 cantry technological advanced
products 2ud services instead of pre-processed prodvct which s litle bargaining.
power in the inerustons] mket. The usited. sate of Amerca is smong the lrgest
xportr intheworld and couiies continues buying fom the U'S insame Dollar
cunency obiainable in Ecuador

6. Embak on dabt buy back to improve balance of payment problem. This will be
discuss inthemext publication.
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T research work i focused on the present cconomic and financial siiarion facing
Ecuadorian border province, a eritial look at Tulcan a Border town near Colombia
the choice place where most Ecuadorian prefers shopping. most of heir domes

other conzumable prodic. Th effictz on the Ecusdorian sconomyand particlarly on. bucinesz
and commercialactvitec i the province of Carchi.

o and

The research swent urther 1o, examine he problems prospects poversy and unemployment
Lol i the province reacon for brain drain and why youns sraduats: from he province
bandons th city for sresner pastrez i other bigger citec ke Guayagul and Quito alzo
proffrs  sconomic solution on ways to boost commercial activitiec i the said province in
order to ganeta. empleyment and curb the vate f souths migration 10 other cie. Finally,
provided a sentaive cugescrion: on hov to counter the thece criciz by sctablching o free
ade zone which apparenty will changs the sconomic powr play and purcha:
back 1o Ecuador. The rush 1o pials was consider sconomically mportant s o he constant
fuctuaron in the value. of Colombian Peco 1o the. dollar shich miggers consumer:
‘prefevnce._for Ipilsz a Colombian border tovn vith Ecuador. The article discuszes the
bengfis of ree made zone 1o Ecuador and how it will <mike a balance bepven the Eouador
offcial curency( US Dollar ) and the Colombia Peso.

1. INTRODUCTION

This sesearch was prompted by the curent challenges posed by the devaluston of
(Colombizn Pesos  threat fo elasticity of demand and supply in Beuadorian economy, with
2 focus to finding 2 Lasing soluion o this menace

“Given Ecuador's lack of a local currency and the limited liguid assets nesded 1o
confront the complex sconomic siuation. the naw siobal context has iggersd a significant
dacline in domestic demand, especially public demand. Tho government has been forced 1o
Sharply reduce public imvesment and 1o curb spending. despie offoss o explors exiermal
fnancing aptions and increase non-oil revenue. Thizrecuction of public spending has negativly
ffcted economic aciviy despits government protecton of swatsgic imesments and more
rational public spending. Adiionaly. the rapid macrosconomic deceleration has affsred
prospects of households and firms — reflcted. for example. inlevels f consumer and business
confdence, a5 el as private consumprion. levls — puting added pressurs on domestic
demand”Gnld bask, 2016)

olombia's consistenly sound sconomic policis and aggvessve promtion af e rade
agrsementsin recent yoars have bolstred i abily 1o waather external shocks. Real GDP has
Sroun mors than 4% per sear for the past tree years continiing almost @ decade of srong
economic peformance. Allhves major ratings agencies have upgraded Colombia's government
debt 0 imestmnt grade”(CIA factbook, 2013)
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7. Lt of ban on safeguard tarif; that and other hostlle Eeusdor’s foreign policies
in 2vway might account for the sluggish moves onthe part of the Exropean community
in admitting Beuador 253 visa fee country fo Europe  which other neighboring
coumtries i Latin America are proseting enjoying.

8 A comtructive reform on capitdl fzx system is necessary fo atract foreign,
investment.

9. Goverment should eschew unbealthy compestion in form of xowding out against
the private sector 3 the challenges of cresing job opportmiies iz 3 collective
responsibility of the private ud public sector respectvely. Figures from the Fiscal
Policy Observatory 2006 statisties data had it hat almost §0% of totl nvestment
in2006 was fromthe private secor which dwindledin comsecutive years due the
overument policy of crowding out nd whealthy compeifion agsiast the private
s

10 Government should embak on 2 bal ot policy to restore and revialize the private
sector which has rcorded a menace of lquidation ofprivate businesses due to harsh

‘governmen policies.
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SUMMARY

Many eriti of dollarizaton.of Ecuadorian economy should alzo count the  achievementz
dollarzanion policy hae avail Ecuador. Economically. comnriee vith balace of payment
problems are mandated intemationally 1o devalus ther currency, devaluation of Ecuadorian
Sucre would have been a dizactr for  Ecuador seeing that Ecusdor s a counny i not
industially devloped rather it's_ operating @ monotonic_economy highly dependent on
export of erude il and pre-processed agro product Secondly. segnior age which o Eeuador
ic a uge gain, since he counny i not responsibl for ths cost of prnting thir affiial
currency: Paradexical. vould have been an expenses ifhe government operates a Sucre
cconomy  Alihough the present governmens has made memendous changes and. alio
measurable achiesements Kudos 10 the government of Rafael Correa there i stll normous
cconomic_challenges and Inmense gap_berwsen e poor and the reach which _next
government e to tackle 1o allviate e present _economic hardship. Esablishment of
Jrea radszons i a panacea 10 conguer challenges posed by Colombian Pecos 1o Ecuadorian
economy. FIZ.is a card changer 1o minimize brain drain from border provinces and
rekindle commercil aciiies as well as generats enormous employment opportunty which
il in . increase governmens revenue . exterminate poverty_and curb. recesion. being
experienced presenty by the sconomy du 10 fical policies. Tax. policy is sconomically
lucrative i’ comecting  sconomic anomaliss but  government should alco take. into
consideration th ratioof nempleyment o Employment which direcly determines purchasing
povwer and any anempted merement i taxation chould be ithina stpulatd economic perod
i order to match. cconomic grouth vith developmant.

Number of pages in PDF-Keywords:seigniorass, dollrizaion. fres -rade zone ( FIZ), Mop-
wp liguidiyrowding-out.
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e table below: It is obvious hat there i =l doubtithe futue of employment sd dis-
employment comme the yesr 2017
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(fondo monstrio inemacionsl, 2016)

Nonetheles, the sbove data from intermatiossl monetary fmd propose and increse
memployment come 2017, bowever, thare s new bope from 2 blesk sconomy  which
signs are clealy witen from e sharp recovery which the Beuador economy has recorded
inthe. fae of ecesion from th ast fow months. Jodging by staisieal daa and govermment
propagands tools.  Although the common people are yet o st the feling on the widely
amounced economic recovery from recesson, 35 we all know, recovery 53 gradual
process.

“The biggest secior of Euador s cconomy s servces. Retal and wholesals rade. htels
and restawranss. ranspors, communication and warshousing, fmancial ntermadiation.
professonal, sechnical, adminisvarive and household services, education and. healih and
sovernment ervices and goods account for 57 percent of he GDP. Manufactuing. mining and.
Quarying create 23 percent ofth wealth and consuction and water and elecrcity dicrburion
1 percent Agriculurs, foresy and fiking accouns for the remaining 9 percentof GDP " (banco
central, 2016)

Thersfore notable advancement in technology s stlled by inabilty of the govermment
o atiract forsig investment due f high investment ax 2 2 result development stategy in
Ecuadors partial man cpital based. The country cannot compete with other Latin America
coumtries ike Argentina and Brazil.

Free Trade Agreement.
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