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After several difficult years, Ecuador's economic and political situation appears to be looking up. In line with International Monetary Fund (IMF) guidelines, Ecuador continues to stress structural reform, increased foreign investment, and fiscal stabilization. For 2001, Ecuador's real gross domestic product (GDP) is estimated to have grown by 5.9%, up from 2.3% growth in 2000, and the best in Latin America. For 2002, Ecuador's GDP growth likely will be lower than in 2001, due mainly to lower oil prices and a global economic slowdown. Ecuador's inflation rate fell sharply in 2001, to 37%, from 96% in 2000, and is expected to fall below 10% in 2002. Unemployment remains relatively high at 11% in 2001, but for 2002 is expected to decline to 9.5%. Revenues from construction of a $1.1 billion heavy oil pipeline are helping to fund the country's fiscal stabilization fund and to pay off debt. Pipeline construction is expected to be completed in late 2003 and to generate over 50,000 new jobs and to attract $3 billion in foreign investment. Overall, Ecuador's oil sector accounts for around one-fifth of the country's economy, and is the country's most important source of foreign exchange. 
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Since oil was discovered in Ecuador in the 1970s, it has become an increasingly important part of the Ecuadorian economy. Oil export revenues accounted for around 45% of Ecuador's total goods exports in 2001, making the economy vulnerable to sharp fluctuations in oil prices, such as the sharp decline in prices since October 2001 (At that time, Ecuador's oil basket fell from nearly $20 per barrel for the first 10 months of 2001, to around $13 per barrel in late November). Currently, Ecuador's oil is selling for several dollars below $19 per barrel, and if these lower prices are sustained, it could force Ecuador to cut spending or to face a budget deficit, since oil accounts for nearly 40% of the government budget. The gradual phase out of fuel subsidies was to have begun in mid-2000, but was delayed until early 2001 due to popular opposition.

The country has 2.1 billion barrels of proven oil reserves, with crude production of around 415,000 barrels per day (bbl/d) during the first 10 months of 2001 (up from 395,000 bbl/d in 2000). Most of Ecuador's oil reserves are located in the eastern Amazon region, known as the Oriente, where major oil fields include: Shushufindi, Sacha, Libertador, Cononaco, Cuyabeno, Lago Agrio, and Auca. Significant new oil deposits are suspected to exist. Ecuador consumes around 149,000 bbl/d domestically, with the remaining 276,000 bbl/d being exported. 

Petroecuador is attempting to attract foreign investment in the country's largest oil fields, and to boost its production from 230,000 bbl/d (around 56% of national production) today to 600,000 bbl/d by 2005. 

In early 2001, however, Ecuador's Congress rejected legislation to allow joint ventures, and in December 2000, Ecuador's Constitutional Tribunal rejected a government reform plan, which would have allowed private companies to take operational control (not ownership) of Petroecuador's top five oil fields. Meanwhile, Petroecuador is trying to streamline its own operations, is cutting its workforce, and is seeking greater independence over its fiscal and administrative affairs. Ecuador's main export market currently is the U.S. West Coast. 

A major new oil project aims to develop the Ishpingo, Tambococha and Tiputini (ITT) oilfields, with estimated reserves of 700 million barrels of heavy oil and initial output of 130,000 expected. Eden-Yuturi is to be developed and add 45,000 bbl/d to Ecuador's oil output.  In November 2001, approval was granted to build a 100,000-bbl/d pipeline to link Eden-Yuturi to the new OCP heavy oil pipeline.  

NATURAL GAS
Ecuador has an estimated 3.7 trillion cubic feet (Tcf) of natural gas reserves, but the country currently lacks the necessary infrastructure to utilize these resources. Natural gas associated with oil production is flared. Consequently, there is no natural gas market of any significance in Ecuador. This could change, however, with the development of fields in the Gulf of Guayaquil and the eastern Oriente region. U.S.-based Noble Affiliates (and its subsidiary, Energy Development Corporation Ecuador Ltd.) has signed a 15-year agreement with Petroecuador to tap the estimated 177 billion cubic feet (Bcf) of recoverable gas reserves of the Amistad field in Block 3 of the Gulf of Guayaquil. As of November 2001, Noble reportedly was looking for a partner to help it develop Amistad. In July 2001, the Amistad 7 well tested at 19.4 million cubic feet per day. Ecuador also is attempting to increase recovery of associated natural gas from the Sacha and Shushufindi oilfields. 

ELECTRICITY
In 1999, Ecuador had an installed electric power capacity of about 3.7 million kilowatts, with power generation of 10.1 billion kilowatthours (bkwh). About 70% of Ecuador's electricity generation in 1999 was hydropower, and the remainder was thermal generation. Roughly half of the country's electricity comes from one hydroelectric plant, Paute. In early October 2001, Ecuador's government declared a state of emergency in the country's electricity sector due to a severe drought, which has reduced production at the countries' hydroelectric power plants, including Paute. The government is urging that energy conservation measures be taken. 

Ecuador's power demand is growing rapidly, but generation capacity and transmission and distribution infrastructure are having trouble keeping pace. About 25% of the population remains without access to electricity, and demand is increasing in the areas that are electrified. In addition, there has been insufficient capital for maintenance, and parts of the power grid are in very poor condition. In November 2001, the World Bank approved a $23 million loan to support Ecuador's efforts at modernizing and expanding the country's electric power and telecommunications services. New generating capacity is being added, all privately financed. Another power project is a natural-gas-fired plant to be located near Machala. The $90 million plant is to utilize natural gas from the Amistad field in the Gulf of Guayaquil, and will have a generating capacity (simple cycle) of 130 megawatts (MW) by late 2002, with expansion to 240 MW (combined cycle) scheduled for completion by 2004. In other news, Ecuador is planning to phase out the need for oil-fired electricity generation in the Galapagos, in part by increasing reliance on wind and solar power, following a serious oil spill in January 2001 (see above). 

Privately financed projects undertaken to augment the electricity infrastructure include constructing a 230-kilovolt line to link Milagro and Machala on the Pacific coast, linking the northern and southern parts of the country, and linking a new hydropower station into the central coastal grid. These projects should improve existing interconnections with Colombia and make possible interconnection projects with Peru. In September 2001, energy ministers from the Ecuador, Colombia and Peru signed an agreement on integrating their three countries' power grids. 

Restructuring
In 1961, Ecuador's 22 regional power companies were joined in the Instituto Ecuatoriano de Electrification (INECEL), which controlled generation, transmission, and distribution of electricity in Ecuador until 1998. INECEL has now split into six generation companies (HidroPaute, HidroAgoyan, HidroPucara, TermGuayas, TermoPichincha, and TermoEsmeraldas), one transmission company (Transelectric), and 19 distribution companies. These companies are owned by Fondo de Solidaridad, the newly created Solidarity Fund. 

Ecuador's private electric distributor, Empresa Electrica del Ecuador (EMELEC), is planned to be sold by Conam, the state privatization agency, with a contract scheduled to be awarded in February 2002. EMELEC is Ecuador's largest utility, located in the Guayaquil area and serving 30% of the population. In December 2001, Conam announced that it would postpone the auction of 17 state electric power distributors to sometime in the first quarter of 2002. Privatization of the distributors has been delayed several times, in part due to opposition from labor unions and Indian rights organizations. Also, in October 2001, the country's Constitutional Tribunal ruled that sale of the 17 power distributors would be illegal (the government rejected the ruling, leaving the situation uncertain). Possible buyers include Spanish utilities Union Fenosa, Iberdrola, and Red Electrica de Espana, plus Electricite de France. 

In preparation for privatization, power subsidies are slated to end, increasing the consumer electricity price. Ecuadorians pay an estimated less than 30% of the actual cost of their electricity. Prices will rise slowly over a number of months, and subsidies for very poor customers will continue, in accordance with the plan supported by CONELEC, the national electric power regulator. Conam favored an immediate end to subsidies with a one-time rate hike, which presumably would have been more attractive to investors. However, fears of social unrest prompted the more gradual approach. 

REGULATING ECUADOR’S ENERGY









The government of Ecuador will retain a significant role in all the activities of the electricity industry.  Nevertheless, it has indicated a willingness to reduce its commercial presence while retaining the role of oversight and regulation of the industry.  For example it is considering privatizing the assets arising from the unbundling of INECEL’s activities as well as its participation in the distribution companies.  But the government will still remain a significant participant in the industry, as it has to retain, by law, 51% of the shares in the privatized companies.

· Consejo Nacional de Electricidad (CONELEC) initiated its operations in November 1997.  It is in charge of the regulation and oversight of the electricity sector.  Through CONELEC, the government has the power to delegate generation, transmission, commercialization and distribution to the private sector through concessions.  CONELEC is also in charge of planning activities, including the preparation of the national electrification plan, which is mandatory for public entities but not for private entities.  The members of CONELEC’s board include, a representative of the president, members of the production groups, the electricity workers and the army.  CONELEC will also regulate transmission fees and retail tariffs based on formulas contained in the regulations.
· The Centro Nacional de Control de Energía (CENACE) initiated its-operations in February 1999, as the operator for the new wholesale market. It is in charge of managing the physical and financial operation of the market. CENACE is a non-profit technical private corporation and is formed by the members of the wholesale market, including the generators, the transmission company, the distributors, marketers and large consumers.

· The Solidarity Fund currently holds the shares of the government on the commercial activities in the sector.
· The Consejo de Modernización del Sector Eléctrico (COMOSEL) is the entity in charge of implementing the changes in the electricity industry that are mandated by the law. It will be in charge of leading the privatization process of the different electricity companies.
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