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SUBJECT: Program Assistance Approval Document for
Nicaragua

Your approval is required for an emergency cash transfer of
$8.0 million from the Economic Support Fund to Nicaragua for
reconstruction and rehabilitation activities.

Discussion: The recent civil strife in Nicaragua has strain-
ed that country's £financial resources and left its economy in
shambles. The purpose of the $8.0 million emergency cash
transfer is to provide immediate budgetary support for criti-
cal reconstruction and rechabilitation activities and to pro-
vide much needed foreign exchange to help maintain economic
stability and ameliorate balance of pavment problems. Local
currency generated by the grant will be used to support a
grain stabilization program ($6.0 million) and a shelter
program ($2.0 million). The local currency generated will
finance the purchases of rice, sorghum, beans and corn,
supplies and equipment for the grain stabilization program

as well as construction materials and contract services to
repair or replace homes that were destroyed in the recent
civil war.

Waivers: Section 604 (e) of the Foreign Assistance Act, as
amended, prohiblts the procurement of any agricultural
commodity outside the United States when the domestic price
of such commedity is less then parity. Rice, corn, beans
and sorghum, all parity items, currently are selling for
less than parity. Section 604 (e) secks to assure that the
foreigr assistance program is not managed in such a way

as to depress the market for U.5. agricultural products.
Under scction 6l4(a), the President has the authority to
waive AA scection 604 (o) when 1t i1s important to the security
of the U.S. The proposcd transactions are clearly necessary
to support the long term political and economic stability of
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Nicaragua.

The President has signed the waiver. In

addition, because of the critical timing involved in

implementation of these activities,

our approval is

requested to permit nrocurement of of f-the-shelf items

having thelr origin in countries in

graphic Code 935.

Justification to Congress:
proposed program On September 11,

cluded in AID Geo-

congress held hearings on the
1979.

The 653 (b) and

Advice of Program Change waiting periods expired Oon august 10,

1979, and August 15, 1979, respectively.
the reprogramming request was with

Recommendation:

That you sign the at

The objection to

drawn on September 13, 1979.

tached PAAD Facesheet.

ﬂ<
Approved: 7

Disapproved:

Clearances:
LAC/DR, M. Brown

Date:

LAC/CZIN, R. Gomez (Subs)

GC/LAC, J. Kessler R

FM, D. stafford (Subs) \

SER/COM, %i. sehmeisser W3

pPC/PDPR, B. sidéman_ (Subs) |

Gc, M. Ball PR

LAC/DR, C. Leonard (Dratt)

LAC/DR, I. Levy R

LAC/DR, R. Mathia Dratt)

LAC/DR:SJacobson:ew:9/26/79:x23404

61y 1/79

date C)‘ M" |

date 9/25/7
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date 9/25/79

date =22 /78
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date
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TABLE 3

AGRICULTURE PRODUCTION

(1958 Cordobas zonverted to USS)

3/2
5

-36.
-43.

-81.
-18.
-20.
- 1.
-15.

-20.

18,
-15.

99

N

.54,

-28.

Year 1977/1978 1978/1979 1979/1980 Percent'Change
\

1/2
1 2 3 4
Total $143,020 $164,060 $103,460 14.7
Export Products 106,870 120,110 67,670 12.4
Sesami 520 650 650 25.0
Cotton 47,490 52,750 9,380 11.1
Cotton Seed 6,560 7.420 1,410 13.3
Banana 6,320 6,760 5,390 7.0
Coffee 35,1060 41,460 41,0¢0 17.9
Sugar Cane 9,530 10,020 8,500 5.1
Tehacco 1,290 1,040 720 -19.4

Domestic
Staples 36,150 43,950 35,790 1.6
Rice 6,060 7,540 6,310 23.8
Beans 5,400 7,270 5,540 34.6
Corn 6,620 9,210 1,200 40,2
Sorghum 1,950 R 2,940 49.0
Tobacco 730 &0 590 2.3
Other 15,260 16,130 16,130 5.0

Source: CLPAL Reprrcussions fconotmicas de 105 Acontecimientos

Soliticos Tecientes, 13 de Agosto de 1379,
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distribution network. Under the MDV timetable, the $2.0 million
will be disbursed over a 7-month period. Most of the grant will
be needed during the first 3-4 months to purchase supplics and
equipment for a materials supply bank and to finance construction
mobilization cxpenses. Thus, local currencies are expected to

be utilized quickly, supporting the initial disbursement of

the full $8.0 million.

Upon deposit of the $8.0 million witi the Central Bank, a
special local currency account for up to 80 million cordobas
will be established. The Central Bank will submit periodic
reports describing the commercial transactions to USAID.
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Table 6

NICARAGTUA: PILANNED R2NK CREDIT E(PANSIMN, 1979-80
(In Millions of Cordcbas)

1976/77 1977/78 1978/79 1579/80

Totdl Demestic Bank Credit

Excansion 645 1318 877 1303
TO:
Central Covermment 69 579 715 870
Autcnancus Instituticns 8 | -22 - 0 0
Private Sectcr 568 338 62 - 604

Scurce: Central Bank of Nicaragua
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ANNEX 2b
Page 1 Of 8 Pages
GRANT AGREEMENT
BETWEEN THE
REPUBLIC OF NICARAGUA
AND THE

UNITED STATES OF AMERICA

By this Agreement made and entered into on the day

of September, 1979, the Republic of Nicaragua (herein-
after referred to as the "Grantee"), and the United States
of America, acting through the Agency for International

Development (hereinafter referred to as "AID"), hereby

agree as follows:

Section 1. The Grant. For the purpose of assisting
the Grantee to alleviate a severe balance of payments
problem and to maintain its economic development follow-
ing the recent civil war, AID, pursuant to the Foreign
Assistance Act of 1961, as amended, hereby grants to the

Grantee Eight Million United States Dollars ($8,000,000).

Section 2. Condition Precedent to Disbursement. Prior
to disbursement under this Agreement, or to the issuance

by AID of documentation pursuant to which disbursement will
be made, the Grantece will, cxcept as AID nay otherwise

agreec in writing, furnish to AID, in form and substance
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special account shall be disbursed within eighteen (18)

months from the date this Agreement is made and entered

into.

D. The Grantee will provide to AID at six month
intervals following the date this Agreecment is made and
entercd into until such time as all special account funds

have been disbursed, financial reports :hich show:

(a) cumulative deposits to ana disbursements

from the special accounts; and

(b) for all activities, the budget amount, dis-
bursements made during the six month period and

cumulative disbursements.

Thesc ~ceports, certified as correct by the President of the
Central Bank of lNicaragua, subject to audit, will be sub-
mitted to AID within sixty (60) davs after the close of

each six month period,

£. The Grantee will, at muit. 'Ly agreed upon times,
afford representatives of AID the oppertunity to obscrve

activitics financed under the special aceounts,
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Sectién 8. Taxation. This Agrecment and the amount to
be granted hereunder shall be free from any taxation or
fees imposcd under any laws in effect within the Republic
of Nicaragua.
Section 9. Use of Funds. The Grantee agrees that the
funds provided hercunder shall not be used to finance
military requirements of any kind including the procure-

ment of commodities or services for military purposes.

Section 10. Records. The Grantee agrees that financial
records relating to the utilization of funds granted by

AID under this Agreement and the funds deposited into the
special accounts by the Grantee shall he kept in accordance
with the Grantee's usual accounting procedurcs, which shall
follow gencrally accepted accounting procedures.  All such
financial records shall be maintained fecr at least three
yecars after the final disburscment of funds from the spoecial
accounts, and shall bc made available at any recasonable

time to authorizcd repreasentatives of AID for the purposce

of examination and inspection.

Secticn 11. Communications and Lanqguage. Any notice,
reqguent, docunent or othor cemmunication submitted by

either party Lo the athoer under this Aqareomoent will be in
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year first above written.
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of revocation of their authority.

Republic of Nicaragua

By:

ANNEX 2b
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instrument signed by such representatives in implcmenta-

tion of this Agreement, until rececipt of written notice

IN WITNESS WHEREOF, the Republic of Nicaragua and the
quted States of America, each acting through its duly
authorized represcntative, have caused this Agreement to

be signed in their names and delivered as of the day and

Title: Minister of Finance

By:

Title: President, Central Bank

of Nicarama

United States of America

By:

Title: Director, Unitod

States AID Micoasion

to

the Republic of Nicaragua

GC/LAC:GHWinter:ew:9/21/79:229182
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