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NICARAGUA -- PROrRAM ASSISTANCE 

I. SUMMARY AND RECOMMENDATIONS 

1. Borrower and Executing Agency: The Government of
 
Nicaragua (GON) will be the Borrower; prime responsibility

for the execution of the program will reside in a high-level

office to be created by the GON.
 

2. Amounts and Terms of the Assistance: Up to $15
 
million as a loan on concessional terms.
 

3. Pur ise: The purpose of the assistance is to help 
cover an unexpectedly large budget deficit, principally in
 
the investment component, resulting from substantial reduc­
tions in revenues and major new spending requirements, both
 
attributable to the earthquake which destroyed most of down­
town Managua on December 23, 1972. 

4. Backgzound: The earthquake occurred at a time when
 
the Nicaraguan economy was in a dynamic phase, notwithstanding
the drought. Significantly improved export performance,
coupled with fiscal and monetary restraint, led to a substan­
tial accumulation of .eserves in 1972. The drought has 
caused some losses in agricultural production, including pro­
duction for export, but it comes at a time of high basic 
commodity pricea which will cushion the production losses.
 

While far from the most intense in recent world history,

the earthquake has had a uniquely destructive effect in taking

out the country's commercial and governmental core. Not only
has this vastly multiplied the cost of the quake; it has also 
severely complicated--and will prolong--recovery. But Nicaragua's

agricultural, industrial and physical infrastructure bases
 
are largely intact, and the human entrepreneurial instinct
 
is an already widely apparent engine of recovery. Nonetheless,

it will be several years, probably 5 or more, before the re­
covery is complete, and the first year is sure to be the
 
hardest. The xtbuilding process in the private sector and
 
the autonomous institutions will inevitably be gradual. The 
problemsof the central government are enormous as a result 
of the disruption of public administration, substantial revenue 
losses which are anticipated in 1973, and the extraordinary 
new expenditur* requirements attributable to the quake. On 
the other hand' balance of payments prospects are good because 
of the economic dynamism of the last year or two, and Nicaragua 
can finance a 3ignificant part of its own recovery. 
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(c) Prior to each individual disbursement, Borrower 
must provide in form and substance satisfactory to AID a 
request for funds (LCFDR) accompanied by the following:(i) evidence that the funds requested have actually been

expended and not previously reimbursed; (ii) evidence that

said expenditures have been made pursuant to plans approved

by the implementational body and fall within the purview
of this program.
 

The Loan will be subject to such other terms and condi­
tions as AID may deem advisable.
 

CAPITAL ASSISTANCE COMMITTEE:
 

Chairman : Lawrence Harrison, LA/DP

Engineer : Merten M. Vogel, LA/DR

Loan Officer: Paul Wenger, LA/DR

Economist : Clark Joel, ROCAP
 
Attorney : Bruce Gair, LA/GC

Secretary : Robert Ward, LA/DP
 

USAID/Embassy Managua:

Allan Goldstein, Program

John Sanbzailo, Capital Development
 
Carl Forsberg, Engineer

Carl Koozie, Agriculture

Thomas O'Donnell, Embassy Economist 
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H, 2113 NATIONAL .CCK !I7! 3 A zzJW 

A. Growth --- (Se Tables 11-1 and 11-2) 

Since 1965, the expansion of the economy has been sufficient 
to permit a steady growth of per capita Income, which rose from $345 
in 1965 to about $400 in 1972. OW increased at an average annual 
rate of 4,2 percot during the period 1965-1969 and by an average of 
slightly more than 5 percent during the 1969-1971 period. This has per­
mitted a per capita growth rate ranging from 1-2. percent per annum;
population has been Increasing at an annual rate of 2.8 3.0 percent.-

This level of growth resulted from a strong expansion of the 
secondary sector, particularly Industry, rather than growth In the
 
primary and service sectors.
 

The industrial sector grew at an average rate of 8.3 percent

during the 196-1069 period; 12.5 percent from 1969 to 1970 and 7.4
 
percent from 1970-1971. The respective rawth rates for the primary
sector were 1.2 percent; 3.7 percent and 5.1 percent. The agricultural
 
coops sector actvally declined during the 1961-1970 period, primarily 
as a result of the depression of the cotton economy. The growth of the
Industrial sector :an be traced to the development of the CACU, leading
to the developeW of new exzprt as well as Imprt substitution Industries, 

Ly 1971, the secondary setor had grawn to 25.2 percent of OP from 
less than 20 percent In 1965, while the primary activities declined from 
28.2 percent to 24.4 percent amd agrimltural crops frm 21.3 percent
 
to 15.7 percent,
 

The terttry sector - ommerce, govelrmt, electric energy,
potable water, etc., -- grow at the sam rate as OW and comprised 50
 
percent of OW thromout this period.
 

OW by eapnditure retained a relatively rild structure. Con­
sumption generally comprised about 80-63 percent of 1P, of which about 
90 percent was private cosumptIon. Investment was generally at about
20 percent of OPs trending slightly downward from 21.3 percent in 1965 
to 19.1 percent in 1971. The overwhelming proportion of this came from 
the private sector. Rxports and Imports comprised a large share of OW,
with the former about 30 percent of OW and the latter almost one-third. 
The extent of Nicaragua's reliance on external markets and financial 
resources beooms even oe apparet in the discussion below on balance 
of payments, debt outstading, and the external loan portfolio. 



Table 11-i 

Nicaragua: Gross DonestIc Product
 

(Constant 1958 Prices) 

Rate of Growth 

1968 1969 1970 1971 1969/6 T !97D/69 1971/70 

1. Gross DomestkProduct 4,444.9 4,640.6 4,870.7 5, 150.3 4.4 5.0 5.3 

a) Primary Activities 
1) Agriculture 
2) Livestock 
3 Forestry. 
4) Fishing 

1,169.0 
J26.8 
296.9 
20.5 
24.8 

1,161.9 
774.8 
337. 1 
21.6 
28.4 

1,193.7 
772.5 
370.7 
23.8 
26.7 

1,254.0 
808.5 
393.0 
26.7 
25.8 

- 0.6 
- 6.7 
13.5 
5.4 

14.5 

2.7 
- 0.3 

9.9 
10.2 

- 6.4 -

5.0 
4.7 
6.0 

12.2 
3.5 

b) Secondary Activities 1,033.8 1,123.8 1,227.0 1,297.4 8.7 9.2 5.7 
1) 
2) 
3) 

MWfacturlng 
Contruction 
Mining 

825.6 
144.6 
63.6 

900.0 
162.9_ 
60.9 

1,012.9 
160.4 
53.7 

1,087.9 
164.6 
44.9 

9.0 
12.7 
4.3 

12.5 
- 1.5 
-13.4 

7.4 
2.6 

-19.6 

c) Tertiary Activities 
1) Commerce 
2) Government 
3) Transportmion & Comm. 
4) Bunkhig 

2, 242.1 
940.0 
257.0 
238.9 
119-. 

2,354.9 
993.6 
278.5 
252.6 
112.5 

2,450.0 
1,025.7 

290.3 
280.1 
125.4 

2,598.9 
1,101.9 

293.7 
5.7 

139.4 

5.0 
5.7 
8.4 
3.2 

-5.9 

4.0 
3.2 
4.2 
3.2 

11.5 

6.1. 
7.4 
1.2 
7,4 

11.2 
5) Electric Power & 

Potable Water 84.1 91.2 
. 

100.0 107.8 8.4 9.6 7.8 
6) 
7) 

Housing 
Other 

298.0 
305.0 

306.7 
319.8 

317.5 
330.4 

326.7 
349.3 

2.9 
4.8 

3.5 
3.3 

2.9 
5.7 

Source: Central Bank 



Table 11-2 

Nicaragua: Gros Damstic Product 
(Constant 190S Prices) 

1965- 966 
St'rue tUrd 

t987T- 33 1969 1970 1971 

1. Gross Domestic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

a) Primary Activities 
1) Agriculture 
2) Lvestock 
3Foresy 
4) Fishing 

32;7 

5.2 
0.4 
0.3 

29;4 
"u 

6.0 
0.4 
0.5 

29.1 
22.3 

6.2 
0.4 
0.5 

26;3 
T5n 

6.7 
0.5 
0.6 

25.0 
T7 

7.1 
.5 
.6 

24.5 

7.6 
.5 
.6 

24.3 
137 

7.6 
.5 
.5 

b) Secondary Activifes 
1) Manufacturing 
2) Construction 
3) Mining 

rn:r 
3.2 
1.4 

t 5 

4.0 
1.5 

1 
M. 
3.3 
1.3 

23.1 
13,6 
3.3 
1.4 

-242 
IV. 
3.5 
1.3 

25.2-
20. 
3.3 
1.0 

25.2 
. 

3.2 
.9 

) Trtiary Actvit;es 
1) Commerce 
2) Government 

49;9 
f2T 
7.2 

51.1 

7.9 

"52.1 

8.9 

30;4 

5.8 

50.7 
21T'I 
6.0 

50.3 
21320 
6.0 

50,5 
I"" 
5.7 

3) 
4) 

Transportation & Comm. 
Banking 

5.1 
2.1 

5.1 
2.4 

5.0 
2.5 

5.4 
2.7 

5.4 
2.4 

5.4 
2.6 

5.4 
2.7 

5) Electric Power & 
Potable Water 

6) Housing 
7) Other 

1.8 
7.0 
6.8 

2.0 
7.0. 
6.8 

2.3 
6.9 
6.9 

1.9 
6.7 
6.8 

2.0 
6.6 
6.7 

2.0 
6.5 
6.8 

2.1 
6.3 
6.8 
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II. TE NATIOKAL I C(2I0Y BuFPB THE iiTEIRAKZ
 

Trade and the Balance of Payments -- (See Tables 11-3 and 11-4) 
B. 


Nicaraguas trade situation began to 
deteriorate after 1965,
 

Nicaragua's
 
reflecting the dmterioration of 

the cotton economy. 

to minus $25.0 million in
 

trade surplus of $16.4 million In 1965 
fell 

trade decline resulted
 
1967 and remained In deficit through 

1971.! This 


from a $25 million fall in cottOn exports 
and an $8 million fall in
 

Manufacturing exports more than 
doubled during this
 

cottonseed oil. 


period, due to an increase mainly 
In chemical products and meat exports,
 6
 

but this increase was not sufficient 
to bring Nicaragua up to pre-196


sharply, especially crude petroleum,
 
ss time, imports roseAt the
levels. After increasing
and steel manufacture. 


machinery and equipment, and lIon 

sharply from 1965-1967 (by $40 million), imports peaked out until 1971
 

of almost 10% per year were registered, 
From
 

and 1972 when iuczeases 
million while imports increased by 

$66.5
 
rose by $35.31965-1971, exportt 
 from $35-40 million

service deficit ranged
Since fcarasgua'smillion. 

account deficit remained large.
 
per year over this period, the current 

This deficit was compensated for 
by foreign official borrowing
 

In 1965, net foreign
 
mainly and to a losser extent by private 

borrowing. 

During
to $17.4 million in 1971. 


borrowing was $12.1 million but rose 


the same period, official net foreign 
borrowing rose from $7.0 million
 

rose even more, but so did
 Gross official borrowing
to $32.9 million. In 1965 to $60.9
$12.3 millionThe former increased from
amortizations. 


In 1971; the latter rose from $4.9 million to $27.2 million. By 
million borrowing. 
1971, amortisation absorbed more than 40% 

of foreIgL off I*al gross 

As a result of these heavy capital Inflows, reserves did increase 

in several year&. Nevertheless, due to the sharp decline 
after 1967,
 

total gross r4serves of the banking system reached 1965 levels only 
by
 

However, as short-term obligations of the banking system rose,
 
1971. 


in 1971 compared to $5.1 
net reserves amouuted to oaly $20o4 

million 
equal to slightly Wore than one month's
 Tht wasmillion In les. 

imports.
 

dramatically, as the cotton economy
The situation in 1972 changed 

while exports of coffee, meat, shrimp, 
etc. also in­

boomed once again 
a trade surplus of $37,9 million and 

As a result, there wascreased. 
 the net official
million. As 
a current account deficit of only 

$8.9 

36.3 million sad other inflows remained relatively 
steady,


inflow rose to 


reserva rose by $37.4 million. AmrtiSation continued to increase and
 

Total gross reserves
borrowing.
amounted to 40 percent of grosa official 

and net reserves to about
 
of the banking system rose to about $80 million 

$67 million.
 

I/ In 1970, there was a trade surplus of $0.1 million. 
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Table 11-3 

Niearagaut Balance of PaYments 
(Mlions1e of Dollars) 

M! an 1969 1970 1971 

A, Goods, Services & Grants 
xports, FOB I 149,2 161.0 157.5 177.8 186.3 

Imports, FOB 132o8 1685.2 -158.4 -177.7 -189.3 
Trade Balance (net) 16.4 - 4.2 - 09 0.1 - 3.0
 
Services (net) - 44.9 - 44.0 - 41.3 - 44.4 - 45.5
 
Grants (net) 5 6.3 6,5 6.0 6.5
 

Total 2 - - - ­33.0 41.9 35.7 38.3 42.0 

B. Priv, Capital Movemnt 
Direct Investment 8.2 16.4 12.0 15.0 12.0 
Loan Withdrawals 1.6 2.1 2.4 3.4 2.2 
Amortizations - 098 - 1.6 - 1.8 - 2.4 - 1.8 
Comrn Credits 6 Others 21 - 6.4 2.17 4.3 5.0 

Total 121 10.5 15.3 20.3 17.4 

C. 	Official Capital 
Loan Withdrawals ./ 12.3 49,3 29,8 47.7 60.9 
Amortizations - 4,9 - 10.3 - 12.9 - 18.4 - 27.2 
Other 	 0.4 M 1.8 - 14 0 - 0.8 

Total 700 37.2 15.8 27.3 32,9 

D. 	 D' " " 3,2 2,9 

N. 	Irrors & Wisions 3.6 3.7 - 1.6 = 0.l 2.1 

F. 	 Total Ball (A404CI0) 43 0.7 8.5 - 6.5 12.5 13.3 

0. 	 Net Monetare Movement 
Net Position with law 0.4 19.0 - 1.0 5.2 3.0 
Central Bank - 17.8 300o7 6.2 - 3.8 - 6.8 
Com. Banks P/ 17.1 - 3.6 1.6 - 3.3 - 7.5 
C. A, Clearings 0 - 0.2 W 2.- 0 ,2 - 2.0 

Total 0.7 - 5.5 6.5 - 12.5 13.3 

1/ 	 Figures adjusted fc,r Bal of Payments purposes. Includes non-onetary gold. 
2/ 	 Includes long-term Banking System, 
_/ 	 Includes short-term loans. In 0, above, sign (-) Indicates Increase of reserves; 

no signs means a decrease, 

SOUAC/h Central Bank, 



Nicarag 
(Thousme 

gs_ts by Products 
of Dollars) 

1969 

3,778 98,93 

30906 2,545 
50675 45g425 
3,344 1,038 
5,458 8,300 

33,6i3 30,563 
5,502 5,077
99 844 

76 18 
553 8o 

5,04 4,105 
377 365 


3,013 3,442 

4,13B 6,021 


47.334 j2.126 


S65 611 

3,133 2,160 


1586"3 20,836 
5,140 6,750 
1,01a 1,55 

on 93 
4,305 6S914 
1,571 1,762 

;15 1,506 

14,47 16,118 


.LL3 1,3 

163,301 186,746 

1970 

98.382 


2.243 
34,247 

1,234 

9,832 


32,066 

44192

1,294 

27 
470 

39835 

175 


2,495 

6,342 


77,960 


1,535 

256 


26,579 

5,936 
1,0910 

1,s=8 

9,537 

4,444 

2,40 

1,892 


22,163 


2.291
 

178,623 
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1971 

107 536
 

1,954 
41,320
 

.793 
11,630
 
29,251
 
2,488

2,463
 

78
 
311
 

3,845
 
205
 

3,518
 
9,720
 

79,706
 

1,595
 
3
 

28,672
 
5,797
 
1,036
 
1,379
 

11,031
 
4,778
 
2,221
 
2,331
 
20,863
 

187,242
 

Traditional Products 


sesame 
Cotton 
Cotton ed 
Sugar 

Coffee 

Copper

Beano 


Cattle 

Ipeca 

Gold 

Silver 

Cotton Seed Cakes 

Other Traditional 


PrOducts
Non-Traditional 


Rice, milled 
Bananas 
Beef 

Shrimps h Lobsters 

Leathers, Skins & Mirs. 

Plywood 

Cheuical Products 

Textile Products 

Resins 

Tobacco 

Other Non-Traditional 


Other 


Total 


LJ I 

3,144 
6s6133 
8,a 
5,18 

26,34 
6,100

30 


300 
34 

5,406 

189 

601 


5,617 


_ I 

39 

766 


6,679 

3,133 


364 

39 


2,049 

M 


49 

6683 


2 

140946 


SOURCE: C-Utral Beak 
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II. TEN NATIOUA JECGIfOY RUMS 90 MMNA'A1 

B. Trade and the Balance of Payments - (continued) 

Nicaragua's foreign debt outstanding has grown from $72.2 million 
in 1966 to $213.6 million in 1971, a three-fold increase. Seventy per­
cent of this debt Is held by autonomous agencies with almost all of 
the remalnder hold by the Central Governmeat. The International Financial 
Institutions hold $102.7 million of this debt, or almost 50 percent,

vhilo the U.S, egencios (AID# WU, and Rx-ln Bank) hold $55.0 million
 
or 26 percent. Private U.8. beaks hold $41.1 million (20 percent).

The remainder is held by foreign commercial banks and suppliers. The
 
unutilised pipetine, foreign and private, amounts to about $100 million
 
in 1972. The debt service ratio (i.e., debt service as a proportion
 
of exports), which was only 6 percent five years 
ago, had risen to
 
about 18 percent In 1971 but apparently dropped somewhat in 1972.
 

C. Fiscal an lMonetary - (See Tables 11-6 and 11-6) 

Government current revenue has increased less rapidly than GNP
 
since 1965. In 1908, revenues fell in absolute amounts from $483.1
 
million to $661.1 million. Thls decline, coupled with a continuing
 
upward trend in Government expenditures, led to a sharp decline In
 
Government savisgs. This, heover, was only the continuation of a down­
ward trend that began In 1066; prior to that period the surplus on
 
current account had been rising. In U6W 1970, the Government intro­
duced a 5 peroent sales tax which was a major factor in Increasing
 
revenues. In addition, property taxes began to Increase as a result
 
of cadastral efforts, and an IV standby, whlch established tax targets,

spurred the Govemmsat to oollect taxes nore ff clently than in the
 
past.
 

The growth in revenue did not ftsult in a significant modifica­
tion of the composition of revenue. On the average the rate of growth

of Government taz revenue was less than that of GW. 1'2,rec taxes
 
were 19.5 percent of total revenue in 1065 but 
rose to only 22 percent

in 1972. Income taxes remained at about the same level -- 12 percent.
 

The Govornment's investment budget, which declined in 1968,

increased In 19t4 and 1970 and then rose sharply In 1971, 
 to a high of 
$278.7 million, excluding amortization but Including transfers. 

Total domestlc credit In reflected in the level of imports, as 
Nicaragua is an iuport orlented, hIgh-propensty-to-€onmA country.
In 1967, credit increased by 19.7 percent and imports rose by 30 percent. 
Since 1967, credit expansion has been restricted: In 1968 it grew 



11. THE NAT IONAL ECNM VUTRZRRJK 

C. Fiscal j2d Monetary -- (continued)
 

in 1969, by 8.6 percent; in 1970, by 5.2 percent; and
by 6.3 percent; 

in 1971, by about 10 percent. The slower rate of growth in credit
 

since 1967 permitted growth In Imports and GOP without loading to
 

any inflationarzy pressures, (The OW Implicit price index indicates
 

that prices have risen on average by about 2 percent per year.) 

The not foreign asset position deteriorated severely from 1965
 

to 1971 but recovered impressively during the past year. Private
 

savings generally have inereds4,bt there was a phenomenal jump from
 

$337 million to 4W million. This can be attributed to
1971 to 1972: 
several factors: (1)) an increase in interest rates; (2) increases in
 

exports; and (3) uncertainties In the Common Market. This latter has
 

resulted in potontial Investors placing their funds in savings
 

accounts rather than In liquid accounts or Investments. There is no
 

evidence that there was ayove to transfer funds to UoS. bank accounts.
 

1972 was a good year as measured by som of the major economic 
1912, did not have an immediateindicators. The irought of May - August, 


impact on employmnt, production of major agricultural crops and foreign
 
as tax
exchange earnirgs. Sa of these factors, plus others such 

Thus, the economy
collections, would not have been felt until 1973. 


faced some problems when the earthquake struck.
 

The drought hit the Pacific zone mostly, but also parts of the 

arem live 90 percent of the agricul­central and nortb zone. In these 


tural population and 60 percent of the total. The Pacific coast is
 

a major basic grains producing area but also produces cotton and coffee.
 

The basic grains were sufficiently affected that a food deficit was pro­

jected, as corns, beans, &adsorghum fell substantially below originally
 

anticipated production levels, lice production also declined, but stocks
 

were sufficient to meet domestic demand. Cotton fell well below esti­

mated production levels as did coffee.
 

The number of peopie affected by the drought may total as many
 

as 30Cy00, or 50,r0O heads of families -- those for whom the harvest of
 

basic grains and cotton, and auzilliary services, represent a major por­

tion of cash Inooew. The vOermsnt also estimated a substantial foreign
 

exchange loss. The impact an foreign reserves and exports would have been 

felt principally in 1973. The drought's major adverse impact was on employ­

ment and production. The Government had requested food assistance from AID 

and the WVP and had developed a small works program to insure employment
 

for those affectod by the drought This request was being reviewed at the
 
time of the quake.
 



Table 11-5 

Nicaragua: Central Government Operations 

r4 
(Millions of Cordobas) 

Ordinary Revenues 
Current Expenditures 

Surplus on Current Account 

Investment 

Total Expenditures 

Deficit/Surplus 

Foreign Borrowing (net) 

FamestIc Borrowing (net) 

1965 

446.4 
308.0 

138.4 

123.5 

431.5 

+14.9 

8.3 

1.5 

1966 

479.8 
355.8 

124.0 

164.2 

520 0 

40.2 

37.0 

- 4.0 

1967 

483.1 
.413,5 

69.6 

169.7 

563,2 

100.1 

54.6 

13.0 

1968 

467.1 
424.7 

42.4 

101.2 

525.9 

58.8 

37.4 

8.6 

1969 

488,1 
445.5 

42.6 

1239. 

569.4 

81.3 

2S.7 

12.5 

1970 

571.4 
480,2 

91.2 

164.5 

644.7 

73.3 

62.0 

18.5 

1971 

632.9 
506.8 

124.1 

278.7 

787.5 

154.6 

91.0 

13.6 

Other 

Amortization (memo Item) 

5.1 

17.2 

11,2 

22,9 

32.5 

23.9 

12.2 

29,2 

40.1 

30.0 

+ 72 

31,6 

-5010 

42.6 



Table 11-6 

Nicaragua: Government Income & Revenues, 1965-1971 
(Millions of Cordobas) 

1965 1966 1967 1968 1969 1970 1971 
A. DIRECT TAXATINE 

Income Tax 53.2 61.3 69.5 52.3 5011 55.1 63.0 
Personal Property 10.9 11,7 12.5 13.0 12.8 14.4 16.2 
Real Estate 16.0 18.9 19.6 2515 2.4 30.8 31,5 
Real Estate Transfer 1.8 2.3 .6 28 3.2 4.1 3.9 
C&pltal 0.6 0.2 0.1 - - -

Inheritance 1.2 1.5 2,0 2.1 1.4 2.0 2.3 
Vehicle Registration 3.1 3.4 4.3 3.8 4.5 4.2 5.0 

Sub-Total 86,4 ".3. 110. 6 95.4 110.7 121.9 

3. IN!IRUCT TAXZE 
Imort Duties (Cams fees) 109.2 157o9 153.5 150.1 135.9 160.9 155.3 
Nxport Duties V.6 9.8 10,3 7.6 7.3 7.7 --
Consmer 6 Ezcise Taxes 140.7 154.7 160.8 167.4 201,3 228,8 267.8 
Fiald mo ales (gross) 6.7 7.3 I.5 7.8 8o0 al7 9.0 
Other levemues (poet, tol, 

telepbome, other mis.) 32.3 34." 5A,5 35.7 41.3 47.8 42,7 

Sub-Total 356,6 362,7 36.7 3938 4 4830 

TOM ORDINRY 443.0 463.1 473.3 468.3 489,2 564.5 604,9 

SOURCE: Central Bank for 1968-1972; previous years from Government Accounting Office; adjusted by USAIDW. 
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III. zFFIICTS OF 733 ZARYIWA_ 

on December 23 is unique in manyThe earthquake which struck Managua 
Is the first national capital seriously
respects. To our knowledfe, It 


damaged by a natural catastrophy since Tokyo in 1923. Of a total urban
 

area of some 33 square kilometers, official estimates indicate 13 were
 

were damaged 25 percent or &ore. Only 6
completely destroyeA and 14 

square kilometers escaped signufiomt damage. The area of near-total
 

the heart of the country's government,
loss included the city center, 
commerce, and finance. Significantly, there was relatively little damage 

(less than 15 percent total loss) to industry concentrated on the city's 

main access routes, Agriculture and agricultural products, which accounted 

70 percent of the nation's exports in 1972, were virtually
for more than 

are still suffering from a severe
unaffected by thm quake, although they 

drought,
 

A working group of the National Committee of iconomic Reconstruction 

(CNRI), which cmsists of representatives of the OW, the private sec-

Institute of Ouslaesu Administration (INCAS),
tor, and the Cetral American 

which the totalmade a prellnUaiy estimate, dated January 5, placed 
GNP


damage at *80 million, an amount alwost Identical to the 	nation's 
revised it to

in 1971. We sow believe this figure to be hLgh, and have 

millica by reconciling internal inconsistencies and employing
about $550 

cases. The revised
 more realistic quentities and unit prices in sm 

111-1. It must still be regarded as an

estimate Is rummried in Table 
item ofapproximation iv all parts, and onstains unchanged the C13 


Figures

Accounts Receivable, which Is, of course, subject to question. 


appearing In the following discussion are drawn mainly from this estimate.
 

The number of dead Is put between 4,000 and 7,000; the number of 
and 250,000.injured at 20,000; the nmber of homeless between 320,000 


sever be kows.
The precise humn toll will 

CNRN estimatem that 70,000 housing units were standing In the city 

of Managua the evening of the earthquake, with oan average occupancy of 
bad been destroyed6 persons. The following morning 42,000 of these 

roughly 280,000 persons were homeless.totally and 6,000 partially; and 

including
The gross replacement cost Is estimated at $314 million, 

The bulk of the housing lost was lower and lower-middle.urnishings. 

class.
 

U4t because it was concentrated in the city
Housing was the hardest 

center. Swall factories,workshops, and service activities were also
 

in that area, and an estimated 96 percent were destroyed, Four hospitals 

with a total of 1,650 beds wore destroyed. An estimated 400,000 square 

motors of commrc -a1 buildings and warehouses were lost, 8even hundred 
were
and forty classrooms -- about 65 percent of the total in Managua --

sam 80,000 persons disappeared at leastdestroyed, and employment for 

temporarily,
 



Government 


Industry 


Commerce 


Nousi2W 

Servics 

Infrastructure 

Totals 


Buildings 


15.0 


2.0 

40.0 


182.0 

119.0 


58.4 


316,4 


TABI.111-1 

Istimate of Daws
 
( Millions)
 

Uquipment & 

Furnishings Raveatories 


9.0 1.0 


10.0 2.9 

8.0 31.5 

30.0 2. 1-

7.5 4.5 


11.6 0.6 

76.1 42.8 

* IDlude emerency extumrtv-rt for Vaod, medl'in@i , 
earthquake.
 

*lon-Recoverable 


ergency 
3zmy"itures 


30.5 


2.6 


3.0 


4.4 

5.8 

46,3 

tecperay c€struct@, Saisrlec, 

Losses on 

Accounts 
& Others Totals 

30.0 85.5 

17.1 34.6 

21.3 103.8 

- 214A1 

35.4 

3.3 79.9 

72.7 553 3 

etc. dq. to 
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The earthquaku was followed by six days of fire which progressively 

swept through the still standing buildings In the city core, During this 

period the city was evacuated and the population dropped from a pre­

quake 410,000 to a low of about 100,000. Some vital records were 

fortunately salvaged; the headquarters of the amoercial and state banks 

were among the initial murvivors, and their records and cash deposits 

were rescued virtually intact, preserving the financial system ef the 

country. Oovernmeut offices were not so lucky, and many critical archives 

and tex records were lost. 

The city's Infrastructure suffered a crippling blow. Preliminary 

evaluation places the replacement cost at $80 million. Major components 

of this estimate are $22 million for hospitals; $4.5 million for schools; 

$30 million for streets; $5 million for urban servicer 0,he estimated 

cost of restoring urban services to 00 blocks In the city center); 
and a total of over $8 million to repair damage to the electrical
 

and omunicatioA 6ystms. This letter figure includes an estimated 

$33 million io accounts receivable losses. 

The earthquake hit the last shopping day before Christmas, and 

the commercial sector suffered losses estimated at $105 million 
in buildings, equipment, Inventories, accounts receivable and other 
costs. Over 60 percent of the oaeroe of the country was concentrated 
in Managua and -provided employment for about 20,000 persons, The over­
whelming majority uf this activity was located in the city center. In 

the chaos of the Immediate aftermath of the quake, an estimated 90 

percent of this capacity was paralpued. However, with each passing 

day more individual businessmen and professionals are digging out of 

the ruins, reorganizing businesses and operating on a ake-shift basis 

from home, ware ouses, sad, in some cases, newly constructed temporary 
quarters, 

The preliminary estimate of the losses of the government sector Is 
$85 million. It major components of this figure are the unbudgeted 
emergency costs and a substantial loss In anticipated revenues. The 
revenue loss is p'incipally In taxes on real estate, commercial trans­

actions, income, and production, In other words, the most serious 

damage to the government was the temporary loss of a considerable 
portion of its tax base. 

As the city and nation sort themselves out after the quake, it is
 

clear that the production capacity of the country is largely intact.
 

Serious damage was confined to Managua, and the rest of the country Is 
physically unscathed. An estimated 80 percent of the nation's industry 
was located in o' near Managua, but in one of the anomalies of the 

situation, only 10 percent of this was seriously damaged. As noted 
earlier, agricul'ture and agricultural products are unaffected. The con­

struction industry, even in Managua, was largely spared. Although we 
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appears to have 	 survivedhave no figures, tbe transportation Industry 

with little loss, and the streets and highways surrounding Managua 

are choked with 	trucks, busses, taxis and private cars, 

One month after 	the earthquake there are widespread signs of recon­

struggle to return to normalcy: essential servicesstruction and a 
been restored to all inhabited areas ofsuch as water aud power have 

Managua, and the utility companies have reverted to routine operations; 
of the present city;telephones are working In roughly S0 peroent 

areas are reopening;supermarkets, stores and busimesses In outlying 

home delivery of lairy products, bottled gas, and coca-cola has been 

re-established; restaurants, saaok bars and drive-ins are open 
picked-up daily. It is

and crowded for aid-day mealsl and garbage is 

only when one enters the 589-block fenced-off area that was the 

center of Managua that a sense o disaeter returns, 



IV MACROECONOMIC ANALYSIS 

A. The Analytical Approach 

Two independent approaches have been adopted to ascertain 
the magnitude of the need for additional emergency assistance as 
well as the kind of assistance that would be most appropriate. The 

first approach is a macroeconomic resource gap analysis involving 

the projection of resource requirements and availabilities in order to 

arrive at the not deficiency that would require additional emergency 
assistance. The second approach involves the preparation of a list 
of high priority emergency activities, described in a subsequent 
section. To facilitate understanding of the gap analysis and the 
inter-relationship of its various parts, we shall outline briefly the 
methodology used. 

The objective of the gap analysis is to determine, first, the 
magnitude of the int ernal disequilibrium as measured by the deficit in 
the budget of the public sector (central government and autonomous 
institutions) and by the net credit requirements of the private sector. 
These requirements, together with the drop in GDP resulting from the 

earthquake, are then taken into account in estimating the external 
disequilibrium reflected in the balance of payments projection. The 
main steps in the methodology are as follows: 

Step One: Determine the impact of the earthquake damage 
on the net credit requirements of the public sector, including both the 
central government and the autonomous institutions. The Ministry of 
Finance provided us with a detailed breakdown of government revenues 
affected by the reduction in the tax base. We were also provided with 
a detailed analysis of increased government expenditures resulting 
from emergency relief operations, clearing the rubble, repair and 
reconstruction of buildings and essential utilities, etc. Only damage 
that could be repaired during 1973 and that was considered essential 
for the resumption of normal operations was included here. The fiscal 
analysis yieldod the deficit in the government's total budget (current 
and capital, for central government and autonomous institutions) 
that requires credit financing. 
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Step Two: Estimate the impact of the earthquake on the credit 
requirements of the private sector, taking into account inventory replace­
ment, replenishment of working capital, the need to substitute new 
credit for frozen accounts r eceivable and reconstruction. In estimating 
reconstruction requirements, we again considered only damages that 
could be repaired in 1973, given the capacity of the construction 
industry. 

Step Three: Summation of credit requirements for both public 
and private sectors to arrive at the aggregate monetary injection required 
in 1973. 

Step Four: Project the 1973 GDP by sector of origin and aggre­
gate expenditure. The GDP projections, along with the projection of
 
aggregate credit requirements, was undertaken in order to provide a
 
basis for projecting import requirements in 1973.
 

Step Five: Project import requirements, taking account of 
(a) the sharp increase in credit requirements of both public and private 
sect ors determined under Steps One and Two above; (b) the need to 
replace inventories and capital goods. The above factors will signi­
ficantly boost ic.port requirements. On the other hand, some dampening 
of import demand will result from a reduction in imports of non-essential 
consumer goods (e.g., automobiles) related to reduced GDP (estimated 
under Step FourY; and by reduced importation of raw materials and inter­
mediate goods induced by destruction or damage to warehouse facilities, 
plants, etc. On balance, however, imports are expected to increase 
substantially ir, 1973. Our first thought was to use GDP and credit 
requirements to obtain imports through multiple correlation. However, 
it was felt that the structural changes in the economy caused by the 
earthquake were so profound that this procedure was not likely to 
yield valid results. We therefore asked the Central Bank to project 
the major component categories of imports (I .a. durable and non-durable 
consumer goods, capital goods, and intermediate goods). We are 
satisfied that the Central Bank went to considerable pains to estimate 
these breakdowns, taking account of all known capital replacement 
requirements of the government, the aitalomoue institutions, and the 
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private sector. Thus, while the internal disequilibrium affected 
judgements with raspect to the estimation of import requirements, 
it did not yield such require merits in a mechanical way. Admit­
tedly, the reletion that we have established between the internal 
and external disequilibrium Is still crude and requires considerable 
refinement. 

Step Six: Project exports (with breakdown by major com­
modity or commodity group), services and unilateral transfer payments. 

Step Seven: Project capital inflows on both private and govern­
ment account. Insurance payments from abroad to earthquake victims 
were Included in the private capital inflow. The official inflow was 
divided between "normal" capital inflows (unrelated to the quake) 
which were assumed to continue as previously scheduled; and addi­
tional IDB arnd IBRD loans related to the earthquake. However, AID­
financed emergency assistance was excluded. 

Step Eight: Determine the gap, if any, between total imports 
of goods and services on the one hand, and total exports plus net 
capital inflows as defined above. 

Step ine: Balance of payments.projection for 1974-1975. 
While time limitations did not permit the development of a projection 
of public and private sector credit requirements for 1974 and 1975, 
the Central Bank undertook a detailed balance of payments projection 
for these years to determine whether an unfilled resource gap could 
be anticipated. 
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B. Fiscal na sUSand ProieCtIoWN 

In reviewing the poet-earthquake 1973 budget, a number of assump­

tions and uncertainties must be registered, as follows: (1) original 

budget estimates have been higher than actual collections (in 1972, 
taxes will dependthe difference was 5.5 percent); (2) the level of 

importantly on the degree of resumption of economic activity which in 

turn will be affected, in part, by the level, type, and rapidity of 

external financial assistance; (3) the administrative capacity of the 
As the
Government to collect taxes and (4) the extent of tax evasion. 


commercial sector has been a major source of taxes, the rate at which 

it will recover will determine the extent to which taxes can be re­
and Its composition willcuperated. We type of commercial demand 

also affect the level of taxes, 

The Government has introduced two new taxes: (1) a 10 pe-cent 

tax on agricultural exports, Including cotton, coffee and seat, and (2) 

a one month saltry tax on employees of the overment and autonomous 

agencies. The Government Is not oasidering any new taxes at this time, 
but is thinking of restructuring the tax system In 1974, as tax 
collections generally have been Inelastic. This is an appropriate 

and desirable policy decision. 

1. Government Revenues -- (Table IV B-1) 

a. Direct Taxes -- In 1971 and 1972, direct taxes rose 9.8 

percent and 19.4 percent respectively. This increase occurred mainly 

in the income and property tax eategories. The Government had estimated 
a pro-quake increase in 1973 of 13.4 percent. 

The p.st-quake estimate is 46.6 million or 69.2 percent of 
the 1972 budget and 61,5 percent of the pre-quake 1973 budget. The esti­
mate is based on the fact that income taxes cm primarily from commercial 
establishments located in MKaaguui, now almost totally destroyed, and that 
property taxes also came mainly from Managua sad In large measure from 
the destroyed area. These factors are compensated by the one month salary 
tax on government employees. he new level of taxes collected from this 

sector is based on the assumption that commercial activity will be slow 
in recovering. We believe that economic activity may recover faster 
than anticipated, and in fact is already recovering on the outskirts 
of the city. There will in any event be problems with the administrative 
capacity of the Government to collect taxes, the public's willingness 
to pay, and its 3kill at evasion, 

b. Production and Constimton Taxes -- These taxes have been 

the single large-Lt component of the tax structure during the past few years 

and include a nultltude of indirect taxes of commodities, including alcohol, 
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Table IV B-1 

CURW.21 BZVEUZ W R AL 0RNI 

(In !A111i of cure=t codobas) 

1973 
Projection w/o Projection w/
 

1971 W2 rh(.&Le Barthquake 

Current Revenues 

Total 61665 62400 709.8 584.9 

Tax Revenues, Total
 

Direct Taxes 122.1 13907 157,2 96.6 
Income Taxes 63.2 69.9 77,5 31.5 
Property Taxes 589 69.8 79,7 32.2 
Salary Contribution (1) ..... 32.9 

Indirect Taxes (Foreign) 175.4 190.7176.6 252.6 

Import Duties (3) 170o3 173.6 187o5 142.2 
Ixport Duties (1) 501 3.0 3,2 110,4 

Internal Indirect Taxes 2578 283.6 306.4 209.7 

Taxes on Beer & Liquor 47.4 49,2 53.1 33.9
 
Tobacco 39.8 428 45,2 
 34.2
 
Oil 46.5 51.3 5407 56.5 
Sales Tax 2% 5,1 5.6 5.9 2,8 
Compensatory Tax 7.6 90.807 4,4
5% General Salez Tax 57.8 63.8 70o1 28.7 
Other 53.6 20611 49.2 

Non Tax Ravenues 0.2 33,9 55,4 26.0
 

(1) Decree No, 83 of 6 January 1973. 
(2) For an import level estimted at $M69 million. 
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beer, tobacco, sugar and petroleum. They also include the general 5 per­
cent sales tax, ths single largest Item. 

In 1971, tax collections rose by 18.9 perce;t to a peak of
 
$282.6 million, due mainly to the 5 percent sales tax. 'In 1972, con­
sumption taxes fell to $279.8 million, a decline of 1 percent. This
 
decline was primarily due to a decline In S percont sales tax collec­
tions, which fell from 471.8 million to $93.8 million. V The pro­
quake estimate of $291.6 million Is a 4.3 percent increase over the
 
1972 level.
 

The .rst-quake estimate is $W09.7 million. This level is 73.9 
percent of the 1972 level and 68.4 percent of the pre-quake 1973 level.
 
This estimate Is based on the assumption that private commercial activi­
ties, sales, and private consumption will recover slowly during the year.
 
We believe that these activities may increase at a faster rate than
 
anticipated, due In part to the larger inflow of external financial
 
resources anticipated during the year. Inventory replacement will be a
 
major factor in determining ftether ronewed consumer demands can b.
 
accomodated.
 

Taxes 
o. Forei Trade/ - The level of these duties Is calculated
 

on the basis of the level of Imports estimated for 1973 (see Balance
 
of Payments table) plus the new 10 percent export tax. Import taxes are
 
projected to decline substantially (by $45.3 million) over the original
 
1973 level owing to the expected decline In the importation of durable
 
consumer goods, but the 10 percent export tax will more than offset
 
this loss. Thua% duties on foreign trade are the only component of
 
the tax system that is expected to increase, due to the now export
 
tax and the high level of import requirements which will prevent a
 
major decline IL general Import duties.
 

Thus as a result of these detailed calculations, total OGC
 
revenue is estimtd to reach about 63 percent of the original 1973
 
revenue target.
 

2. Central GoveraL Ioenditures and the Deficit -- (Table IV B-2) 

a. Current Expenditures -- The original 1973 estimate was 
$616.0 million cr 19.5 percent about the 1972 level. As a result of the 
earthquake, this level has been increased to $742.3 million, an increment 
of 4126.3 milliou, This increase is accounted for by the following 
factors: (1) a new office of seismology; (2) emps of city clean-up 
personnel, 5,000 strong; (3) a new Ministry of Reconstruction; (4) additional 
operating expensen for combustibles; () demolition and clean-up expenses. 

1/ This tax was introduced In May, 1970. Thus the first full year of 
collection wac in 1971. The decline in 1972 was due to either: (1)
 
a reduction in private consumption and/or (2) a weakening of the
 
collection process.
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Table IV B-2 

PROJECTED EXPENDITURES OF CENTRAL GOVERNMENT 

(Millions of Current C6rdobas) 

1971 1972 	 1973 
B.E. A.E. 

616.0 742.3TOTAL 	 508.8 514.3 
1) 	 Current Expeuditures 

Salaries 278.7 280.4 302.9 347.4 

Purchases of goods 105.1 102.4 121.4 203.2 
Interest on Debt 18.3 36.2 50.1 50.1 

30.4 	 38.3External 	 12.4 38.3 
5.9 5.8 11.8 11.8Internal 

Current Transfers 	 106.7 95.3 141.6 141.6 

2) 	 Current Surplus or 
Deficit (- ) in Cu rent 
Budget 106.7(+) 119.7 (+) 93.8(+) 157.4(­

3) 	 Capital Expenditures 317.2 385.1 262.4 291.1 

Direct 137.7 193.6 179.4 208.1 

Indirect 140.9 148,0 6.6 6.6 

Amortization of Public 38,6 43.5 76.4 76.4 
TOTAL 826.0 899.4 878.4 1.033.4 

4) 	 Credit Requirement of 
Central Government 
(Items 3-2) 210.5 (-) 265.4 (-) 168.6 (-) 448.5 (-

Earmarked Revenue 4.9 5.3 6.4 6.4 
Other 23.7 9.3 25.5 25.5 
I.O.U.s 	to INSS 25.8 17.3 28.2 28.2 

.9 - -Internal Credit 31.6 

External Credit 113.3 257.8 108.5 108.5 

Surplus or Dftoit 11.2 () 25.2 (+) - 279.9 (­

-Note: The amount of extraordinary expenditures in the post-quake 1973 budget does not 

include new inveatment or support to the autonomous entities or decentralized 

agencies. 

January 22, 1973 



-25-


With a revenue target of $54,9 million as stated in the previous section,
 
the current account deficit will total $157,4 million, Last year there
 
was a current acnount surplus of #119.7 million,
 

The revised Capital lxpenditure level is estimated at $291,1 
million and is 420,7 million above the pre-earthquake level to accommo­
date mainly a mini1mum level of expenditure for equipment and machinery 
and the constructicn and repair of government buildings, With the 
addition of the oxpenditures to the current account deficit, the total 
budget deficit will be 448,65 million, 

This budgetary defioit will be covered as follows:
 

(a mlllions)
 

1, Budgetary Deficit Financing 448.5
 

1. Internal Borrowing 	 60.1 
2. 	 xternal Borrowing 10.5 

Total Borrowing 1686 
3. Uneovered Deficit 

Government Budget Deficit 	 279.9 

The above represents only the budgetary deficit of the Central 
Government and excludes the current account deficit of the autonomous 
agencies, The deficit of these agencies on current account is $102.9 
million, and th.s deficit as well as that of the Central Government 
will be taken ieaccount In calculating aggregate credit requirements 
in Section IV-C, V 

1/ The capital requirements of the autonomous Institutions will also
 
be estimated in Section IV-C.
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C, Monetary Analysis and Projctions
 

In this section, we shall (1) describe certain conaiderations that
 

will have significant impact on the w,,Aetary outlook of 1973; (2) esti­

mate the credit requirements of the private sector and describe the
 

methodology utilized; and (3) present a consolidated picture of the
 

total credit requirements estimted for the economy in 1973, inclusive
 

of the roquiremerts of th'? public sector estimated under IV-B.
 

Monetary Outlook
 

The earthquake has affected the mooetary situation In three princi­

pal ways: (1) it has significantly reduced the economy's productive
 

capacity; (2) It has impaired the ability of borrowers to repay bank
 

loans, thus freezing the portfolios of the banks and the accounte
 

reelvable of rg.d.-tor ; (3). It has expended significantly borrowing 

requirements -- to replace inventories and equipment, provide working
 

capital, and supply funds for repair and reconstruction. 

As a consequence, the monetary authorities expect: 

(1) A significant reduction In the country's Gross Domestic
 

Product in 1973. Preliminary estimates indicate a decline of about
 

4 percent below the 1972 level and of about 7-8 percent below the
 

1973 level in the absence of the earthquake.
 

(2) A substantial increase In demand for Central Bank credit: 

since the comercial banking system will be unable to meet short-term 

credit requlron.. because of Ito fromen loan portfolio, the Central 

Bank will be called upon to met short-term credit requiremnts hat 
the banking system would have been able to met with Its own funds 

in normal time., Filure to expand Central bank credit would cause a 
drop in production. 

(3) A withdrawal of deposits by the public, particularly in time 
md savings deposits, as people who lost income and wealth draw down
 

their liquid balances.
 

(4) Pressure on foreign exchange reserves owing to vastly expanded
 

credit requirements and the impaired ability of the economy to meet such
 

requirements with its own capao;ty.
 

Central Bank authorities prefer to formulate their dilemma in an 

alternative way: they see a vast expansion of money supply induced by 

Central Bank credit expansion; but no increase, and possibly a reduction, 

in the public's demand for money; hence, a strong pressure on the country's 

foreign exchange reserves, 
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Monetary authorities emphasise that the consequences of the earth­
quake damage are further compomded by the serious drought suffered 

diring the summor months of 1972. The drought caused foreign exchange 
losses in basic grr.ins (corn, beaMs, sorghum, and sesame) as well as a 
significant reduction in the production of cotton and coffee which will 
have its impact in 1973. The loss In the production of basic crops
 
is expected to have reduced net foreign exchange earnings by $10 million
 
in 1972, while exports of cotton and coffee are expected to depress
 
foreign exchange earnings by $837 million In 1973, as compared to what
 
they would have been otherwise.
 

In view of the monetary authorities' great concern for their reserve
 
position, we have given particular attention to the balance of payments
 
projection presented in the next section. The Central Bank has taken
 
pains to ensure that their projection makes adequate allowance for
 
expanded import requirements induced by the earthquake as well as for
 
reduced export earnings related to the drought. We found that on the
 
basis of the data avallable to the team at this time, and on the most 
reasonable assumptions that can be made with respect to imports, exports
 
and capital flows, the government need not concern itself unduly about
 
its foreign exchange reserve situation. This conclusion is predicated 
on the assumption that large'scale reconstruction activities (especially
 
in the area of private housing) will be spread out over a period of
 
years and will for the most part be fimanced by long-term foreign loans.
 

Credit Requirements of the Private Sector in 1973 

The credit requirements of the private economy, broken down by 
major economic sector, are presented In Table IV 0-1. In developing 
this projection, we faced the conceptual problem of defining the scope 
of the current rvquirements that should be Included. There is no 
question about including credit needed to replace inventories and pro­
vide working capital. However, with respect to repair and reconstruction, 
the question arises as to the proportion of the total value of the damage 
that should be included In the 1973 requirements. We decided to include 
only the value of repair and reconstruction that reasonably could be 
expected to be executed over 1973, given the physical limitations imposed 
by time, the capacity of the construction industry and the availability 
of qualified adnin).strative personnel, The general outlines of the 
methodology are as follows: 

Housing: The total capacity of the building construction industry 
is estimted at $50-70 million (350-490 a year) a year. We have chosen 
the upper end of the range as the basis for our calculation, and assumed 
that 80% of this capacity will be allocated to the private sector. Thus, 
a maximum of 4390 million worth of private buildings could be constructed 
in 1973. This productive capacity was then divided between private housing 
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Table IV C-i 

Total Creuct Required by Private SectQr from Banking System and 
Financial Intermediaries L_ 
(Millions of Cordobas) 

i t i1 9 7 3 

1971 1972 BE 2/ AE 2 

Commerce and Services 31.3 23.1 259.0 

46.4 50.0 330.0Housing 

Industry 65.5 88.4 159.0 

Agriculture and Cattle 41.8 104.2 104.2 

Other 1.6 .1 .1 

TOTAL 165.2 186.6 265.8 852.3 

_/ On basis of increases in year~md balances outstanding. 

2_/ BE Before earthquake; AE After earthquake 
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and commercial buildings in accordance with the earthquake damage report 
prepared by INCAN. According to the INCAR estimate, 84 percent of the 
value of destroyed buildings ooamslts of "resiefdtlaldwellings. We 
have therefore asummed that the credit requirement for private residen­
tial housing ocontruction in 1973 would amount to $330 million (84% 
of 4390 million), which is the axmnt entered in Table IV 8-1. Given the 
delays necessarily involved In planning and implementation, we suspect 
that the actual figure may be significantly lower, 

Commerce and Services' The estimated requirement of $259 million 
br commerce was estimated as follows: 

Constructlon (14S of $390
 
million) $82 million
 

Reduction In requirements 
relkted to reduced public 
activity -18.5
 

Inventory damage less 
amount that can be 
financed by busimesses' 
own resources 123,5
 

Replacement of damaged
 
machinery & oquipment 
(50% of total) 42.0
 

Requirements of Service
 
Sector 50.0
 

TOAL 250,0 million 

Industry: A breakdown of the projected industry requirement of 
4159.0 lllou ti as followst 

Replacement of machinery 
and equlpmet * 70.0 million 

Replacement of accounts 
receivable 119.7
 

Reduced requirement related 

to the decline in production - 30.7
 

rotal Credit Requirement 2500 million
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Total private sector credit requirement, in 1973 thus come to 4852.3 
million compared to a normal qmke estimate requirement of 

265.8 million, &ad to a requirem t of only %66.6 million for 1972 
(Table IV C-1). 

The total combined net credit requirement (current and capital) 
of both public and private sectors are estimated in Table IV C-2. 
The table includes all capital requirements regardless of whether 
financing has been secured. The concept of capital requirement includes 
real Investment only, and excludes the credit allocations granted by 
the autonomous Institutions. 

The figures for the Central Government were explained in the fiscal 
section. Those for the credit requirements of the private sector are 
from Table IV C-1. 

The credit requirements for the autonomous institutions exclude 
the houses that they plan to build during 1973. The Housing Bank 
has plans for the construction of $.4 billion worth of houses ($406.0 
million) over the next three years. They would lke to build $*00 
million ($114 million) of houses during 1973. This sun substantially 
exceeds the construction capacity of the housing Industry, other physical 
bottlenecks, and likely financing. We have therefore excluded the housing 

progran from Table IV C-2. Note, however, that we have already included 
4390 million worth of private residential and comercial construction 
under the requlreints of the private sector. Thus, most of the capacity 
of the construction industry is accounted for, and substantial construc­
tion over this limit will require Iportation of construction contractors
 
complete with equipment, from masnagesent and crews.
 

Note that even with the exclusion of the Housing Bank program, aggre­
gate gross credit requirements for both the public and private sector 
have expanded by 41.04 billion, or $149 million. 

The requirements presented In Table IV C-2 are gross in the 
sense that they dc not make allowance for loans already contracted. 
In Table IV C-3 we have attempted to estimate net additional credit 
requirements on tho basis of whatever data were avallabb and some general 
rule of thumb. We had an exact figure only with respect to the net 
additional credi.t requlrement of the Central Government. With respect 
to the autonoaous agencies, we assumed that the total gross credit 
requirement would require new financing. With respect to the private 
sector, we assumed that 30 percent of the gross credit requirement 
could be net from the firm's own resources or through private foreign 
supplier credit. This calculation obviously requires considerable 
refining. After these adjustments, net credit requirements for 1973
 
are still a substantial 41.28 billion, or $163 million. However, 
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there are further reductions, difficult to quantifyv which are likely 
to reduce this figure, perhaps substantially, such as planning and 
implementation delays in the oastructiom Industry, 

D, GOP Project ion 

The Central DSank's projection of the Gross Domestic Product by 
sector of origin in current cordobas appears in Table IV D-1, Note 
that the Dank projects a 4 percent decline in the current OW for 1973. 
This estimate 'a 7-8 percent below what the 1973 ODP would have been 
in the absence of the earthquMe, 

By far the shnrpest decline is registered in housing income (32.8%); 
next comes transportation and oamanioations (5.9%). and commerce (5.85). 
The breakdown of MW by final eqmOdItues is currently being prepared. 
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Table IV C-2 

Combined Credit Requirements in 1972 of Public and Private Sectors 

(C$Mlons) 

Central Governlent: 1971 1972 1973 

Capital Expenditures 
Less Surplus or Plus Deficit 

in Operating Budget 
Credit Requirements 

317.2 
Less 
106.7 
210.5 

385.1 
Less 
119.7 
265.4 

291.1 
Plus 
157.4./ 
448.5 

Autonomous Aencies: 

Capital Expenditures ./ 

Less Surplus or Plus Deficit 
in Operating Budget 

-

56.2 

27,3.6 
Less 
63.6 

300.0 
Plus 
102.9 

Credit Requirement of 
Autonomous Agencies - 210.0 402.9 

Credit Reuirment of Priva16 
Sector 165.2 186.6 852.3 

TOTAL CREDIT REQUIREMENTS - 662.0 1,703.6 

j/ 	 Makes allowances, for the C$155.0 million extraordinary budget 

which is inciuded under current expenditures. 

2/ 	Excludes credit allocations other than for real investment. 

SOURCE: For Central Government: Working Group of Ministry of Finance 

For Private Sector: Central Dank with adjustments by AID Team 

For Autonomous Institutions: Ministry of Finance for operating 

budget AID Team for Capital Budget. 



3 

-33-


Table IV C-3 

Projected Requirement for New Financina in 1973 

(In Millions of Dollars) 

Financing AdditionalGross Requirement 
(From Table Assured, Financing 
III C-2) owi Resources Needed 

and Supplier 
Credit 

Central Government 448.5 168.6 j/ 279.9 

Autonomous -gencis 2/402.9 - 402.9 

Private Sector 852.3 255.0 3/ 597.3 

423.6 1,280.1

Total 	 1,703.7 

1_/ 	 SOURCE: Working Group of Ministry of Finance. 

2_/ 	 Excludes any major housing oonstruction. The $402.9 million 

is t he sum oi the operating budget deficit and a capital budget 

of C$300 million. 

Assumes that 30% of total from credit requirement would be 

obtained by. businesses either from own resources or through 

supplier credit. 



TABL IV 0-

Projecticn of Gross Domestic Product 
by Sector of OrMin 

(In Millions of Cordobas) 

1971 1912 

1973 

AZ 

5 Change 

1972-73 

Gross Domestic Product 6,471.0 7,010.1 66716 - 4.0 

Primary Activities 
Secondary Activities 

Tertiary Activities 

1,567.5 
1,429.5 

3,474,0 

1,677.5 
1,570.? 

3.761.9 

1,506.3 
1,s5028 

L 

- 4e5 
- .5 

- 4,? 

Comeroe 
merol.Government 

Transportation & Comunicatos 
Raki & inlnmce 
Foe DrInkIn %ter 
Rousing Rentale 
Otber services 

1,293. 
50m.* 
3S00 
1o 
23.6 

30o2 
we.s 

1,438.4 
53.1 
366 
17o0. 
142.8 
3711 
726.1 

1,3W.1 
a.e 

343.0 
170,2 
1,.18 
2so, 
7108 

- 5.8 
+8.9 
- 5.9 

0 
- 4e2 
-32. 
- L.O 

3013: AX - After Tarthquakd 

SOUaN$ Central Bank estimates based om IWAR damage report. 
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E. Balar.ce of Payments Analysis and Prolections 

Special attention was given to the balance of payments by 

the team as wel as by the Central Bank as this is the most crucial 

piece in the determination of the resources gap calling for emergency 
financing. At the team's request, the Central Bank provided consider­
able breakdown. back-up tables, and information on the methodology 
utilized. Only some of this supporting documentation is included 
here. 

I. Prolection for 1973 

The balance of payments projections _/are presented in 
Tables IVE-3 through IV E-5. A summary as well as our suggested 
adjustments to the estimates are shown in Tables IV E-1 and V E-2. 
The Central Bank projects merchandise imports to increase by $63 
million or 30 percent. This projection includes a rat her arbitrary 
5%increase as a "margin of error', which we have allowed to stand. 
Note that the balance on goods and services shifts from a minus 
$13 million in 1972 to a minus $87 million in 1973, a deterioration 
of $74 million; while the balance of payments as a whole shifts from 
a positive balance of $34 million in 1972 to a $10 to 30 million 
deficit in 1913. In the last column, which shows our adjustments, 
we have restored $6.0 million in unilateral transfers which we felt 
were arbitrarily excluded (see footnote 1/ to Table E-l) and allowed 
for a minimum inflow of earthquake insurance payments from abroad 
which were also omitted from the Central Bank's balance of payments 
projection. As a result of these two adjustments, our projected 
1973 deficit in only about $10 million, compared to the $31 million 
for the Central Bank. The basis for the Import projeotion is provided 
by Table IV9-3; exports, in Table 9-4; earnings from services in 
Table E-S; and capital Inflows in Table D-6. 

j_/ The initial projections were made by the Central Bank. The Team 
lowered the Bank's import projections for 1974-75, and supplied 
the capital inflow projections for all years. 

http:Balar.ce


--

Mear1_ %taem t of 


1. Xxports of Ooods 


2. ImX ts of Goods (CI) 


3. Trade Balance 


4. Services, Not 

5. Balance of Goods h services 

6. Unilateral Transfers 

7. Net Capital Inflw 


8. rrors & Onmifions 

9. Net Surplus (+)or (-) 
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of Zynts Projected for 	1973
 

1973 

Central Dnk USAID 
ftcdoetloa5 AdJustment 

.229.88.0 3.S 


ags. 

1.2 	 - 50.5 50.5 

- 36.433.0 - 36.4 

1o - 86.9 - 86.9 

- 6.0 

71,1 V43.4 56.1 


- 3o0 

33.9 - 30.8 - 9.8 

1 The Central Dank omitted unilateral tramfers in 1973 on the ground that 
all suck tranwfers involved Iam-Imd domatiom for earthquake victims 

were alto exoluded from the projection of merchaadise imports.which 
They argue that the ilolusieseamnot be pe1wsly estasted and that 
it would increase merchandise imp tot by the same mount. 

/ Includes a projected $15.0 million Im insurance payments to earthquake
 
victims excluded by the Central Dank projection, this may prove to be
 

very conservative;
 

/	Does not include resources in the proposed AID emergency loan; extra­

ordinary drawings that the DO' is prepared to authorize; The resources 
of the Central American Monetary Stabilization Fund; nor temporary 
loans from the Central American central banks. 
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Even if the relatively pessimistic Central Bank projections 

it would not appear that the country would face a 
were accepted, 
serious balancs of payments crisis. The projection makes no allow­

ance for the present AID emergency program or the pcssible borrow-
More­ing from the IIMF or the Central American Stabilization Fund. 

over, ne international reserves reached a peak of $68.3 million 

as of December 31, 1972. A drawdown of $20 million over 1973 
and the Central R.nk has indicated that it would 

appears permissible, 

allow some drop in its foreign exchange holdings.
 

The Central Bank is understandably reluctant to have re­

course to the IMF or the Stabilization Fund. The monetary authori­

ties argue )ersuasively that these institutions were set up to provide 

short-term loans to meet temporary balance of payments deficits, 

such as imbalances caused by a bad crop or adverse market conditions. 
a structural disequilibrium as it

An earthquake, however, produges 
impairs the country's productive capacity and raises its import require­

ments over a period of several years. In this situation, the authori­

ties feel that they need grants or long-term loans on concessionary 

terms, not short-term credits. 
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2. Projection for 19 74-19 75 

The balance of payments projection for 1974-1975 is sum-
The Team accepted the export projectionsmarized in Tabie IV E-2. 

of the Central Bank but reduced some of their import projections 

which appeared inflated. The Team projected capital inflows as it 

had some knowledge of the plans of the international agencies. 

Total imports are projected to decline slightly in 1974 

as substantial replacement of inventories and destroyed capital 

goods was projected to have taken place in 1973. Exports are 

projected to rise moderately. As a result, both the negative 

trade balance and the deficit on current account are expected to 

decline in 1974. At the same time, a sharp increase in capital 

inflows is projacted for 1974 as a result of increased disbursements 

by IDB, IBRD, and AID under loans authorized in 1973. The pro­

jection of AID disbursements In Table IV E-2 and E-6 excludes the 

emergency assistance that will be provided under the present 

proposal. The combined effect of the reduced deficit on current 

account and the substantial expansion of capital inflow is to 

produce a surplus in the balance of payments of some $48 million 

in 1974 ( line 10 of Table IV E-2). The associated rapid increase in 

reserves strengthens our conclusion that some drawdown in reserves 

could be affeuted in 1973, if the need arose. 

In 1975, imports are projected to climb back to the 1973 

level. Exports are expected to increase by 5%. The trade deficit 

and the deficit on current account will change little. Some reduction 

in the inflow of capital account is projected, though this decline 

is largely attributable to the exclusion of possible 1974 loan 

authorization from the 1975 project disbursements. Even so, the 

total net capital inflow is projected to be substantially larger than 

the deficit on current account. The outcome is another substantial 

increase ($26 million) in foreign exchange reserves. 
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Table IV E-2 

Balance of PaYments Gap Projection* 
1973-75 

(In million of Dollars) 

19751973 1974 

1. Exports and Merchandise 229.8 236.8 248.7 

2. Imports of Merchandise (CIP) -280.3 L_/ -275.0 / - 285.0 / 

3. Balance of Trade - 50.5 - 39.2 - 36.3 

4. Services, Net - 36.4 - 33.4 - 33.6 

5. Unilateral Transf6rs 3/ 6.0 6.8 7.0 

6. Balance on Current Account - 80.9 - 64.8 - 62.9 

7. Private Capital Inflows Y 29.2 40.0 35.0 

8. Official Capital Inflows AL1 72.6 54 .0 

9. Balance on Capital Account 71.1 112.6 89.0 

10. Surplus (o) or Def.cit (-) - 9.8 0 47.8 4 26.1 

Exclusive of AID Emergency Assatanoe 

_/ Central Bank projection 

2/ Central Bank projection as modified (i.e., lowered) by AID Team 

_/Central Bank exc.(udes all unilateral transfers in 1973 on the assumption that 
all donations for *hat year are earthquake related, and ara therefore (a) very 
difficult to estimate, (b) their inclusion would entail an equal upward 
revision of thn import figure as the latter excludes all in-kind donations. 
We have, however, projected unilateral transfers at the "normal" pre­
earthquake level. 

4_Includes projo te erthquake Insuranoe paymrients, snd ftr 1974-1975, 
privato Inflows ndw tho Alf AW WW 1tfiv@1tftif 0t t Y biW o,Pftwfe. 

by AID Team.wb dek4owUbl# IVwn,,a i" 


./Projected by AID Team. For detailed breakdown, tiee Table IVL~.6
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We have had some difficulty in reconciling this optimistic 
balance of paymernts prognosis with the significant deficit we found 
in the public sector and with the vast Increase in credit requirements 
projected in the private sector in 1973. It is therefore appropriate 
that we review the main reasons for the continued strength of the 
balance of payments in the face of the substantial additional credit 
requiremcnts in the domestic economy. 

First and most importantly, there is the substantial and 
rapidly increasing capital inflow on both private and official account. 
The increase In the private inflow is related to the AID Housing 
Guaranty program as well as the earthquake insurance payments from 
abroad anticipated over the next three years (projected at a minimum 
of $45 million). We have noted that the capital inflow (private pius 
official) is projected to increase from $43 million in 1972 to $71 
million in 1973 and $113 million in 1974. Notethat the disequilibrium 
in the internal economy does express itself In the substantial 
deficit on current account, which rose from $13 million in 1972 to a 
projected $80 million In 1973. 

Secon±d, the earthquake hit Nicaragua in a year when the 
country was in a relatively strong balance of payments position. 
Note than a gain of $34 million in reserves took place in 1972. ./. 
Thus, the deterioration of the current account situation in 1973 is 
reflected in large part in the disappearance of the strong net 
positive balance achieved in 1972 (see line 9 of Table IV E-l). 

1/ It is true that some of the gain In reserves in 1972 was due to 
accidental factors: the government borrowed abroad funds or. 
a long-term basis in order to repay a short-term high-interest 
loan, but later found that the creditor refused the conversion. 
Moreover, INCEI (the grain stabilization agency) borrowed 
funds to effect some grain imports which were not used. Both 
of these loans found their way into the reserves. Nevertheless, 
most of the gain in reserves achieved in 1972 resulted from 
substantial increases in exports of goods and services. 
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Thirdly, part of the net credit requirement estimate for 
the private sector will not express itself in an increased demand 
for imports. Specifically, new bank credit needed to take the 
place of temporarily frozen accounts receivable and to provide 
working capital (other than for inventory replacement) is not 
likely to entail a significant claim on foreign exchange. 

Finally, Nicaragua has been able to accumulate
 
reserves over 1970-72, and is thus in a position to permit some
 
drawdown during 1973, perhaps in the order of $20 million.
 

The large capital inflow projected through 1975 does 
not, of course, indicate that the resources needed to rebuild 
Managua are assured. While an attempt was made to reflect 
some of the repair and reconstruction requirements in the 
import projections, it must be borne in mind that the allowance 
for reconstrLction activities was constrained by the limited 
capacity of the construction industry as well as by other physical 
and administrative bottlenecks. Moreover, our balance of payments 
projection covers only thre3 years while reconstruction will extend 
over a much longer period. It is nevertheless clear that the 
substantial loans projected over 1973-1975 will get reconstruction
 
off to a good stait.
 

The major significance of Nicaragua's relatively strong 
balance of paymebats and reserve position is that it will enable 
the monetary authorities to expand credit to cover the operating 
deficit of the Central Government and of the autonomous 
institutions, as well as supply credit to replace inventories and 
destroyed equipment. As indicated, the Central Bank has attempted 
to make allowances for these requirements in its import projections. 
At the same time, it is obvious that large scale reconstruction of 
housing, commercial establishments and public buildings cannot 
be undertaken through bank credit expansion, as the cost of such 
reconstructicn, if concentrated over a three-year period (as 
provided in the Housing Bank's current plan) is massive and would 
inevitably quickly exhaust the country's foreign exchange reserves. 



Reconstruction n~ust be spread over a period of several years and
be tied to new foreign loans on oonoessionary terms designed
for this purpose. 

F. Pro-ji.tion of Dobt Service ha.o' 

External debt service charges are projected on Table
IV F-1. Note that the ratio of these charges to total exports ofgoods and sorvices ranges from 15 to 18 percent, ThiO ratio isrelatively high but not unmanageable in terms of Nicaragua's

historical experience 
as well as in comparison with other
Central American countries. In 1966, Nicaragua's total externaldebt service charges amcunted to only 5.6 percent of its exports
of goods and services, r4 ratio which rose to 10.6 percent in 1970.For Central America as,a whole, the ratio stood at 7.4 percent
in 1970. L/ 

1 	 SoURCE: MBRD, Economic and Social Data Division;
and SIECA, Indicadores Eoon6mbcosNo. 12, July 1971, P. 25. 
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Table IV. E.3 

i ProJection OfTImports 
',(Millions of Dollars, CIF) 

1971 1972 1973 1974 1975 

1. Non-Durable Consumer Goods 42.4 46.3 46.3 51.0 55.0 

2. Consumer Durables 22.1 23.5 18.0 24.0 26.5 

3. Fuels and Lubricants 15.1 15.7 21.5 21.5 21.5 

4. Raw Materials and intermediate 
Products for Agriculture 8 .1 12.2 14.5 16.0 17.6 

5. Raw Materials and Intermediate 
Products for Industry Other 
than Construction 62.0 65.6 66.4 69.4 73.4 

6. Construction Materials 13.3 9.1 21.0 25.0 25.0 

7. Capital Goods for Agriculture 3.6 5.6 5.S$ 7.5 8.0 

8. Capital Goods for Industry 34.8 29.2 46.8 35.0 37.8 

9. Transport Equipment 8.6 9.3 12.0 12.5 13.0 

10. Miscellaneous 0.4 0.3 20.0 5.0 5.0 

11. Total 210.4 216.8 272.4 266.9 282.8 

12. Total Inclusive of Allowance for Margin 21,0.4 216.8 280.0 275.0 285.0 
of Error 

SOURCE: Centr&l Bank as modified by AID Team 



Table IV E-4 

Projected Exports of Goods 1973-1975 
,PI. (Millions of Dollars) 

B-E A-E 
1971 1972 1973 1973 1974 1975 

Agricultural Products 130.8 170.4 175.0 172.4 i75.3 181.1 

Cotton 1/ 41.3 61.2 51.6 52.2 57.9 61.3 
Cotton Seed 0.8 1.7 1.1 1.1 1.2 1.3 
Coffee ?/ 29.3 31.3 42.6 42.6 34.1 34.0 
Bananas 
 - 1.7 3.5 3.5 6.0 7.0
 
Shrimp and Lobster 5.8 
 9.4 11.7 11.7 
 11.8 11.5

Sugar 11.6 15.0 
 14.1 14.1 14.5 14.5Meat 3 28.7 35.9 
 36.7 33.9 36.0 37.0
 
Other Agricultural Products 13.3 14.2 13.7 13.3 13.8 14.5

Industrial Products 52.4 59.3 68.5 51.3 55.6 61.6 
Mineral Products 6.5 6.3 6.1 6.1 5.9 6.0
TOTAL EXPOPTS 189.7 236.0 249.6 229.8 236.8 248.7_j/,Getton projection take3 account of Central Bank survey as well as reports from Ministry of Agriculture.

Figure for 1973 is down because of drought.

2_Coffee export projection for 1973 is based on assumptions of a price of $50 per quintal, 
and that Nicaraguawill be able to dispose of only half of its accumulated stock. The Embassy Economic Officer feels thatthis estimate is on the conservative side. The Central Bank projected a slight drop in coffee price in 1975.
3 Meat projection takes account of the high slaughter rate in recent years and of the disincentive effectof the export tax. 

SOURCE: Central Bank 



Table IV E-5 
Projection of Services Over 1973 -1975 

(In Million of Dollars) 

1973 1973 1973 
Income Payment Balance Income Payment Balance Income Payment Balanc 

A. General Services 23.0 54.2 -31.2 32.4 57.6 -25.2 33.2 59.7 -26.5 

Freight and Insurance 5.0 26.7 -21.7 5.5 26.0 -20.5 5.7 27.9 -22.2 

Other Transport Costs 6.3 10.0 - 3.7 6.2 10.3 -4.1 6.6 10.4 - 3.8 

Travel 9.2 10 0 - 0.8 13.1 13.5 -0.4 13.1 13.5 - 0.4 

Government Expendi- 2.5 1.5 1.0 2.6 1.6 1.0 2.6 1.6 1.0 
tures 

Other Services 6.0 - 6.0 5.0 6.2 -1.2 5.2 6.3 - 1.1 

B. Remuneration of Factors 8.4 40.3 -31.9 7.8 42.3 -34.5 8.1 43.1 -35.0 

Profits - 19.6 -19.6 - 20.0 -20.0 - 20.1 -20.1 

Interest 3.9 15.2 -11.3 3.0 16.6 -13.6 3.2 17.1 -13.9 

Wages and Salaries 2.5 3.0 - 0.5 2.6 3.1 -0.5 2.6 3.2 -0.6 

Others 2.0 2.5 - 0.5 2.2 2.6 - 0.4 2.3 2.7 - 0.4 

TOTAL (. B) 31.4 94.5 -63.1 40.2 99.9 -59.7 41.3 102.8 -61.5 

SOURCE: Central Bank,. Department of Ecoaiomic Studies 



Capital Inflow on Private Account (Net) 

Short-Term 

Long-Term 

Insurance Payments 


Official Capital Inflows, Total 
Disbursements of Prior Loans 
Unrelated to Quake 

New Loans from International
 
Institutions (excluding AID
 
emergency loan) 


Rapid Disbursement IDB 
Program 
Long-Term Program IDB 
Rapid Disbursement IBRI)
Program 

AID, other than Emergency 
Loan 

Total Capital Inflcws 
(Private and Officiat) 

Exclusive of AID emergency assistance. 

1971 


15.5 

.3 
15.2 

37.6 

37.6 

-

53.1 

(Millions of Dollars) 

1972 B. E. 
1973 

A. E. 

7.1 14.2 29.2 

-4.0 
11.1 

-

2.0 
12.2 

-

2.0 
12.2 
15.0 

36.3 30.9 41.9 

36.3 30.9 30.9 

11.0 

-

- -
-

6.0 

- 5.0 

-

•43.4 45.1 71.1 

Table IV E-6 

1974 1975 

40.0 35.0 

20.01/ 25.0 1/ 

20.0 10.0 

72.6 54.0 

39.6 20.0 

33.0 34. 0 

8.0 4.0 
10.0 15.0 

10.0 5.0 

5.0 10.0 

11V2.6 89.0 

1975 figures also exclude possible new authorIzations in 1974. 

PROJECTED CAPITAL INFLOWS*
 

1/ Includes additional inflow for private housing related to AID housing investment guarantee program of $ 5 millions in -

1974 and 10 millions in 1975. 

January 22, 1973 
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Table IVF-I 

Proection of External Debt Service CharQes 

1973 

1974 

1975 

Debt 
Retrement 

(1) 

31.5 

28.8 

28.0 

Interest 

(2) 

15.2 

16.6 

17.1 

Total 

(3) 

46.7 

45.4 

45.1 

Exports of 
Goods and 
Services 

(4) 

261.2 

277.0 

290.0 

Col (3) 
As Percent 
of (4) 

17.9% 

16.4% 

15.5% 

SOURCE: Central Bank of Nicaragua 
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V, S UAIIO 

The earthquake occurred at a tim %"e the Nicaraguan economy wasin a dymamic pkase, notwithstanding the drought. Cigifioantly improved
export performance, coupled with fiscal and monetary restraint, had led 
to a substantial accumulation of reserves In 1972. The drought has
caused come losses in agricultural prduotion, includlng production

for export, but It comes at 
a time of bio basic omodity prices which 
will cushlon the production losses. 

Mile far from the most Intene In recent world history, the earth­
quake has had a uniquely destructive effect in taking out the country's
commercial and governmental acre. Not only has this vastly multiplied
the cost of the 4make; it has also severely complicated - and will pro­
long - recovery, but Nicaragua's agricultural, industrial, and physicalInfrastructure bas are largely Intact, and the huma entrepreneurial
Instinct is an already widely appae t engie of rcovery. 

Nonetheless, it will be several years, probably 5 or more, before
the recovery is complete, and the first year is 
 sure to be the hardest. 
The rebuilding process In the private seate, particularly In commerce,
services, sad housing, will inevitably be gradual, in part because 
of limits on construction capacity, in part because of limits on thewherewithal to finuace rebuildig. but the domestic construction in­
dustry will scon be running at full blast, builders from outside will

apparently be welcomed, and a combination of foreign loans, domestic

credit creatlor,, savings, and current 
profits will provide substantial

financial resouroes. The process will be accelerated by measures

designed to achieve general ceommie staulatios,
 

Many of the automamous institutions, responsible for such basic
services as water, sewage, bosing, electric power generation and
distribution, telecounicatioso and social scurity, are experiencing

economic problem because their principal revenue base has been wiped

out. Their probleam are comparable to the problsm of the private sec
tor; they are peblesn that will require several years to resolve.

Tet here, too, there is reasos for some opti m the physical losses

suffered by several of the Institutions were not great; moreover, their
needs In many instances are likely to be met by international lending
institutions, particularly where relationships are long-standing. 

The problem of the central government are enormous The regrouping
process has been difficult - there is an acute shortage of adequate
buildings -- and the bureaucracy, while a little stronger each day,
still closer to chaos than to order, Tot the circmnstances cry for 

is
into­

ratio, of policy, decision-making, and execution, not only to meet the
extraordinary problems and pressures of today, but also to plan for the 
unpreoedentedly omplicate d and costly progr of temow. 
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The 1973 budget of the Central Government is going to be severely

out of kilter, As a result of the earthquake, we expect a drop in
 
revenues of about 15-20 percent, from an originally-budgeted 4710

million to about 00 million (which includes $140 million of revenue
resulting from pout-earthquake measures). 
 Meanwhile, expendttures

will increase by about 20 percent, from $W0 million to $1,150 million

(because of requirsments to replace equipment and furniture; unantici­
pated rentals; the needs of autonomous and decentralized agencies

suddenly deprived of large portions of their operating revenues; and
 
some emergency programs). Against the resulting deficit of *550

million, about #170 million will be available, principally from external

loans contracted prior to the earthquake. This leaves a net deficit

of some *60 million (about $54 million) requiring extraordinary

financing, 

1he degree to which the fiscal problem subsides will depend on

the pace of overall economic recovery and the success of planned

efforts to modify the tax structure so that It will prodoce more as
 
national income Increases,
 

hile, at least in the short run, the fiscal picture is gloomy,

the balance of payments forecast is In sharp contrast. The Central

Bank projects a current account deficit of about $80 million in 1973
(compared with $7 million in 1972), the Increase principally attributable
 
to a sharp rise In Imports (from $217 million In 1972 to $280 million),

reflecting both the rapid expansion of public sector spending and the

special needs of the private sector, Including comerce, housing, and
manufacturing. 
7%9 not capital flow, Including private loans and

investuent and official loans already contracted, plus estimated draw­
downs on IDB and XSD emergency loans, is plus $56 million, leaving a
deficit of about $25 million, eaosver, this deficit assums substantial Central
Bank financing of the fiecal deficit and does not inclmde the emergency
program proposed herein, nor does It include (a)any drawing on the extra­
ordinary resources ($2 million net) IMF is prepared to make available,(b) the resources of the Central American Mometary Stabilization Fund,c) special arrangemsts with Central Amerloan oemtral banks, and (d)

insurance payments ,onpolicies written or reinsured outside Nicaragua
(which could be a very significant item), In light of the relativelyhigh level of emd-1972 reserves ($77 million gross,, $68 million not),
we conclude that A ts most unlikely that Nicaragua will encounter balance
of payments difficulties in 1973. Moreover, the extraordinary levels of
concessional eZternal assistance likely to be committed during the next year or two should assure that balance of payments problems do not
materialize in 1074 or 1975, evm with continued very high import levels. 

What this means is that there is substantial capacity on the part
of the =oetary authorities to help the public and private sectors to
 
meet their needs,
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several months after the earthquakeIn both sectors, then, the first 
difficult and important. While the earthquakeare certain to b, both 

and the drought hive been enormously destructive and costly, Nicaragua
 

its export agriculture currently com­has several things going for itt 


mands high prices (most people &soume that the drought 
will end at the
 

Its industry and infrastruc­onset of the nori'al rainy season in May); 


ture are largely intact; and its foreign exchange reserves are ample,
 

In addition, Nicaragua can count on
and likely to remain that way. 


unprecedented Corthcoaivnposs by the international institutions.
 

of these factors will not make themselves felt in the short
But most 
run, and ways must be found to got the recovery process moving 

promptly.
 

It is in the short run, especially the next 6-9 months, that 
there
 

to help
is t particularly Amportant role for AD emergecy assistance: 


get people back to work, thereby facilitating the recovery of demand and
 

stimulating business activity and confidence. A substantial injection,
 

principally thr,-,yh tlie i:iv,,stment budget. will lead to further
 
government and autonomous
employment creatilon, the recovery of central 

institutions revenues, and a general acceleration of raconstruction.
 

It will also reduce somewhat the so of the budget deficit,
 

It is appareit from two tripartite meetings with IDB and ISRO teams 

both institutions are moving with unprecedented swift-In Managua that 

an
ness to help Nicaragua. The IDS Is putting together $18 million 

emergency package lor telecommunications, small industry, rural credit, 

construction-industry expansion, and temporary shelter for two universities. 

Funds should be flowing by aid-April, and the IDS estimates that the 

Moreover, a substantially larger,
disbursement period will be two years. 


longer range ptogram is probable later this year. 

The IBDD has singled out power, water supply, sites and services,
 
attention andindustrial parks, and secondary schools for imediate 

has In mind a $X0-20 million package which should approximate the 

IDB program with respect to timing. 

and the IXRD are moving rapidly, their assistanceWhile both the ID 


will have an essentially project orientation, and the resources thus 

made available will not enable the government to undertake a short-run 

employment generation program. Thus, AID program assistance, particu­

available promptly, can make a unique contribution
larly If it is ade 
to the acceleration of the recovery process. In addition to the speed 

with which we can act and the flexibility of the funds we can make avail­

able, we have the special advantage of having a full-time Mission on 

the spot, able to adjust the program to the lessons of experience in 

what Inevitably will be a dynamic environment, one in which the ability 

to seize opportunities as they present themselves can pay major dividends. 
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In selecting activities for AID financing, we have been
 
guided by the following criteria: the activities can generally

be begun within three months (which means either that exten­
sive planning is already largely done or that it is not required);

they will emphasize employment creation; and they will give

priority to Managua and refugee areas, but will not prejudice

the final decision with respect to reorientation of the city.

The program we are proposing therefore largely emphasizes public

works.
 

Although housing is among the most urgent reconstruction
 
requirements, we consider it indispensable that any significant
 
new housing projects, beyond the temporary housing financed
 
by the AID $3 million grant, be undertaken within the context
 
of a master plan for the City of Managua. Such a plan will
 
require time to develop. Once it is developed, there should
 
be substantial opportunities for external financing. The
 
Housing Investment Guaranty program comes to mind as 
an
 
obvious source. Here, as in so many other areas, one sees
 
the importance of a concerted planning effort -- and the potential

for waste in its absence -- and to facilitate such an effort,
 
we are proposin that AID funds under this program be used
 
for the activation of a high-quality planning group to guide

the GON's policy-making and decision-making both in the short­
and mid-term,
 

Finally, the planners and the international institutions
 
must not lose sight of the process of long range development,
 
a process which has been temporarily arrested and probably

somewhat detoured, but a process which, nonetheless, will
 
at some time in the future once again occupy center stage.

For this reason, we propose to use some of the emergency pro­
gram funds for financing the GON's contribution to development

projects financed by AID. In addition, we urge that a vigorous

effort be undertaken to identify and develop new project loans.
 

We have estimated a budget gap of $54 million, which this
 
loan will help to finance. For administrative purposes we
 
will identify our disbursements with items in the GON invest­
ment budget. (We have identified about $30 million of such
 
activities). In addition, there are approximately $3.9
 
million in GON contributions of local currency to AID develop­
ment loans which will be required in 1973. For the present,
 
we propose a $15 million development loan to cover both types

of requirements.
 

In summary, then, the U.S. Government has a unique oppor­
tunity through an AID emergency program to bridge the difficult
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period between disaster relief operations and a planned reconstruction 
effort. What we do can have an importantly favorable economic and 
psychological impact on the recovery process.
 

VI. THE PROGRAM 

A. Purpose of the Program
 

The purpose of the assistance is to help cover an unexpectedly
 
large budget deficit, principally in the investment component, resulting
 
from substantial reductions in revenues and major new spending require­
ments, both attributable to the earthquake which destroyed most of
 
downtown Managua on December 23, 1972.
 

B. The Loan
 

As was noted in the strategy section of this Program Assistance 
Paper, the earthquake occurred at a time when the Nicaraguan economy 
was in a dynamic phase notwithstanding the severe drought which had hit 
the country's principal productive sector, agriculture. Moreover, the 
immediate response of the country's people to the unprecedented disaster 
which struck them two days before Christmas, 1972, was one of courage, 
determination, and optimism.
 

Yet, just as an important contributor to the prior economic
 
progress had beaen our AID assistance program coupled with its IDB and 
IBRD counterparts, so even more beneficial to the country's morale was 
the world-wide srge of effective sympathy stimulated by the earthquake, 
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a sympathy whoseeffectiveness was epitomized by the United States
 
effort that poured everything from C-Rations to C-5A delivery service
 
into the stricken area within hours. Looking to the future, the extra­
ordinary assistance packages being prepared by the international lend­
ing agencies plus such longer term aid as we shall make available 
through our normal loan channels should reasonably assure that essential 
progress need not be foregone for lack of outside concern.
 

However, as previously set forth, there is a critical inter­
mediate period between the end of major relief efforts -- though donated
 
food will be flowing in for many months yet -- and the beginning of the 
long range reconstruction cum development phase, leaving a time interval that 
could undermine the high morale thus far maintained. 

The GCR investment budget contains numerous activites directed
 
toward employment recovery and development in the interim which this loan
 
will help to support. For purposes of administration we will link dis­
bursements with these types of activities.
 

The following are examples: 

One of the most important activities is the combined program of
 
salvage, demolition and removal of the rubble that was once the heart of
 
Managua.
 

The activity would consist of two simultaneous coordinated pro­
grams: the one of salvage, whereunder those components of the rubble 
that are both recoverable and reusable will be picked out by hand. The 
estimated budget for this is roughly $1.3 million. The other consists
 
of demolition, where required, and removal of the remainder of the 
rubble, a quantity that has been estimated at 4 million cubic meters. 
The budget has been estimated well in excess of $5 million, but we 
have limited our, consideration to that figure until experience provides 
a better basis for estimating need. 

The foreseeable possible natural disaster against which we would 
take precautions is the flooding that could be occasioned in large parts 
of M sgua by heavy rainfall during the wet season, which generally 
begins in May, overflowing drainage canals obstructed in some places by 
the consequencee of the earthquake and in others by the inadequacies 
of prior maintenance efforts. 

The activity would consist of cleaning, re-aligning and paving 
some 12 kilometers of principal drainage canals under force account
 
over a period of some 9 months starting with signing of the Loan Agree­
ment. The estimated budget is approximately $700,000. 

Insofar as the restoration of essential services is concerned, 
a combination of vigorous Nicaraguan self-help efforts with IIB and 
IBRD assistance u-der ongoing projects in their traditional areas of 
concentration have matters well in hand -- with one glaring exception: 
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some 1,650 hospital beds were in facilities that have been destroyed or
 
too heavily damaged for significant use.
 

As an interim relief mesure, a 120 bed U. S. Army Field Hospital
was donated to I!icaragua, but the onset of the rainy season is expectedto have a sufficiently deleterious effect on this tent-housed facility

to make its trans.'er to more solid quarters essential.
 

This activity would consist of the rather extensive remodeling
of several medical facilities in both Managua and other Nicaraguan cities
in order to make proper use of the U. 
 S. - donated equipment plus thatsalvaged from their damaged hospitals so as to provide adequate generalhospital capacity on a semi-temporary basis -- say three to five years -­until the Nicaraguans can design and construct a permanent hospital

system. The tentative budget allocation for this activity is $3 
 million. 

Another activity directly related to the earthquake is the im­provement and paving of numerous raods and streets in Managua and its
environs. Traffi c patterns 
have beei completely disrupted by the closing
of most downtova 
streets, and increased efficiency of transportation
will be a major effect of this activity, along with the heavy employ­meiit generation flowing from the type of paving planned (adoquines orinterlocking concrete blocks). 
The roads to be improved are generally
in the "safe" ar3as of the city and will thus have as beneficial an

effect after any reorientation 
as now. 

The act vity would consist of the paving by the City of Managuaunder force account and contract of up to 67 kilometers of city roadsand streets over the periodIthe program and would cost an approximate 
$5 million.
 

Similar in concept btt substantially larger in scope and differingin implementing agency (Department of Highways)
is 

and paving material (asphalt),the program for improving, preserving and paving/repaving, at an estimated 
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cost of roughly $7 million, some 715 kilometers of highways and trunk
 
roads, with emphsis on the area most directly affected by the refugee

migrations, the drought, and the skewed traffic patterns related thereto.
 

In response to the wholesale damage to and destruction of govern­
ment buildings and other facilities) the next activity would call for an
 
immediate program of general minor repairs followed by the more complex
 
task of making maJor repairs where feasible. Coupled with this widespread
 
program would be two more particular activities: provision of temporary 
customs warehouses and office facilities, to restore GON revenues and
 
expedite commerce; and the repair of damaged airport facilities. The
 
estimated total cost would be somewhat under $4 million.
 

The ncxt activity is agricultural and rural assistance in the
 
form of necessary building8 and other infrstructure. Although the
 
$400,000 total astimated expenditure is vastly less than the sums
 
proposed for the Managua area. the activities would be extremely useful.
 

The final activity would encompass some $2 million of public

works in the major cities of Leon, Granada, and Masaya. A portion of 
the Justification for this activity lies in the short term impact on
 
these cities of the flood of refugees. More important, however, is the
 
longer term impo.'tance of making them sufficiently attractive places to
 
live that they can offer a viable alternative for those who would
 
prefer not to raturn to Managua.
 

The entire illustrative list is included as Table Vl-1.
 

Also to be funded under the loan are $3.9 million equivalent
for local counterpart funds to back up the next year's estimated dis­
bursements under four AID Development Loans as shiown in Table VI-2. These 
funds will assure the use of $8.7 million in project loans. These are 
all vital components of the long term Nicaraguan development program
and fully worthy of this additional temporary support. 

AlthotWh the types of activities with which disbursements will
 
be linked, as set forth in the Illustrative List (Table V-1) total some 
$28 million, the Irery nature of that list makes it inevitable that some 
will drop b,, the wayside, even as new activities appear.
 
Authorizati-a :La currently being sought for $15 million in loan fundirg.
Of this total: some $4 million would cover the local counterpart for 
AID loans and $11 million would be used to finance the budget deficit 
through linkage of disbursements with activities of such nature as those 
on the Illustrative List. An estimated $2 million out of this $11 million 



-56­

would be for Code 941 procurement and the remainder for local costs. 

Enplcyment Effects 

As has been set forth previously, one of the major factors in 
selection of activities for our Illustrative List (Table VI-1) was immediate 
potential emplcyment generation. Although the estimates submitted by 
the various agencies often vary considerably in the relationship of 
employment to cost, even in activities where closer correlation might 
be expected, nevertheless the total employment effects of the proposed 
loan, which we have factored down to about 10,000 man/years, are most 
impressive. 



Table VI-1
 

Illustrative List of Activities
 

Atiity Title 
 OW Ancy Cost (2)00 REployent (Man Years) 

A. Direct Zmergoncy Measures
 

1. Rubble Material Salvage 
 Public Works 80700 (7000)
2. Rubble Demolition & Removal Public Works 35,000 (7, ) 

B. Provision of Temporary Hospital Facilities Public Works 
 21g000 
 1,500
 

C. Restoration of Major Drainage Canals 
 City of Ma4p& 5,000 
 1,000
 

(w)
 
D, Managua City Roads/Streets (TOnL) 
 City of Managua 35,000 
 2,350
 

(w) 
(klomete")1. By-Pass Road 3,5

2. Colouia Centro America Road 10.0 
3. Santo Domingo Road 
 1.0

4. 35th Avenue 2.5
5. 27th Avenue 6.0 
6. Miscellaneous Road Portions 
 5.0
 

KILGNV SUBTOML 23.0
 
7, Barvio San Judas Stats 
 15.0.
 
8. Lezianso - LaCeibita Streets 
 11.0
 
9, Ducuall, Sta. Barbara, Meneses Streets 
 13.0
 

KILUETUR SUBTOTAL 
 39.0
 
KILOMETMR TOTAL 
 67.0
 



Illustrative List of Activities 

Ac 

I. 

vitylTitle 

Highways & Trunk Roads (TOTAL) 

1. Santa Rita - Masachapa
2. Masay& - Tipitapa 
3. Managua - Sabana Grande 
4. Piedra Quemada - Las Mrcedes 
5. Masaya Highway - Las Nubes 
6. Las Nubes - Masays 
7. Betterment of Selected Highways 

-U.LTM TOM 

G AWna 

Dept. of High-
ways 

(kilometers) 
30 
20 
10 
15 
20 
20 

600 

715 

Cost(20) 

49,000 

(21,000) 
( 6,000) 
( 3,500) 
( 5,000) 
( 5,000) 
(4,500) 
(15,000) 

tploment (Man 

7,300 

(1,900) 
(1,100) 
( 600) 
( 700) 
( 700)
( 800) 
(1,500) 

Years) 

F. Repair of mgsed Public Midge. 

1. Imadlate Geaeral Minor Repairs 
2. CY 1973 General Major Repairs 
3, Provisional Customs Headquarters 
4. Airport Facilities Repairs 

Public Works 
Public Works 
Public Works 
Defense 

Bo 
18,000 
1,500 
5,400 

60 
2,500 

250 
400 

G. Agricultural/Rural Assistance 

1, Rgional Storehcus6s 
2. People's Supply Centers 
3. Assistance to Various Settlements 

-WEI 
M 

IAN 

900 
7T0 

1,300 

100 
6 

200 

H. Municipal Improvement Projects Cities of Leon, Granada 
Masaya 15,000 1,500 

TOTALS 197,300 24,240 
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Table VY-I 

s-ciuted Loca1 C O ,naW Needs for AID Loans 

L0CA Counterpart Amount thus Supported 

AID Loan (000 Mlvalent) ($000) 

024 -- Feaslbility Studies 100 19500 

100 3,220025 -- Rural Slc. Coops 

O00 2O00026 -- Feder oade 

2000
02 -- Iducatlo sector UM 

T9M 3 a00 8,720 
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VII, Loan Administration
 

A. Tmplementation Plan
 

With respect to those activities with which our disbursements
 

are to be identified, we will insist that the CON adhere to the type
 

of procedures outlined in our various A.I.D. guidelines. In this way,
 

we can ideutify our funds with well-implemented, reasonably priced
 
activities.
 

We will, however, permit the GON to depart from these
 
guidelines where r~quirements of the program require greater flexibility.
 

For example, small business notification will not be required, nor will
 
formal advertising be required for procurement of consulting services
 

under a vallue of $100,000. Formal competitive bidding for any contem­

plated procurement of goods and/or services under $50,000 may be
 

dispensed with if U.S.A.I.D. concurs. For larger procurements, AID/W
 

concurrence will be required.
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bulk of this program
The 	overall disbursement period for the 

at from the first disbursement or roughly
is projected 12 months 

with a Terminal Disbursement Date
 through the end of February, 19T4, 

of June 30, 1974. It is projected that following an initial build-up 

of disbursements in the months of March, April, 
and May, 1973, the 

disbursement curve should flatten out in the 
neighborhood of $2.0
 

However, it should be emphasized that
 million equivalent per month. 
 of records
 
as a result of the destruction of facilities 

and los 


occasioned by tie earthquake, the GON will 
not be able to act with full
 

timing would be neither unlikely nor
 efficiency, so some lag in thin 


indicative oi' any lack of general capacity to 
respond to normal ad­

ministrative requirements.
 

for AID/W review.
draft Loan Agreement has been preparedA 	

along with the necessary Delegation
Coies will be furnished the USAID 

for early signing. Given the urgency of the 
of Authority in time an 

situation it is anticipated that the agreement will be signed 
within 

approximately ten days from the date of authorization. 
It 1, expected 

that the conditions precedent to the initial 
disbursement can be met 

Due 	to the urgency of
 within a week frcn the date of signature. 


commencing certain of these activities as far as 
possible in advance
 

of the May start of the rainy season, the Loan Agreement 
will provide:
 

or services
 
"Except as A.I.D. may otherwise agree in writing, no goods to ordersare 	procured pursuant
may 	be financed under the Loan which 

1973." 
or contracts firmly placed or entered into prior to January 25, 

B. 	Conditions Precedent
 

U.S. dollars
(a) The Borrower shall repay the loan to AID in 

the 	date of first disbursement under the loan
within 40 years frm 
to exceed 10 years. The Borrower shall

including a grace period not 
period 

pay interest at the rate of 2 percent per aunuv during the grace 

and 3 percent thereafter. 

Prior to the release of any :jsourcas under the loan,(b) 
the Borrower must provide AID with: 

(i) an acceptable opinion of counsel concerning
 

the vtl1 idity of the loan agreement, and
 

a statement of authorized GON representatives
(ii) 

for 	purposes of the loan and their specimen signatures.
 

(Iii) evidence satisfactory to AID of the formation, staff­

ing, and assignment of authority to an implementational body to 

coordinnte and control GCf implementation of this program and the 

activities to be carried out hereunder. 
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(c) Frior to each individual disbursement, Borrower must 
provide in form and substance satisfactory to AID a request for 
funds (LCFDR) accompanied by the following: (i) evidence that the 
funds requested have actually been expended and not previously reimburse( 
(ii) evidence that said expenditures have been made pursuant to plans
 
approved by the implementational body and fall within the purview of thii
 
program.
 

The Loan will be subject to such other terms and conditions
 

as AID 	may deem advisable. 

C. Target implementation Dates
 

It is projected that the program will be carried out on the 
following schedule:
 

Loan Authorized -- February 9, 1973 
Loan Signed -- February 20, 1973 
Conditions Precedent Satisfied -- February 28, 1973 
First Disbursement -- March 1, 1973 
Final Disbursement -- June 30, 1974 

D. A.I.D. Financing Procedure 

In accordance with the purpose of this program the primary
financing procedure to be utilized is the direct purchase of local 
currency with dollars, the local currency there to be i3sed to reimburse 
the GON for authorized expenditures. The disbursement of program dollars 
(except for direct dollar procurement which will be handled by a Letter 
of Commitment to be established as and when the need is recognized) will 
be tied basically to the properly documented cordoba expenditures for 
the prior month. Starting with satisfaction of the conditions precedent

to initial disbursement, borrower may at that time and at the end of each 
calendar month thereafter submit documentation in satisfaction of conditic 
precedent for disbursement to reimburse some or all program expenditures 
made on or after January 25, 1973, and not previously reimbursed. 

Dollar checks will be presented by the Regional Disbursing 
Office to the Central Bank Vhich will in turn deposit the equivalent 
amount in local currency in a special RDO account in the Central Bank. 

E. Procedures for Linking Activities With AID Funding
 

The initial document in this linking procedure will be a 
Proposed Activity Summary Presentation (PASP) signed by an authorized
 
representative of the GON and presented to the USAID. The PASP 
includes:
 

(a) uctivity description
 
(b) 	explanation of how activity fits within overall
 

program objectives
 
(c) estimate of total activity cost
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(d) cost of individual activity elements 
(e) estimated disbursement schedule 

If the activity set forth in the PASP fulfills, to the 
satisfaction of AID, the criteria established under the program, 
AID shall notify the Borrowers by Implementation Letter of its 
intention to disburse.
 

In order to receive disbursements in reimbursement for 
GON expenditures, which must have covered a period of one calendar 
month or more, the GON will submit a Local Currency Funds Dis­
bursements Request (TCFDR), a written request from the GON requesting 
a release of fards from the special account. Along with the LCFDR the 
GON will submit an Activity Progress Report (APR) to the USAID. APRs 
will be submitted at the cnd of each calendar month. The APR describes 
progress-to-date, defines problems impeding progress (Ifany), and 
Indicates total funds received and expended on the activity and 
amounts pending. The overall activity budget is updated as well in 
order to provide a current picture of the entire estimated activity
 
cost.
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WFDR becomes the authority for the
When approved by the Mission, this 

The above procedure continues until
Central Bank to release the funds. 


all funds nre disbursed at which tim a final progress report is
 

required.
 

Coordination and (ontrol 

In order to coordinate and control the entire recovery/rehabili­
tation program including self-help efforts, international agency as­
sistance and bilateral aid, the GON is considering setting up a central
 
coordinating grout to which we Phall, if requested, give both TA and
 
financial support.
 

The GON shall set Up. either within this broader coordinating 
group or, if such be not created, separately a special implementation
body to coordinate and control the activities linked to AID disbursements, 
in ways to be covered in Implemntation Letters. 

Monitoring Procedures
 

The basic Mission monitoring tools are the PASP's and the APRs. 
Through these the USAID is capable of initially assuring appropriate
 
activity selection and proper allocation of funds and monitoring the
 
actual use of funds.
 

In dealing with the GON implementational body, a major thrust
 
of USAID monitoring activities will be to keep responsibility for direct
 
administratioa of the program within said body. Day to day supervision
of the activities linked to AID disbursements will be carried out by the 
body which will review and approve each activity proposed by a sponsoring 
agency for financing prior to preparation of the PASP. This review process 
is desiged to assure technical soundness including adequate engineering
 
plans and specifications where required as well as conformance with terms 
of the A.I.D. Loan Agreement, and I lementation Letters. Where necessary 
the body will engage consultants to prepare adequate plans and provide
other engineering services. Where funds are to be relent by the GON the 
body as well an the USAID will review lending terms to assure that these 
do not run contrary to the basic loan objectives. he body will also 
review the APRs prepared by the agencies and vouchers submitted therewith 
for compliance with the activity agreemnent. Upon approval, the vouchers 
will be kept in the body's files and a formal request for additional dis­
bursement will be attached to the APR. Certification thereof by the body 
will constitute evidence satisfactory to AID--subject only to audit--of 
the validity of the material certified.
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In those instances where extensive engineering will be 
required, the USAID's engineering office will assist in reviewing plans
and specifications prior to the mission clearing off on the PASP
 
covering the activity. This same office also inspects activity reports
 
through site visits. 
Because the body staff has primary responsibility

for project monitoring, the USAID engineering inputs are not used to

control approval of disbursements, but rather to provide AID with a
 
first-hand knowledge 
 of loan progress and identification of possible

problem areas wbich should be brought 
to the attention of the GON. 

The GON Tribunal de Cuentas will be requested to carry out
quarterly audits of the program. AID Auditor General personnel will 
also carry out audits from time to time. Finally, personnel
from USAID Controller's Office will visit the body periodically to review 
program documentation and operating procedures.
 

As a result of the substantial workload that will necessarily

be undertaken by USAID/Managua in order to implement this program
under chaotic conditions expeditiously and effectively, an increase 
in staffing will be necessary, especially in the Capital Development,
&Egineering,Program and Controller's Offices. Details will be 
submitted by the USAID when the full personnel needs arising out of
the entire set of changed circumstances in Nicaragua have been evaluated. 
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COCULIST OW STATUTORY CRITUZA 

(Allisc* for Progress) 

In the right-hand margin, for each item write answer or, as appropriate, 

a summary of required discussion. As necessary, reference the section(s) 

of the Capital Assistance Paper, or other clearly identified and available 

it further discussed. This form maydocument, in which the matter 


be made a part of the Capital Assistance Paper.
 

The following abbreviations are used: 

FAA - Fo.eigsn Assistance Act of 1901, as amended. 

App. - 7oreiSm Assistaace and Related Agencies Appropriations Act, 1971. 

NM - Merchant Marine Act of 1936, as amended. 

COUNTRY PERFOMIMANC
 

Progress Towards Country Goals 

1. FAA Section 208; Section 361 (b). 

A. Describe extent to which
 
country st
 

(1) Making appropriate efforts to (1) The GCO has made appropriate 

Increase 	 food productioa and im- efforts to increase food pro­

for foed storage and duction and improve foodprove mans 
storqge and 	distributiondistributic. 
facilities. Nicaragua used to 
import a substatial portion of 

its basic grain needs. Since 

1969 Nicaragua has increased 

production of grain with the
 

assistance of financing from 

AID Loan 524-L-022 (Basic Crops) and started to export rice and beans. 

In 1970 and 1971 Nicaragua was practically self-sufficient in corn 

and sorghum, The 0(0 Ma built up its food storage facilities and 

capacity increase to 169,000 tons In CY 1971 and is projected at 

209,000 tons at the end of 1972. In addition, the GON is carrying 

out a USAID Grant TC Program In marketing sad distribution to improve 

food storage and distribution system. 



(2) Cre&ting a favorable climate 
for foreign and domestic private 
enterprise and Investment, 


(3) Increasing the public's role 
in the development process, 

(4) (a) Allocating available 


budgetary resouroes to 

developlm-t, 


(4) (b) Diverting such resources 
for unnecessary military expendi-
ture (See also Item No. 16) and 
intervention in affairs of other 


free and independent nations, 
(See also Item No. 14) 

(5) Willing to contribute funds 

to the project or programs, 


(6) Making economic, social and 
political reforms such as tax 
collection improvements and 


changes in land tenure arrange-
ments, and making progress to-
ward respect for the rule of 
law, freedo of expression and 
of the press, and recognizing 
the Importance of Individual 
freedom, initiative, and private 
entrprise. 
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(2) The OW has created a favorable
 

climate for foreign and domestic
 
private enterprise and investment.
 

Only the size of the markets and
 

the scarcity of skilled human re­

sources can be considered as limit­

lug the participation of the foreign
 

and domestic private investors. 

(3) The public's role in the develop­

sent process has been considerable 

In Nicaragua and the OCW is actively 

attempting to stimulate further 

participation therein. This loan 

will increase the Nicaraguan public's 

role through Involvement in efforts 

to recover from the earthquake. 

(4) (a) The O(I allocates a signifi­

mat portico of Its National Budget
 
to activities related to Develop­

meat. It has achieved substantial
 
levels of self-financed investment
 

in recent years. 

(4) (b) Nicaragua does not appear
 
to he making unnecessary military
 
expenditures nor preparing to
 

Intervene in the affairs of any
 

other free and independent nation. 
Total military expenditures amount 
to approximately 9.11 of the 
National BDdget. 

(8) The OON will mobilize a signifi­
cant proportion of Its resources 
for the recovery and reconstruction 
effort, see Mection IV of the 
Program Assistaace Paper. 

(6) Nicaragua has initiated various 
programs tending to social and polit­
ical reforms, tax collection improve­

meat, additional taxes, changes in 
land tenure, reliability on property 
records. AID Loan No. 524-L-012 
(Tax lmarovement) has been a great 

help. Nicaragua allows for freedom 
of expression ald of the press as 
well as individual freedom, initiative 
ad private enterprise. 
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(7) Adhering to the principls (7) The Borrower is adhering to 
of the Act of Bogota and Crteor the principles of the Act of 
of Punta del ste. Bogota and the Charter of Punta 

del gote.
 

(a) Attamptiag to repatriate (8) In following a course of 
capital invested in other political stability and in its 
countries by its own citises. efforts to promote economic de­

velopment, Iicaragua gives an
 
inoentive to its own citizens
 
to repatriate capital.
 

(9) Otherwise responding to the (93)tacoumt has been taken of 
vital economic, political, and the Borrower's responsiveness 
social conoerns of its people, to the vital economic, political 
and demonstrating a clear deter- and social concerns of its people.
 
nination to take effective self- Nicaragua is further improving its 
help measures, educational system with AID assist­

anoe, Public health services and
 
electrification through rural 
cooperative organization programs, 
financed with the assistance of
 
AID loans, have been established 
by the O0 in response to the 
vital eomomic, political and 
social comeerns of its people. 
These programs have demonstrated 
effective self-help measures. 

B. Are above factors taken into ac­
count in the furnishing of the sub-
Ject assistance? Yes 

T. talest of US. CUtseMs 

2. FAA fee. 620(c). If 2. The Borrower is not known 
assistance is to governmnt, to be indebted to any US. 
is the government liable as Citisea in any such manner. 
debtor or unoenditiomal 
guarantor am any debt to a 
U.S. oittaen for gcods or
 
services furnished or ordered
 
where (a) such citsen has ox.
 
hausted available legal row­
dies and (b) debt is not denied
 
or cotested by such govem st?
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3. FAA Sec. 620(e)1_ If assist- 3. The 00 has not taken anY 
ance is to a government, has It such acticn. 
(including governament agencies or 
subdivisions) taken any action
 
which has the effect of national­
11nmg, expropriating, or other­
wise selinig ownership or control
 
of property of U.S. citiseas or
 
entitles beneficially owoed by
 

thou without taking steps to dis­
charge its obligations toward such
 
citiens or entities?
 

4. FAA Sec.620(o); Fshermen's 4. The 001 has not seized or 
Protective Act. Se.5. If imposed any penalty or sanction 
country has seized, or inposed against say U.S. fishing vessel 
any penalty or sanctia against m account of Its fishing 
any U,S, fishing vessel on account activities in international waters. 
of its fishing activities in 
International waters. 

(a) Ham any deduction required (a) Not applicable. 
by Fishermon's Protective Act 

boon made? 

(b) Has compiate denial of (b) Not applicable. 
assltance bean considered by 
A.I .D. Administrator? 

Relations with U,8. Govermmoat and Other NatIos 

. FAA Sec.90(d). If assistance 8. Not applicable. 
Is for ay productive enterprise 
which will compete in the U.S. with 
UoS. enterprise, is there an agree­

meat by the recipient country to 
preveNt export to the Uo.8 of more 
than 30% of the enterprise's 
annual production during the life
 
of the loan?
 

6. FAA Sc.620(i). Has the 6. Nicaragua has not permitted 
country permitted, or failed to this and has taken adequate 
take adequate measures to pre- measures to prevent such damage 
vent, the damtge or destruction or destruction. 
by mob action, of U.S. property? 
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7. FAA 800,620(l). It the con- 7. The OCK has instituted the 
try has failed to institute the Investment guaranty program 
Investment guaranty program for in which guaranties were issued 
the speciZic risks of expropria- for operations asmounting to 
tion, Aconvertibility, or cm- more than $36 million by the end 
fiscation, has the AoIoD. Admim- of CT 1971. 
istration within the pat year 
ooasiderod denying assistance to 
such government for thin reason? 

8. FAA fec,020(g). Is the govern- S. No. 
ment of the reaipiont country in 
default o interest or principal 
of any A,X.D. loam to the country? 

9. IAA, Soc620(t) . Has the oma- 9. Nicaragua maintains diplo­
try sevared dipl0mtic relations matic relations with the U.S. 
with US.? If so, have they been 
resumed and have now bilateral 
assistance agreement been nego­
tiatod and entered lmtO since 
such rosuwption? 

10. FAA Bc,620(u) Vhat is the 10. Nicaragua is not delinquent 
payment htatus of the country's on its U.I. obligations. 
U.3. obligations? If the oun­

try is in arrears, were such 
arrearagea taken into account by 
the A.IoD. Administrator in 
determining the current L.I.D. 
Operating Year Budget? 

11. FAA ec.,620(a '.Does recip- 11. Nicaragua does not furnish 
lent country furnish assistanoe assistance to Cuba and has 
to Cuba er fall to take appro- taken appropriate steps to 
priats steps to prevent ships or prevent trade with Cuba. 
aircraft under its flag from 
carrying cargoes to or from 
Cuba? 

12. FAA ec,620(b), If assist- 12. The Secretary has so deter­
ance Is to a government, has mined. 
the Secretary of State deter -

aimed that it is not coatrolled 
by the internatiomal Cemeuist 
Movement? 
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13. FAA Soc60(O). Is recip-- 13. No.
 
lent €c.rntry a Comaiist
 
country?
 

14. FAA S;c.u2-I). la irocip- 14. No.
 
lent country in any way is­
volved in (a) subversion of,
 
or military aggression against
 
the U.S. or any country reoeiv-

Ing U.3. assistance, or (b) the
 
planning of such subversion or
 
aggression? 

15. YAA_3ec,62(ni. Does recip- 15. Available Information reveal 
ient country furnish goods to no case of trafficking or permit-
North Viet Nan or permit ships ting trafficking with North Viet 
or aircraft uncer its flag to Nam.
 
carry cargoes co ur Zrom North
 
Viet-Nam?
 

16. FAA Sec, 481. tias the govern- 16. Nicaragua has taken adequate 
ment of recipie'nt country failed steps to prevent these activities 
to take edequAte steps to prevent AID, through its Public Safety Pr 
narcotic drugs and other controlled gram,is asoisting the GO in this 
substances (as defired by the Cou- matter. 
prehensive Drug Ab.se Yreventioo 
and Control Act of 1970) produoed 
or processed, in whole or in part, 
in such country, or transported 
through such country, from being 
sold illegally within the juris­
diction of such country to U.S.
 
Government personnel or their
 
dependents, or from entering the
 

U.S. unlawfully? 

M!iitary u!nditures 

17. FAA Sa 2 . What per- 17. Approximately 9.1%of the 
centag of country budget Is budget goes for military ex­
for military exyrnot iturus? How penditures. Foreign exchange 
much of foreign exchafin re- resources spent on military 
sources spent on military equip- equipmeat is minimal. No ex­
ment? How much sexat for the pediture is made for the pur­
purchase of sophiatiaved wea- chase of sophisticated weapons 
pons systemo? (Consideration system.
 
of these points is to be ooordi­
nated with the Bureau for Pro­
gram and Policy Coordination,
 
Regional Coordinaters & Military
 
Assistance Staff (PPC/ItC),)
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MWDITIONS OF in Low 
cnca ov -m , , ., 

General Soundness
 

18. FAA Sec.261(d). Information 18. The proposed loan is legal
 

and cunclusion on reasonableness under the laws of Nicaragua and
 

and legality (under laws of couna the Uo, and its terms kre con­
try aD the Unitod States) of sidered reasonable for Nicaragua.
 
lending and relending term. of
 
the lea.
 

19. FAA Sec, 261(b)(2)]Sec,251(e). 19. The Borrower has made an
 
Information and conclusion on application for assistance, coupled
 
activity's eeonamic & technical with assurance that the funds will
 

soundness. If loan is not made be used In an economically &
 
pursuant to a multilateral plan, technically sound manner.
 
and the amount of the loam ex­
ceeds lO0,000, has country sub­
mitted to A.I.D. an application
 

for such funds together with
 
assurancew to indicate that funds
 
will be used in an eoemaomieally
 
and technically sound manner? 

20. FAA Sec251(b). Information 20. There are reasonable prospects
 

and conclusion on capacity of the of repayment. Refer to the economic
 
country to repay the losn, in- section of the Program Assistance 
cludinK reasonableness of repay- Paper,
 
mst prospects.
 

21. FAA 611a)). PrIor to 21. Yes,
 
signing of loan will there be (a)
 
engineering, financial, and other
 
plans neoessary to carry out the
 
assistaac* ad (b) a reasenably
 
firm estimate of the cost to the
 
United states of the assistance?
 

22. FAA Oecll(s)(2). If further 22. Addittemal legislation is not 
legislative action is required required in order to execute this 
within recipient comatry, what is project as planned. The Loan Agree­
basis for reasonable expectation meat will require congressional 
that such action will be completed ratification but this in not expected 
in time to permit orderly accom- to interfere with timely execution. 
plishment of purposes of loan? 

/ 
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23. FAA Sec.6ll(e). If loan is 23. Not applicable. 
for Capital Assistao, ad all 
U.S. assistance to project now
 
exceeds $1 milliou, has Mission
 
Director cirtified the oountry's
 

capability effectively to main­
tain and utilize the project?
 

24. FAA Sec.251(b). Information 24, Finamcing from other free 

and co'clusion on availability world sources, including other 

of financing from other free- U.S. sources, is not available 

world sources, including private for financing proposed emergency 
sources within the United States, recovery and reconstruction loan. 

Loans Relationship to Achievemnt of Country 
and legimal Ooalv 

25. FAA Sec.207;Seo.251(a). Xxtent 25. The major purpose of the 

to which asiistance refleots appro- loan Is to assist Nicaragua to 

priate enphasis on: (a) encour- recover f rm the Immediate 
aging develepment of democratic, physical, financial and economic 
ecemomic, political, and social effects of the earthquake. 
institutions; (b) self-help in 

meeting the country's food needs; 
(c) improving availability of
 

trained nanpower In the country; 
(d) prcgraau designed to meet the 
country's health needs, or (e)
 
other Important areas of economic,
 
political, and social development,
 
including Industry; free labor
 
unics, cooporat ives, and Volun­
tary Agencies; transportation and 
comuniation; planning and pub­
lic adainistration; urban develop­
mat, and modernisation of exist­
ig laws.
 

26. ,FAASee, 209. Is project sus- 26. No. The primary earthquake 
ceptible ait execution as part of effects were localised In 
regional project? If so why is Nicaragua, 
project not so executed?
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27. FAA Suc.251(b)(3). luforMa-	 27. Recovery and reconstruction 

tion and conclusion on activity's from a disaster of such magnitude
 

is a prerequisite for fulfilment
relationship to, .,ni coaistency 


with, otheok dove kqjp nt activi- of developmental activities and
 
loner range objectives.
ties, and its conribution to 


realizablo lorg-ran4 objectiveS,
 

3B. This recovery and recon­26. FAA Se_,251(b)(7 . Informs-

tiom 	and conclusion on whether struction Is essential for the
 

achievement of self-sustaining
or not 	the activity to be fi-


nanoed will contribute to the growth,
 

achievevant of self-sustaling
 
growth.
 

29. 	 FAA Sec.281(4. Dnscribe 29. This program will assist
 

to which the loan will people and Institutions from
extent 
every level in their performance
contribute to tho objictlveof 

assuring maximura p.rtilpatls of the tasks necessary for recovery 

in the tosk of uconomiO de- and reconstruction. 

velopmesat 4ia tLhe Art of the 

peeple 	of the countiy, through
 

the encourag*ment of democratic,
 
private, and local governmental
 

intitutionas.
 

30. The project is in response to30. FAA Sec.281(b). Describe 


extent 	 to which program reoog- a demonstrated need and desire of
 

the people of Nicaragua and Is a
nizes the particular needs, 

desires, and capacities of the prerlquisite for the process of
 

people of the country; utilizes institution building and to effec­

the country's Intellectual tive participation In the govern­

and political processes
resourceu to encourage instltu- mental 


tional development; and supports of Nicaragua.
 

civic education and training In
 
skills required for effective
 
participation In gove atal
 
and political processes essen­
tial to self-govexment.
 

31. 	 FAA Sec.601(a). Information 31. This loan ts primarily intended 
for disaster recovery and recon­and concluaions whothar lam will 


encourage efforts of the country structian and other benefits are
 

to: (a) Increase the glow of in- Incidental.
 

ternation. trade; (b) foster pri­

vate iVitiaLive and oempetition;
 
(a) encourage developut and use
 

of cooperatives, credit unions, and
 
savings and loan associations; (d)
 

discourage monopolistic practices 
(e) 	 improvo technical efficiency of
 

industry, agriculture, & oommrce &
 

t) strengthen free labor unions.
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32. FAA Sc, 619. It assistance 32. Nicaragua in not a newly 
is for newly independent country; independent country. 
is it furnished through mlti­
lateral organizations or plans to 
the maximum extent appropriate? 

33. FAA Sec,261.L. lgforation 33. The earthquake took place 
and conclusaom on whether the subsequently to the regular CIAP 
activity is consiatent with the meeting and the urgency of this 
findings and recommeadations of program precludes awaiting any 
the later-American Comittee CAP amrgemcy meeting. 
for the Alliance f ,r Progress 
in its annual review of national 
development activities. 

34. FAA Sec,251(g). Information 34. Mot applicable. 

and conclusion on use of loan to 
assist in promoting the coopera­
tive movement in Latin America. 

35. FAA Sec 09;.ec,251(b)(8). 35. By promoting Nicaragua's 
Information and conclusion whether recovery and reconstruction, 
assistance will encourage regional this loam will enhance her ability 
development programs, and ooatri- to participate in regional activities. 

bute to the economic and political 
imtegratin of Latin America. 

Loan's Effect on U.S. and A.ID, Program 

36. FAA Sec,2l1(b)(4h|SEcA.lQ 36. Being largely for local currency 
Information and conclusion on expenditures, this loan will have 
possible effects of loan on Us, little direct effect on the U.S.
 
economy, with special reference economy. However, Nicaraguan 
to areas of substantial labor sur- recovery should result in increased 
plus, and extent to which U.3. imports from the U.,S 
oommoditles and assistance are
 
furnished in a mawr comsistent
 
with improving the U.S. balance 

of paymeate position. 

http:Sec,2l1(b)(4h|SEcA.lQ


37. FAA Soe6O1(b). Information 

and conclusion on how the loan 

will eneurage U.8. private trade 

and investment abrocd and bw It 

will enzourage private U.S. partici­

pation in foreign assistance programs 

.(including us* of private trade 

channels and the services of U,.S 

private enterprise). 

38, FAA S*L.61(d). 1i a capital 


project, are engineering and
 

professional services of U.S. 

firms and their affiliates used
 

to the uaximum extent coasistent
 

with the national interest?
 

39. FAA Sec.602. Information and 


conclusicon whetiter U.S. small 


business will participate equi-


tably in the furnishita of goods 

and services financed by the loan, 


40. FAA Sec,620(h). Will the loan 

promote or assist the foreign aid 


projects or activities of the Com-


munist-Aloc countries?
 

41. FAA Sec.621. If Technical 


Assistance is financed by the 


loan, Iniormation and coclu-

siaon wbeth.r such assistance will
 

be furainhtd to the fulledt ex­

tent practicable as gomds and 

professioal and other servioes 

from private enterprise on a 
contract basis. If the facili­

ties of other Federal agencies
 
will be utilized, lnfor, Atlon
 

and conclusion on whether they
 

are particularly suitable, are
 

not competitive with private
 

enterprise, and can ba made
 

availatle without undue in­

terference wi-h dkwstic
 
programs.
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37. To the extent that the Nicaraguan
 

*conomic situation recovers, U.S. 

private trade & investment oppor­

tumities should be augmented. 

38. Not applicable.
 

39. Only very selective U.S. pro­

curement will be involved, if any. 

Because of the emergency neture of 

the program, a blanket small business 

waiver is being sought. 

40. There is no foreign assistance 

bein given to Nicaragua by 
Cammunist-Bloc countries. 

41. It Is not contemplated that 

direct technical assistance will 

be financed by the loan. 

4/­
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42. FAA Total amouat 42. The local currency generated 
of money under loan whicb Is undr the loan will be utilized 
going directly to private eater- primarily in public lavestment 
prise, is goitg to intermediate activities. The dollars made avail­

credit institut ue o o6ther able will support the level of 
borrowers *or use by private foreign exchange reserves and thus 
enterprise, ta baing used to enable Nicaragua to maintain its 
finance imports from private import level. 
sources, or is otherwise being 
used to finance prrcuremuts 
from private sources. 

Loan's CMplance with SpeciRi !equiremnts 

43. FAA Roc,20(d). Is interest 43. Yes.
 
rate of loan at least 2% per
 
annum during grace period and
 
at least 3% per annm there­
after?
 

44. FAA Sec,6O8(a). luformation 44. This loan will not lend itself 

on measures to be taken to uti- to utilization of excess property 
lize U.S. Goverumeat excess in view of small amount of out of 
personal property In lieu of country procurement. 
the procueement of now items. 

45. FAA ec,604(a). Will all 45. Any rocwrement will be local, 
commodity procurement financed U.S., or A .D. Geographic Code 
under the loan be from the US. 941. 
except as otherwise determined 
by the President?
 

46. *ec.6O4(b). pro- 46. No bulk commodity procurementWhat 
visons made to prevent ft- Is ocotemplated under this loan. 
nsaacig commodity procurement 
in bulk at prices higher than
 

adjusted U.8. market price? 

47. 'FAA3* _N(d . If the cooperat--47. Nicaragua does not so discrim­
ing country discriminates against Sate. 
U.S. marlua insurance companies,
 
will loan agreement require that
 
marine tnsurance be placed in the
 

United 3tates on commodities fi­
nanced by the loan?
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48. FAA 3oc600(). If offshore 48, No agricultural camodities 

procurement of agricultural or products will be procured with 

commodties or products is to this loamo
 
be financud, Is there provision
 
against such procuremnt when
 
the domestic price of such
 
commodity is less than parity?
 

49. FAA Soc.611(b);App, Sec.101. 49. Not applicable. 

If i -' ances water or water­

related land resource costruc­
tio project or program, is there 
a benefit-cot ceasptation made, 
insofar as practicable, In accord­
ance wLth the procedures set forth 
in the Memorandum of the President 
dated Xay 15, 1962? 

80. 	 FAA Uec,61(c). If contracts 80. The loan agreeaent will provide 
that contracts for constructionfor construction are to be flunoed, 


what provision will be made that will be awarded on a competitive
 

they be let on a competitive basis basis, to the maximum extent
 
to a maximum extent practicable? practicable.
 

51. FAA.t60(,). What provision 51. Ie program in so structured 

is there against use of subject as- that funds cannot be used 
sistanom to o.emsato owmers for for this Purpose. See Program 
expropriated or nationalized Assistance Paper, Section VII. 
property?
 

52. FAA aec.412(b);3ec.,36(h). 52. 	 Due to the effects of the earth-

Describe steps taken to assure quake, the levels of local currency 

that, to the maximm extent contribution by the government will 

possible, the Meustry is coc- be according to availability. ITs 

tritltin local currelies to loe being largely in the form of 

mot the cost of contractual budget support, local contribution 

and other services, and fereign is expected to be difficult for the 

currencies owned by the Unitod Gowermnat 
States are utilised to meet the 
cost of contractual and other 
services. 

53. App.Sec, 104. Will any loan 53, NO.
 
funds be used to pay pensions,
 
etc., fot pilitary pormonnel?
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54. App.Bec. 106. If loan Is foe 54. Not Applicable 

capital project, Is there pro­

vision for A.ID. approval of
 

all contractors aud contract
 

terms?
 

55. A. Will any loan 55. No. 

funds be used to pay U,.N assess­

meats?
 

56. ApPtec, 109. Copiiance with 56. Regulation 7 will be com­

regulations on employment of UoS. plied with to the extent
 

and local personnel for funds ob. applicable,
 
ligated after April 30, 1964 (AID
 

Regulatioa 7). 

57. FAA ftc.636(i). Will any loan 57. No. 
funds be used to finance purchase, 

blog-term lease, or exchange of 
motor. vhkicles manufactured out­
side the United States, or amy 
guaranty uf such a transaction? 

. A. Will any loan a. NO. 
funds be used for publicity or 
propaganda purposes within the 
United States not authorized 
by the Congress? 

89. _FAA Be€,62(k). If construe- 59. No.
 
ties of productive enterprise,
 
will aggregate value of assist­
ance to be furnished by the United
 
States exceed $100 million?
 

60. FAA 3sc,612(d). Does the 60. No. 
United States own excess foreign 
currency and, if so, what arrange­
meats have been made for its re­
lease? 

61. ' Soc,9O1.b. Compliance with 61. All such requirements will 
requirement that at least 50 per be complied with and the Loan 

centum of the gross tonnage of com- Agreemnt shall so require. 
nodities (computed separately for 

dry bulk carriers, dry cargo liner, 
and tankors) financed with funds 
made available under this loan shall 

be transported on privately owed U.S.­
flag ooaLmorcial vessels to the extent 
that such vasmels are available at fair 
and reauonable rates.
 

1 
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ANNEX B 

FOR COMLETION OF PROGRAM ASSISTANCE APPROVAL DOCUMNT (PAAD)
IFOEMPTION 

1. PAADVo..:: 
2. Country: NICARAGUA
 

" and Local Currency Financing3. Category: 
4. Date: 

A.I.D.5. To: Adminstrator, 
6. OYB Change Do: 

Latin Amrica Bureau 
7. From: Herman Kleine, Deputy U.S. Coordinator, 

8. OYB Increaie:
 
9. Approval Requested for Cctitment of: $15,000,000 

10. Appropriation - Allotment: 
11. Type Funding: Loan 

Direct dollar conversion
12. Local Currency Arrangement: 

3/1/73 - 6/30/7413. Estimated Delivery Period: 

1/25/73
14. Transaction Eligibility Date: 
of local currency withDirect purchase15. Comodities Financed: and servicesdollars. Selected LPW goods 

dollar financed. 

16. Permitted Suurce: LFW - $5,000,000; Cash - $ 15,000,000 
Other - $ 6,000,o00 (941)

Source: Local - $10,000,000;17. Estimate. 
18. Summary Description: 

financing (a) for
The objective of the Program is to provide 


portion of the Nicaraguan investment budget

supporting a 

23, 1972,related to the earthquake of Decemberrequirements to be made
for local currency contributions requiredand (b) of the

by Nicaragua under authorized A.I.D. loans. The bulk 
somelocal currency financing althoughProgram will involve 


selected dollar financing my be required.
 

loan will be in U.S. Dollars1. Repayment of the 
of the first disbursement

within forty (40) years from the date 
period of not to exceed tenunder the loan, including a grace 

to A.I.D. in U.S. dollars
(10) years. The Borrower shall pay 

of the loan, interest 
on the outstanding disbursed balance 

period and
of two percent (2) per annum during the grace 


three percent (3%) per annum thereafter.
 

2. The loan shall be subject to such other terms and 

A.I.D. advisable.conditinns as may deem 


