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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 

In April 1992 the U.S. Agency for International Development (AID, or USAID) and 
the Government of Nicaragua (GON) initiated the $5.5 million Private Sector Support (PSS) 
project to create an enabling environment for private sector development. One year later, 
AID is re-examining the needs of the private sector in Nicaragua, and is considering 
amendments to the PSS project in light of changing economic conditions. This report 
assesses the Nicaraguan private sector generally and project progress specifically in order to 
recommend possible change3 and additions to the three major components of PSS: trade and 
investment promotion; privatization of state-owned enterprises; and establishment of viable 
financial institutions. The report also assesses project activities under the Studies and 
Surveys component, and examines component interrelationships. 

The assessment was conducted in March 1993 by a team of t h e  private sector 
experts. In general they found that the PSS project has contributed in several important ways 
to improving the environment for investments and exports in Nicaragua in support of 
sustainable, broad-based growth. Effective support has been achieved in the divestiture of 
SOEs and the establishment of viable financial institutions. Thene have been considerable 
problems, however, with trade and investment promotion because of a lack of clear focus 
and direction in promotion methods. Overall, the private sector initiatives sponsored by the 
PSS project, as well as by other donors and the GON, are not supported by macroeconomic 
conditions, and cannot be sustained in the long run. Therefore, the team makes the 
following general recommendations: 

1. A concerted effort must be made to incorporate linkages between PSS project 
components and GON macroeconomic policies to ensure that real exchange rate 
plicies, as well as monetary and fiscal policies, are conducive to sustainable 
expansioa of trade and investment. 

2. A greater effort should be made to incorporate actual a d  expected feedback effects 
fiom the PSS and the Private Agricultural Services projects to assess the impact of 
changes in nontraditional exports and improved services on export and investment 
promotion needs, and the effects of trade and investment promotion on the ability and 
willingness of the agriculhual sector to develop nontraditional exports. 

Main conclusions and recommendations from the team's assessments of the three 
major project components follow. Remarks relating to the industriaVpfOceSSing sector and 
the regulatory environment have been incorporated into the relevant component findings. 

A. Trade and Investment 

'Principal PSS export andl investment promotion activities are conducted through the 
Center for Exports and Investment. The operational effectiveness of CEI would be enhanced 
if it were to obtain status as an independent organization, and broaden its Board 



representation in the private and publie sectors. Indeed, over a period of time sn effort 
should be made to clkwxb the activities of CEI from COSEP, without n e c d y  
reducing existing USAID support to private sector institutions through COSEP. Moreover, 
many of CEI's operations might eventually be funded on a fee basis. 

The present mission of CEI is unclear and, as a iesult, support fbr investors and 
exporters remains unfocused. The scope of work under the original contract with Carana 
does not provide for the flexibility needed as the pmject evolves, and res~cts  the range of 
operations that can be undertakm in support of private sector initiatives. Ameadment and 
expansion of the PSS program implies that the original scope of work with Carana will need 
to be amended. The resolution of organizational issues and a better definition of CEI's 
mission wil l  undoubtedly provide a favorable environment for the work of its &iff. 

Recommendations: 

CEI should be expanded for broader private and public sector participation. A3 an 
initial step the Board of Directors should be expanded to include four ministries 
(MEDE, Finance, Agriculture, and Tourism); four private sector organizations 
(COSEP, the Chamber of Industry, the Chamber of Commerce, and UPANIC); two 
Nicaraguan company CEOs, one multinational CEO; and the INCAE Director. Two 
committees should be formed as part of the Board: (1) a Consultations Committee to 
orieat the work of CEI and provide guidelines on specific initiatives; and (2) a Donor 
Committee (USAID, UNDP, IDB, and IBRD) to coordinate programs or subprograms 
directly related to trade and investment. 

CEI should give priority to design and implementation of its information system. A 
management information systems spedist, with appropriate support services, will be 
needed to establish and maintain the network for the database and other systems. 

Only a core documentation center should be established, with information limited to 
key trade and investment Qirectories. USAID should not support the move of the CIC 
facilities in MEDE to CEI. The W t i e s  are inadequate, and would present an 
unnecessary burden to m. 

The "onestop" services for export procasing should be made part of CEI becawe 
they W t a t e  exports and offer exporters direct contact with CEI. 

Additional funding is rccomrslencled for a staff member to manage publications and 
promotional materials. These activities should be developed, along with direct 
support and training for enterpri~. 

Institution building capacity should be strengthened in the PSS project though further 
d k c t  support of the member or,gmtions of COSEP. To date, only limited support 
has been provided through the Initiative Fund. Strategic planning should be supported 
with COSEP as part of its long-bm development. ; 



7. Continued progress in reducing duplication of effort between MEDE and CEI is 
critical to the success of USAID'S PSS project. Regular monthly meetings between 
the two organizations, including Carana, should address this problem. 

B. Privatization 

Price Waterhouse is well on the way to fulMling its obligations under the scope of 
work and is where it should be at mid-term. Ths team received a unanimously favorable 
response to questions regarding PW's pedormance posed to each official of CORNAP 
hWewed. Those not directly involved in the PW-CORNAP relationship, but who are 
involved in the privatization process, also expressed high regard for the quality of PW's 
work and the results achieved to date. However, additional funding will be required to 
permit P iV to complete its work. 

Additional assistance to strengthen the private sector is sorely needed and must extend 
beyond the completion of the privatization program. Many of the new owners of privatized 
properties, primarily agricultural, do not have the skills to manage and operate their 
p~operties on a sustainable basis. There is considerable concern that numerous failures of 
workex and ex-combatant-owned enterprises could spoil the success that privatization has 
achieved to date and unbalance the present delicate political stability. 

CORNAP's strategy involved privatizing the easiest SOEs first to genefate 
transactions and to impact as many beneficiaries as possible in a short period of time. While 
succeeding, more complex situations involving legal and other difficulties have been leA until 
the latter stages of the pmpm. CORNAP needs additional personnel to provide legal 
assistance and marketing support to maintain the pace of the program. A source of cash for 
the payment of worker indemnities under the CORNAP program should also be found to 
enable the privatization program to proceed in an expeditious manner. 

Recommendations: 

1. USAID should amend and increase the PW buy-in by an amount sufficient to pennit 
PW to complete its privatization work on the SOEs which it has been assigned and to 
provide otha services to CORNAP. It essential that the Project Manager be funded 
to provide for his services t h u g h  the life of,project; an additional $400,000 should 
be sufficient. 

2. USAID should consider in-g CORNAP's ability to cope with legal and 
marketing problems caused by the heavy workload now being generated fism the 
IDBIINCAE &oft. USAID assistance could, at AID'S option, be given through: (a) 
an amendment increasing the PW buy-in permitting them to send an additional junior 
expert to Nicaragua; or @) the trial use of CEI to help CORNAP ~narket from three 
to five companies in a sector selected by USAID. If CEI were to work out, it might 
preclude the need to import an additional expatriate. Additional Nicaraguan legal 
assistance should be provided to CORNAP as well. 

iii 



3. U S D  should consider expanding the PSS project to include training and technical 
assistance for newly privatized SOEs, pimarily those in the nvat secto~. To the 
degree possible, basic management and Whnical training should initially be provided 
on site. Training should last a minimum of one year and include the use of a number 
of geographic centers where follow-up help can be obtained. 

4. USAID shorild consider expanding its g r i v a ~ o n  role by becoming involved in 
assisting the privatization of the three public sector m o n s p o l i ~ ~ O R ,  INE, and 

. ENABAS-and the construction companies which GON plans to begin privatizing in 
the W l y  ncar future. 

5. The team recommends that USATD utilize counterpart funds to support the GON 
Treasury in meeting a portion of ib czsh needs for indemnity payments to workexs, 
and for the crcation of a redundancy fund. 

C. Fbaxleial Services - 

- 

Private banks, the Supexintendency of Banks, and the Bankers' Amciation are new 
and need time to gain experience and mature. There is a need for staff training, especially 
for tellers, petail platform people, internal controls branch and operations managers, treasury 
operations (liquidity and investment) staff, and asset and liability managers. The 
Supexintendency's greatest need is to keep its Senior Advisor in place beyond his contract 
expiration in June 1993. The Bankers' Association needs a minimal staff and a modest office 
to mate a training institute and represent the banks befwe officialdom. It quires a code of 
ethics and conduct for the banks. - 

- 

- 
The Central Bank needs a fixed-term president and representalion of private and state 

- 

bankst on its Board. It should be supervised by its own Board and not by the Controlrula - 
General & la RepISblica. The stock exchange has two promoter groups who should unite. - 
They need to prepare a financial plan with cash flow projections, volumes of activity and 

- - - 
projected earnings before requesting start-up funding. 

- 
Nicaragua needs enabling legislation and investors to form private insurance - 

companies and private pension plans before they can play an active part in the capital 
markets. When they are functioning they will need some technical assistance in investing 
their reserves. 

Recommendations: 

1. The Senior Advisor's ceabrzct with SBN should be renewed, preferably for a year. 

2. USAID should fund the design and implementation of a training program for SBN 
fidd inspectors. 

3. If not continued by the World Bank, USAID should consider funding the next phase 
of training for commercial bank staff. 



USAID should consider updating the Price Waterhouse study on the norn:s and needs 
of the SBN, thereby providing a priority work plan for the next twelve to eighteen 
months. 

USAID should consider: making a onetime grant to the Banken' Asmiation to fund 
its start up, including hiring staff and preparing a priority work plan. 

The Bankers' Association should be encouraged to establish a dialogue with the GOET 
in an atkmpt to modify the new banking law in tkc National Assembly to make it 
more rational. 

Technical assistance should be provided to the Central Bank, perhaps through the new 
EPAI project, to train senior staff in controlling &he money supply and managing debt. 

The two groups promoting the stock exchange should be encouraged t~ join forces to 
prepare. a financiaVoperationa1 plan. This should be a condition of USAID financial 
assistance. 

Policy dialogue with the GON should be encouraged to hasten drafting and passage of 
enabling legislation for private insurance and pension plans. 

USAID should consider sending selected managers form the Central Bank to the New 
York Federal Reseme Bank for on-the-joblobse~ation training in preparation for open 
market opexations in Nicaragua. 

USAID should consider funding a needs assessment for small and medium enterpris 
development, similar to what has been done for microenterprises. 

Studies m d  Smeys 

The PSS project has supported the design and implementation of studies and surveys 
in the three major project components. Of the six studies envisioned in the project, only two 
studies are currently underway, and considerable effort will be needed to ensure their 
completion in a reasonable period of time. As funds have already been earmarked for 
specific projects, there is little, if any, room for flexibility within the proposed budget for 
other studies. More funding of studies and surveys in all three sueas of the PSS project is 
needed because of the lack of basic information concerning existing and potential conditions 
in the Nicaraguan economy. 

Recommendations: 

1. A delivcry date should be established for the trade and investment studies underway. 

2. Additional funding of studies should be permitted in the amended PSS project to 
encourage gathering needed information for private sector development. 



3. A formal mechanism should be established to determine the criteria to be used in 
selecting, formulating, and implementing studies. A formal review process also needs 
to be established. That mechanism should contain guidelines for the wide 
dissemination of $e studies and surveys. 

4. Additioa staffing irn USAID will be required to adequately support this component. 

Ea Women in the Private Sector 

There are conflicting opinions regarding the status of women in the private sector. 
The most urgent requirement is for statisSca1 i n h a t i o n  upon which USAID can base its 
assistance. Amlysis h, particularly needed in: mechanisms to encourage women to seek 
higher levels of education; flexible work schedules which pennit women to attend to family 
obligations; and the extent to which sexual harassment exists. 

Recommendation: 

USAID should consider participating in studies of women in the private sector, 
including household surveys. USAD projects should promote women by targeting 
them for business training and othex educational oppoxtunities, and by disseminating 
promotional materials to raise women's involvement in business. 

Fa Program Interrelationships 

Revitalization of the Nicaraguan economy will require concerted efforts to generate 
private investment and exports. These include, but are not limited to, the reestablishment of 
a viable financial system, the divestiture of stateowned enterprises, and the development of 
regulations, information, foreign markets, and an export reorientation of the private sector, 
all of which promote trade and investment. For this reason, it is vital that the major 
components of the PSS project move forward together. 

Recommendation: 

1. Distinguish between activities which directly support investment and export, and 
overall institutional development. Place priority on assistance for Ihe former, but 
realize that institution building is an integral part of private sector development. 



- - I. INTRODUCTION AND BACKGROUND 

-- -. - - 
-3 

The main objective of USAID'S Private Sector Support (PSS) project, initiated in 
April of 1992, is the creation of an enabling environment for private sector development in 
Nicaragua. USS.5 million was allocated to the project through March 1994, apportioned as 
follows: 

PROJECT COMPONENTS ALU)CATIOM I US$ 

Progmm Coordination 1 201,376.00 

Institutional Contracts 1 4,282,624.00 

Grant to COSEP/INDE 1 693,000.00 

Assistance to MEDE/EIPU 1 295.000.00 

Evaluation I 15,000.00 

Audit I 13,000.00 

TOTAL 1 5,500,000.00 

Activities under the institutional contracts are budgeted as follows: 

PROJEC'E C0MW)NENT ALLOCATION I cum 
Trade and Investment* 1 1,505,000.00 

Privatization I 1,356,260.00 

Financial Services 1 795,320.00 

TOTAL 1 4.282.624.00 

* The Trade and Investment component is augmented by the assistance to . 

COSEPIINDE and MEDEIEIPU, bringing the value of that activity to $2,493,000.00 - 
- ($1,505,000.00 + $693,000.00 + $295,000.00 = $2,493,000.00) 



The PSS project is one of USAID/Nicaragua's efforts to support ovxall broad-based, 
sustained economic growth driven by the private sector. As such it complements 
USAIDINicaragua's Private Agricultural Smites project, which promotes nontraditional 
exports and improved services by members of Nicaragua's umbrella association of 
agricultural and livestock producers. In addition, a recently approved :;SAID $8 lmillion 
project, which provides expertise for macroeconomic planning, is to begin implementation in 
three months. It will work directly with the Government of Nicaragua, specifically the 
Ministry of Finance, the Central Bank, the Ministry of Economy and Development and the 
Ministry of Social Action. The project description has not yet been released so details are 
unavailable at this time. Nonetheless, it is important to recognize that the current assessment 
of the PSS project should be considered in the context of this and the other piagrams of 
USAW asld other donor agencies aimed at achieving sustained economic growth in 
Nicaragu. 

The three main project components-trade and investment, plivatization, and financial 
services--ate closely interrelated. For example, the investment promotion component of the 
project should be closely coordinated with investment promation in privatintion efforts. At 
the same time, financial sector development provides market mechanisms to support 
investment and exlports, and in turn promotes the privatization process. 

The initial design of the PSS project addressed the immediate needs of the private 
sector in order to stimulate its response to a c h g e d  policy environment. It also supports 
the USAIDrncaragua Country Development Strategy Statement for 1991-1996 in its 
objectives of increased foreign and domestic investment, competitiveness, and productivity. 
The first phase of h e  project faused on the short-term adjustment response of the private 
sector to the new government's economic reform program. The design was made during a 
period of uncertainty concenihg the economy, as well as the institutioml capacities of both 
the private and public sectors to support the economic and &a1 rehabilitation of the 
country. The project provided for a mid-term assessment once economic stabilization efforts 
began to get underway. , 

. Having addressed the private sector's short-term adjustment response, USAID is now 
reexamining the sector's needs, as well as avaikble mechanisms to address those needs, in 
order to consider possible amendments to the project. Accordingly, in March of 1993 a team 
of three private sector experts conducted an assessment of private sector initiatives under the 
PSS project to determine their effectiveness in achieving Mission objectives; what changes 
might improve their effectiveaess; and what additional areas of involvement might further 
support the Mission's objectives in private sector deve1opment. This report presents the 
team's findings, concentrating on conclusions and recommendations regarding its three major 
components: (a) ,promotion of trade and investment (Section 11.); @) privatization of state- 
owned enterprises (Section III.); and (c) establishment of viable financial institutions (section 
W.). Remarks and conclusions regardiig the industriavprocessing sector and the regulation 
and dorcement environment have been incorporated into the pertinent assessments of the 
three main project components. Findings related to the Studies and Surveys, Women in the 
Private Sector, and Program Interrelationships components are presented as Sections V., VI. 
a d  VH. of this report. 



A. Introduction 

The Trade and Investment cornponent of the PSS project provides for technical 
assistance to promote and facilitate trade and investment, and aims to help selected private 
f m s  (identified by the studie3 and surveys component) realize their potential to increase 
exports and attract investme.nt. Of the budgeted amount for these activities, the USAID 
contribution is $1,505,000, k 4 ~ ~  assistance to the Ministry of the Economy and Development 
(MEDE), and the Consejo Superior de la Empresra Privada (COSEP) in the amounts of 
$295,000 and $693,000 respectively, for trade and investment activities. This report section 
will also comprjse the assessment team's comments on the industrial/processing sector (C4c. 
below) and the regulatory environment (C5. and C6. below). 

The project complements activities of other donor agencies in the country in the 
following areas: 

World Bank: The Bank's emphases have been on structural adjustment issues 
and economic policy reforms, including trade liberalization. In October 1992, 
a team was sent by World Bank headquarters to investigate problems in the 
development of the country's private sector. The principal problems identified 
were: (1) a lack of clarity in laws related to doing business, particularly as 
they concern trade incentives, taxes, and the application of ad hoc trade 
barriers, despite the elimination of many non-tariff barriers to trade; (2) the 
divergences that often occur between laws and the application of those laws; 
and (3) political instability in the country (i.e., property rights and the current 
impasse between the legislative and executive branches of government). 

Inter-American Development Bank: The only project of this institution 
related to the trade and investment component on the PSS project is the 
Nicaragua Trade and Finance Adjustment Loan approved in 1991. It provides 
balance of payments support in exchange for certain conditionality. The loan 
does not provide for specific activities in the export sector. 

United Nations Development Program (rJNDP): The major project of this 
institution is the financial support being given to MEDE through ths Pmgrama 
& Apoyo a1 Desarroir'o del Comercio Exterior y Ias Inveniones en Nicarag.~. 
The initial phase provides $5 million for technical assistance and later 
financing of the development of seven nontraditional agricultural projects: 
melons, cassava, black beans, peanuts, onions, baby corn, and shrimp hrming 
(approximately $25 million). This project is discussedl below in the context of 
the activities of MEDE in trade and investment. 



B. Background 

The national policy for .investment and export promotion was initially based on the 
establishment of an appropriate economic environment through the adoption of 
macroeconomic stabilization policies and structural reforms in trade liberalization, tax 
reform, privatization, and financial system reform. 

In 1992, the economic environment in Nicamgua began to improve. Real GDP 
increased, although per capita income once again fell. Overall economic activity is expected 
to expand modsately in 1993; inflation last year was in the single digits. Recent 
developments, however, point to a continued need for macroeconomic initiatives. The wage- 
price spiral has nearly offset the recent devaluation, putting the country's exports at a 
competitive disadvantage relative to competing suppliers in foreign markets. Depressed 
prices in coffee and sugar, combined with domestic labor disruptions, have reduced foreign 
exchange earnitPgs by 25 percent of their level at the time the Chamom Government came 
into power. Consequently, there remains an urgent need to establish conditions conducive to 
an exportdriven economic recovery in the country. 

In an effort to stimulate exports and economic activity, the Government has adopted a 
second stage initiative aimed at promoting investments and exports. According to the h D E  
Minister, Pablo Pereira, the Government's program of export promotion and investment 
consists of the following four basic initiatives: 

Legal Framework: Establish the guarantees and incentives for investments and 
exports through (a) the Foreign Investment Law; (b) the Export Promotion 
Law; and (c) the Industrial Free Zones Law. 

Institutional Framework: Develop the institutional capacity for the 
stimulation of investments and exports, through the following private or mixed 
institutions: (a) National Commission on Investment; (b) ETational Commission 
of Export Promotion; (c) National Corporation of Free Zones; (d) Center for 
Exports and Investments (CEI), (e) Association of Nicaraguan Producers and 
Exporters of Nontraditional Products (APENN); ( f )  Association of Nicaraguan , 

Melon Producers (APROMELON) and other producer associations for onions, 
cassava, and baby corn. 

Credit: Establish the system for financing investments and exports through the 
Superintendency of Banks and other institutions, which allows for the growth 
of private banks, redefines the size of the state bank and, because of the low 
level of domestic savings, uses the Nicaraguan Investment Fund (FNI) as a 
mechanism for financing the country's development. 

Export Consciousness: Develop an export-oriented mentality throughout the 
economy via promotional material, including COSEP's television segmalt 
"Export," direct contacts with pducers, and presentations in foreign countries 
concerning investment possibilities in Nicaragua. 



The PSS project specifically complements the Governmerrt's program in the area of 
investment arid q x x t  promotion. Moreover, it generally complements the overall 
macroeconomic policy of the Government insofar as it provides sector and industry-specific 
support within the fhmework of the country's changing economiic environment. At this 
time, the main focus of the project is the renewal of sustainable economic growth. 

C. Assistance Under the PSS Project 

C1. Outputs Defined in the Project Paper 

The principal activities of this component of the PSS pmject consist of the 
establishment and operation of the Center for Exports and Investments; the support of 
COSEP as the private sector umbrella organization, along with its member associations; and 
the provision of customized trade and investment assistance to potential exporters and 
investors. 

The CEI operates under a joint affiliation with COSEP smd MEDE. The private 
consulting f m  Carana Corporation is the principal advisory bady for activities related to 
,trade and investment activities. CEI was established in July 1992 primarily for the purpose 
of assisting individuals and firms wishing to undertake investments and exports from 
Nicaragua. The current activities for CEI under the PSS project are: 

Streamlining procedures concerning export and hrvesfment. 
Review and reform policies and regulations on exports and investments. 
Provide information to potential exporters and investors. 
Prepare contracts between the Government and potential investors. 

At the time the PSS project was designed, CEI had not been established. 
Consequently, COSEP was assigned most of the export and investment promotion activities. 
At present those activities are being performed by CEI. The seven activities specified for 
COSEP in the PSS project were: 

Trade and investment initiatives to attract both foreign and local investment, to 
be carried out by a trade and investment specialist based at COSEP. 

Finance-related activities to ensure that the appropriate policy and regulatory 
reforms take place, to be carried out by a COSEP finance and credit specialist. 

Policy analysis and review of selected W e  and investment .related topics for 
the assessment of trade and investment policies, to be catried out by a policy 
specialist based in COSEP. 

Advocacy and communications activities through a series of awareness 
seminars, addressing national needs and the role of the private sector in 
leading the country towards economic revitalization, especially via trade and 
investment, to be carried out by a COSEP dommunications specialist. 



Instituaiond and human rmilice development geared toward various activities 
envisioned for COSEP and its member associations, to be canied out by an 
institutionaUhuman resources development specialist based in the Nicaraguan~ 
Institute of Development (INDE). 

Ir,fomation services geared toward an information clearinghouse system that 
determine specific data needs of prospective investors and exporters, and othcr 

- 
- - 

activities of a public relations nature. 
- 

Association-specific initiatives under which funds are provided directly to the 
associations in support of sector-specific activities related to the promotion alf 
trade and investment. - 

- 

In addition to the assistance provided to the private sector through public and private 
associations, direct c u s t o ~ ~  assistance is to be provided to selected firms and individuals - 
demonstrating short-term potential for substantially increasing non-agricultural exports, as 

- 

well as selected entities that are potential investors in Nicaragua, as identified in the studia~ 
and surveys cornpotlent of the PSS project. 

C2. The Ctmtractor's Scope of Work 

The scope of work calls for 59 person-months of intermittent and short-term technical 
assistance to all PSS p~dect components. Export and investment activities are: 

a Trade and Investment Assistance to the Public Sector: The contractor is to 
provide assistance to MEDE in establishing the CEI. Specific activities in 
support of this component are listed in the contract. 

Trade and Investment M i n c e  to Private Sector Associations: The 
contractor is to provide assistance to COSEP and its member private sector 
associations in order to strengthen the business community's capacity to serve 
as a po, licy advocate for private sector needs and interests in order to increase 
trade and investment activities in Nicaragua. 

- 

Customized Services to Private Sector Companies: The contractor is to 
provide direct assistance to specific Nicaraguan companies in order to 
demonstrate some early successes in Nicaragua. This component also 
envisioned limited assistance to foreign investors interested in Nicaragua. 

= 

Support Activities: The contractor is to act as a purchasing agent for specific 
equipment for the project. 

Studies and Surveys: The contractor is to conduct as many as four studies to 
help identify emerging opportunities, examine alternatives for future project 
activities, and other similar activities. 



Carana Corporation, as principal contractor, has in its scope of work the potential to 
support all three project components, but early on it was determined that Carana's activities 
should be concentrated on trade and investment. 

C3. The Center for Exports and Investments 

C3a. Organization and Management 

The initial organizational structure had two individuals acting as Executive Director, 
one being COSEP's representative, the other MEDE's represectative. The shared 
management proved to be difficult and caused impediments to the project. With the 
departure of the second MEDE representative/executive director in December 1992 (the first 
MEDE representative left in September 1992); authority was centralized in the COSEP 
representative, which has improved the working situation. MEDE supports the appointment 
of a single general manager, and selection will occur through a publicized search procedure 
that has already been agreed upon. 

The establishment of CEI under the purview of COSEP and MEDE has the advantage 
of joining private and public sector interests, but it has also brought with it complications. 
There is little doubt that the support of both the public and private sectors makes CEI more 
operationally effective, and this benefit must be weigked against the disadvantage of 
introducing too much bureaucracy and political influence. COSEP has a cooperative 
agreement with USAID, through which $403,000 is earmarked for CEI operations. 

At some stage, CEI needs to obtain status as an independent service organization in 
the eyes of its end-users. It should be allowed to develop as a service center similar to the 
Mauritius Export Development and Investment Authority (MEDIA) and Hong Kong's Trade 
Develapment Council ('IDC). It is recognized that CEI is likely to remain largely dependent 
on USAID and MEDE for funding. However, this situation could be altered over time so 
that CEI functions are feebased. Moreover, because of the political orientation of COSEP, 
it is recommended that over a period of time an effort be made to disassociate the activities 
of CEI from COSEP, without necessarily reducing the existing direct USAID support to 
private sector institutions through COSEP. 

Additionally, a Board of Directors should be established to include a wide association 
of participants, and to augment its respect by the Nicaraguan community. A proposal that 
anpears to be favored by CEI, as well as Carana and MEDE, envisions. a Board of Directors 
for CEI composed of COSEP, MEDE, and other representatives from the private and public 
sectors. A possible structure could be as listed on the following page. 



BOARD OF DIRECTORS 

Public Sector 
Minister of Economy and Development 

Minister of Finance 
Minister of Agriculture 

Minister of Tourism 

Prlvate Sector Organications 
COSEP Director 

Chamber of Industry Director 
Chamber of Commerce Director 

UPANIC Director 

Private Sector Representative R i m s  
Two (2) Nicaraguan company CEOs 

One (1) multinational CEOs 

Academic I n d u t h n  
Dean, Central American Institute for Business Administration 

On an ad hoc basis, other ministries would be included to deal with specific issues 
related to their operations. USAlD and Carana would have observer status. 

Two committees would be attached to the Board of Directors: 

Consultations Committee: Responsible for orienting the work of CEI and 
providing guidelines on specific initi9tives, which could be composed of 
rotating Board members. 

Donor Cmunittee: Composed of USAID, W e ,  IDB, and IBRD; attended 
by CEI and MEDE with observer status. Members would coordinate 
programs or sub-programs directly related to trade and investment in the 
country. 

The Board of Directors would advise the Executive Management, which would be 
composedof MEDE and COSEP. The Managing Director of CEi would respond to 
Executive Management. The General Manager would direct the operation of the two 
principal units of CEI: the Export Department and the Investment Department. He or she 
would also supervise units handling information systems, fairs, promotion, training and 
seminars, policies, technical services, the information center, "one-stop" services, 
administrative matters, and special projects. 

C3b. CEI Activities 

The present role of CEI is unclear and, as a result, support for investors and 



exporters remains .unfocused. Current activities and services include: providing copies of 
rules and regulations governing investors -and exporters upon request; conducting sector 
studies; supporting participation in trade fairs; and designing seminars on promotion of 
exports and investment. Two areas to be strengthened as a natural process of CEI's 
development are: (1) expansion of its activities through both internal growth and closer 
operational W g e s  with other institutions, and (2) greater specificity of its work. Provision 
of all assistance through a single contract does not provide for t7e flexibility required as 
project needs evolve, and thus restricts the range of operations that c m  be undertaken in 
support of private sector initiatives. With amendment and expansion of the PSS project, it is 
expected that the original scope of work with Carana will need to be amended, and additional 
funds adapted to the changing needs of the private sector. This redefinition is essential to 
ensure accountability and allow for effective project management. 

There are currently eight professiond staf f  members in CEI, comprising the director 
and various export and investment officers. The CEI is currently directed by the COSE2 
representative with somewhat reduced authority relative to the level originally intended, 
particularly towards staff associated with MEDE. Among staff members, considerable effort 
has been made to integrate those from COSEP (four members) and MEDE (four members) 
into the CEI. Nonetheless, as is to be expected, there remains a clear consciousness by each 
staff member of his or her institutional origin. The institution building component of the 
project needs resolution in order trD progress toward productive technical assistance. The 
reorganization is a preoccupation of the majority of the staff members, as are their relatively 
low salaries. Nonetheless, they are, generally well motivated and have technical expertise in 
their w n ~ t i v e  areas. Some of the staff members are exceptional and are highly driven in 
their desire to see CEI succeed, and these are likely to provide a favorable demonstration 
effect to the other staff members. The resolution of organizational issues and a better 
definition of CEI's missio? will undoubtedly provide a favorable working enhnment. 

C3c. Database on Investment Opportunities 

CEI has embarked on the development of a computerized information database 
containing information for individuals and companies exploring the possibility of investing or 
doing business in Nicaragua. The aim of the information database is a system which can 
maintain and make readily available to interested parties up-to-date information in a simple 
format, to be used by investors in their analyses. There are no funds for this activity in the 
1993 budget, as current expenses for these activities are built into the Center's overhead. 

A series of about 40 information categories is being identified for early development 
by CEI. These categories represent the information most requested by investors. In addition 
to the items mentioned on that list, it is recommended that the initial phase of the information 
database include the following: 

Doing business in Nicaragua: customs, business hours, proper dress, and other 
similar information that appears in UNQP country documents. 



Requirements to set up a company in the country, including a synopsis of L' 

existing laws in plain English and Spanish. 

Regulations governing repatriation of profits, including recent experiences of - 

companies (e.g. TANIC). 

Minimum salary (industry, services, agriculture) and major labor unions 
(included in current "labor cost" ntry). 

0 Tariff rates that apply to utilities (power, water and sewage, telephone). - 

9 Operating permits or licenses required in specific industries, construction 
permits, procedures for approval of plans. 

Environmental laws and regulations. 

An expanded list should be compiled of the more detailed information needed to 
support the decision-making capacity of clients in a broad range of areas. 

The database is currently being developed as outlined in the approved work program, 
rather than as a systematic approach based on a target project. In order to effectively 
undertake this project, it is recommended that two arafessional staff members be added to . 

support the database. The first would develop and maintain the database; the other would 
manage the network and develop sohare capabilities related to both the cWkw and the 
integrated system design used in CEI. The database will require a professional 'staff member 
who, at least in the first year, will.be fully dedicated to this task. Maintenance and updating 
of the database should also be given a high priority in CEI's program of work. To formalize 
the operations of this activity and prevent its absorption by other activities in CEI, an 
Information Database Unit should be established within the support SerYices of CEI.. 

In support of this and other CEI functions, a management information systems (MIS) 
specialist will need to establish and maintain the network on which the database and other 
system information needs are based. It is difficult for one person to maintain expertise in 
both statistical information systems and management information systems. For this reason it 
would be preferable if separate functions were assigned to individuals with the required 
expertise in these areas. To formalize the operations of this activity, a Management 
Information Systems Unit should be established within the support services of CEI. This unit 
could be attached to the Information Database Unit in order to provide it with priority 
services over other needs of the Center. 

C3d. Technical Information Center 

The present work program envisions a technical infarmation center, analogous to the 
Center for Commercial Information (CIC) house in MEDE, which would occupy an annex of 
the main building housing CEI. The center would transfer the existing personnel and 
facilities of CIC located in the MEDE to the new location. According to estimates by CEI, 



the projected first year cost of this component of the project is $164,139, of which USAID 
would contribute $125,055. One-third ($55,235) of the amount would be directed to the 
relocation of the facility and the purchase of equipment. Future operating costs and salaries 
would be paid by MEDE. Therefore USAID'S support would be in the form of a onetime 
contribution to the Center. 

- 

- 
9 

The present CIC facilities located in the MEDE are inadequate. The market price 
information, for instance, is received on hard copies and entered into the database by hand, a 
process that is time consuming. and inefficient. The hard copy materials are limited and often 
outdated. The directory of exporters is incomplete in its coverage. (key contacts should be 
included) and already had a number of outdated entries at the time of its release. 
Furthermore, current staff members would require considerable training before they could 
provide services to clients. 

To make CIC useful, additional docwents should be acquired, including key trade 
and investment directories; strict control of document circulation needs to be instituted; a 
revamping of the computerized information system will be required; and a high level of 
service orientation and commitment ingrained into its staff. Given these requirements for the 
effective implementation of a useful information system, it is recommended that (a) the 
transfer of CIC to CEI not be approved; &d (b) a core documentation center be established 
with information limited to key trade and investment directories only. 

C3e. HOneStopH Services 

A proposed "one-stop" services unit ("ventmilla mica") would centralize the 
functions of all institutions involved in export processing. This service. was initially 
contemplated as part sf the functions of the Central Bank but, with the relocation of this 
institution, limited physical facilities have prevented its implementation there. The service is 
currently proposed to be housed in the first floor of the building. 

C3f. Export Processing 

CEI proposes to help facilitate a one-stop service for exports greatly fszcilitating the 
processing of export activities and, at the same time, bringing to CEI the facilities heeded by 
potential investors and exporters. Centralization reduces the amount of time and money 
spent by exporters in processing paper work and presents an opportunity to simplify as well 
as automate the process. As such, it provides an opportunity for statistical information to be 
gathered, and it eliminates divergent statistics that often arise in trade (statistics from central 
banks, customs, and ministries such as MEDE are notoriously at variance). 

Establishment of one-stop services entails three initial steps: 

1. Preparation: Identification of steps necessary for processing export 
documents. 

2. Rationalization: Consideration is given to those activities that involve 



duplication of efforts by different Government agencies. 

3. Centralization: The service facility would be staffed by 8 individuals from 
different government agencies: MEDE (1 person), the Centd Bank (1 
person), the W s t j  of Finance (1 person), IRENA for forestry (1 person), 
the Ministry of Agriculture (2 persons), and Customs (2 persons). 

Subsequent to its establishment and operation, additional steps can k made to 
increase efficiency: 

firher rationalhation: Himinate permits and merge steps. This also 
entails elimination of functions and certain staff positions. 

Paperwork simplification: The eventual design of a single form eliminates 
the need for individual permits and forms !?om different Government agencies. 
Copies of the single form are distributed to each agency for statistical and 
other purposes. 

Additions of port locations: The establishment of one-stop services in 
shipping ports and airports allows the exporter to send the product with the 
export documents directly to the point of departure, and process the paperwork 
there. Automation of the system f8c'itates the monitoring functions of the 
services. 

The benefits of these services are likely to outweigh problems that can arise from - 
mixing a promotional role with the administration of one-stop services, although the 
importance of defining the mission of CEI at this point in its development should not be 
underestimated. Onestop services will initially require funding in the amount of $100,000 

I for physical items such as desks, personal computer hardware and software, and technical 
advice on the operation of the system. Some of the cost could be covered through rental 
changes to participating Government offices. 

- 
The establishment of one-stop services for investments could eventually be 

- considered, once Section 599 no longer constrains USAID activities in this area, or once CEI 
is able to operate in a self-sufficient mode. 

- C3g. D i  Support of Enterprise Training 
- 

- - CEI is to provide direct assistance to specific Nicaraguan companies, as well as 
limited assistance to foreign investors interested in Nicaragua. To date, CEI has provided 

-- very limited support for enterprise development and training, and there remains considerable 
scope for expanding technical assistance to potential investors and exporters with additional - 
funding. Some areas of action include providing short-term visits for Nicaraguan business 
persons to neighboring countries to visit industries; and training seminars either directly with 
contracted specialists, or though joint work with other organizations who have technical 
expertise in production, marketing, management, and with available support services. 



-. 

C3h. PLlblicatiorns and Promotional Activities 

There are presently several proposed projects to develop and disseminate information: 
bulletin; investors' guide; brochure on Nicaragua; pamphlet on CEI; posters; and videos on 
both the CEI and exports and investments in the country. These projects are undertaken by 
one person in CEI (Maria Isabel Zuniga) who also handles public relations. Another 
individual is needed to maintain these activities. Generally, these activities represent a one- 
time investment and therefore the amount of effort required will eventually decline. As the 
activities in this field are reduced, increased attention can be given to the needed training 
functions of the Center. 

Priority must to be given to the Investor's Guide, which should contain abstracts of 
the foreign investment law and export promotion law, along with general guidelines on 
agricultural and industry regulations, and fiscal information. The bulletin should be 
published on a quarterly basis to reduce drainage of staff capacity fiom other projects. 

In a sense, the CEI's absence of a clear mission reflects the country's general lack of 
direction. One enters the CEI offices without seeing posters, bulletins of traditional or 
nontraditional agricultural products and industries, tourist brochures, privatization 
opportunities, or investment areas. As a promotional institution, the Center should develop 
its image by posting on its walls promotional graphics, showing top traditional products, 
newly emerging products, industries, tourist areas, and others. Lists of studies and surveys 
completed and underway by the Center, by the Central American Institute for Business 
Administration (INCAE), and by other institutions shouid be readily available and visible to 
clients entering the facility. Finally, a trained receptionist should be hired to service clients 
visiting or telephoning the facility. 

C3i. CE19s Relations with APENN 

A discussion of CEI's relations with MEDE appears in Section V.F. At present, 
there is duplication of effort by CEI and APENN. CEI is presently developing in-house 
know-how in specific industries such as hides and skins and fisheries. To the extent that the 
technical expertise of APENN could be utilized in agricultural industries, CEI could focus its 
capacit): development in industries where expertise is currently unavailable. Indeed, the issue 
of technology application in Nicaragua is one that APENN wants to develop in relation to 
agriculture, which would improve the country's competitive position in foreign markets. Ta 
the extent that duplicate or overlapping capabilities can be combined, economies of scale 
could be achieved in the areas of technical assistance capabilities, and technical assistance in 
the promotion of exports and investment in specific industries, 

The separation of APENN and CEI activities inhibits the use of the respective' 
expertiie of each of these institutions. One way to strengthen CEI's private sector support 
facilities and operations would be to develop a closer liaison with the work of APENN. 
Initially, this liaison could be achieved through the inclusion of APENPJ in the Board of 
Directors of CEI. 



C4. The Consdo Superior de la Empresa Pnvada 

The PSS project provides $693,000 plus assistance to COSEP md its member private 
sector associations in order to strengthen the business community's capacity to serve as a 
policy advocate for private sector needs and interests, thereby increasing trade and 
investment activitia~ in Nicaragua. Of this amount, $290,000 is budgeted for a Special 
Initiative Fund charged with making sub-grants to COSEP member organizations. Since 
1975 COSEP has btxn generally regarded as the legitimate representative of the private 
sector, and it was initially envisioned in the project as capable of policy implementation or 
advocacy for project objectives. However, it's hard-line position qpinst the Sandjnistus 
suggests a degree of inflexibility that may be difficult, if not impossible, to overcome. For 
this reason, it is appropriate to assess at this point the possible modification of the PSS 
project at it relates rb COSEP. 

For COSEP to succeed as a business organization, it must redirect its political 
orientation considembly. Such a reorientation might occur through a training program. At 
issue is whether such a reorientation can indeed take place, or whether it would be more 
efficient to redirect attention to other organizations. In the short-run, the murder of one of 
COSEP's key board members on November 23, 1992, and the bombing of the COSEP 
offices on December 2, 1992, have inhibited progress. It is clear that the process of change 
should be viewed frlom a long-term perspective. For this reason, this issue should be 
considered well beyond the March 1994 end of the PSS project. 

C4b. Initiative h n d  

Through the COSEP Cooperative Agreement, the Initiative Fund provides for 
$290,000 to five CCISEP member organizations. To date, only one project in the amount of 
$50,000 has been carried out. Five others arc: currently under consideration: two from 
INDE, one fiom the Chamber of Commerce, one from the Chamber of Industry, and one 
from COSEP. 

The relatively small disbursement of funds to date has been attributable, for the most 
part, to the difficulties that eligible organizations have had in formulating projects. Many 
project proposals have been qualitative in nature, and descriptive ,in their pmpsed coverage, 
rather than providing useful analytical information based on quantitative survey or study 
methods which wouZd generate applicable information relevant for the development of the 
private sector. In o~der to strengthen the design and implementation of the projects, USAID 
would need to work more closely with the member associations in this area. Considerable 
effort has already been made by USAID staff members, but there is not additional capacity 
under the existing U!PAID staff level to provide the support. Consequently, additional 
assistance will be needed to effectively undertake this part of the project. 



C4c. Expanded Activities in the Industriaypl.o~essing Sector Under the 
Initiative Fund 

- If additional staffing were obtained to adequately identify, monitor, and assess - 
- projects undertake under the Initiative Program, expanded support could be given to the 

industrial and processing sectors through project-related activities. Specifically, USAID 

- 
could provide assistance to COSFP member organizations undertaking studies on investment 

- constraints and opportunities in industry and pre-export pmassing of agricultural goods. 
Detailed information on specific rules and regulations affecting local industries both at hone 
and abroad would provide potential investors and exports with essential decision-making 
information. 

Initially, the focus of these studies should be the three major manufacturing subsectors 
in the economy: foods, beverages, and tobacco; textiles, clothing and leather; and 
chemicals. According to the most recent IDB and IBRD country reports on Nicaragua, 
nearly one-half of the manufacturing value added in the manufacturing sector comes from the 

- food, beverage, and tobacco industries. Another 15 percent of the value added in the 
manufacturing sector comes from the textiles, clothing and leather industries. Most of this 
value added is generated by textile production. Chemicals, petroleum, and plastic products 
produce around 10 percent of the value added of the manufacturing sector. 

Concurrent work should be undertaken to promote investment in industries producing 
capital goods, which account for about 15 percent of the total value of imports, and are a 
critical part of the industrial production process of the country. The dependence of the 
country on imports of capital, goods severely impacts upon hivestments in the industrial sector 
when exchange rate adjustments raise the cost of needed capital and intermediate goods. 
Fertilizers and farm chemicals represent 80 percent of the imported intermediate goods for 
agriculture, and intermediate goods account for over 10 percent of total imports. 

The two major constraints on local manufacturing and processing of goods currently 
imported are the lack of domestic production capacity, and the lack of price and non-price 
competitiveness of domestically produced goods relative to foreign products, some of which 
are attributable to tariff and non-tariff barriers to trade in both the Nicaragua and potential 
foreign markets. 

The domestic industries have until recently been protected from foreign competition 
by import duties, a selective consumption tax, and the shortage of foreign exchange. With 
the liberalization of trade and exchange rate adjustments, many domestic industries have had 
difficulty in adjusting to foreign competition, both at home and abroad. Not only is this 
reflected in the pricing policies of these industries, and consequently on their relative prices, 
but it also appears in their non-price competitiveness related to marketing abilities, ti& with 
foreign markets, and other factors that impact upon the differentiation of the products fiom 
those of foreign suppliers. 

The wide range of constraints currently affecting the manufacturing and agricultural 
processing sectors suggests that action taken by USAID to increase investment and exports 



by alleviating barriers in one area could be offset by other constraints. 

In general, the expanded sup$rt of the Initiative Fund to projects related to the 
indusWprocessing sector by each of the five CQSEP members promotes both trade and 
investment o'ppr~unities and institutional strengthening capabilities. In order to avoid 
duplication of effort on the part of the individual prqjects in each COSEP member, as well as 
in CEI and W E ,  COSEP would need to play an active role in developing and reviewing 
the individual projects of its member organizations. 

C4d. BQjm COSEP Activities 

The PSS Project Paper specified seven principal activities for COSEP: trade and 
investment; finance; policy analysis and review; advocacy and communications; institutional 
and human resource development; information; and association-specific activities. A review 
of accomplishments so far suggests that there has been little progress in any of these 
activities. 

Human Resource Development. The design of the PSS Project Paper recognized 
that development of private sector initiatives was essential to stimulate investment. To this 
end, the PSS Pmject .. aper stated that COSEP would review the human resource 
devdopment needs of its members, design appropriate corrective cumcula, and coordinate 
delivery of training to its membership. Specifically, it was envisioned that COSEP would 
undertake the following tasks: 

Conduct sector-specific training needs assessments, develop corresponding 
training plans, and contract for relevant interventions. 
Sponsor state-of-the-art seminars and workshops for professionals and 
technicians. 
Interface with the Government and schools to develop pre-vocational and 
vocational cumcula to meet specific private sector needs, especially in trade- 
related industries. 
Develop and manage the Junior Achievement program. 

To date, only the Junior Achievement program has been successfully undertaken. 
Other activities have not materialized, or have been absorbed into the work program of CEI. 

- - Funds have yet to be identified for training business persons in Nicaragua. Training 
would include activities such as short-term missions to other countries to visit companies, 
specific management skills, specialized marketing, production methods, and pricing policies. 

COSEP does not have the capacity to undertake these functions, and such a roie might 
best be included as part of the ongoing training seminars of CEI. Activities related to the 
Initiative Fund Program should have priority, however, over these activities because of the 
need to provide direct support to member organizations of COSEP. 

Finance. In finance, the Project Paper laid out the following activities to be carried 



out by COSEP in its work related to the reform of the banking and credit system: 

Identification of constraints to private sector financing. 
Development of policy and regulatory reform packages, and lobbying for their 
adoption. 
Coordination with private bank interests seeking to do business in Nicaragua. 
Coordination with programs such as OPIC, LAAD, TCIP, and CDC. 

These activities are now being carried out through other activities of the PSS project 
described in Section III. 

Policy Analysis. In policy analysis, the Project Paper specified the following tasks 
for COSEP: 

Develop and maintain an ongoing policy dialogue with the Government. 
Review and develop positions on free trade agreements. 
Analyze barriers to trade. 
Prepare sub-sector analyses and pre-feasibility and feasibility studies, as well 
as analyses of production costs and opportunities for new tec5nologies. 
Provide input to the Government through CEI on trade and investment policy 
issues. 

COSEP has lobbied the Government forcefully for the interests of its members. For 
example, on .February 25, 1993, it issued a press release demanding that the Government 
resolve legislative issues, guarantee autonomy to the Supreme Court, limit the power of the 
military, eliminate alleged preferential treatment of Sandinistar, and return land to the 
people. Activities related to the other aforementioned tasks have been absorbed in the work 
program of CEI. Indeed, COSEP could have provided the indicated input on trade and 
investment issues of the Government through CEI by providing project direction and 
guidelines during the monthly meetings that CEI has with MEDE, COSD, and USAID. 
However, neither the President of COSEP nor a representative of that organization has 
attended recent meetings; consequently COSEP has had little, if any, input to Government 
policies on trade and investment through the work of CEI. 

Information. In the area of information, the Project Paper determined that COSW, 
in conjunction with MEDE, would develop an information clearinghouse system to meet the 
needs of prospective investors and exporters, which would be complemented by the 
publication of trade and investment-oriented policy analyses. These 'activities are now in the 
work program of CEI. 

So far these areas of COSEP activities have not received sufficient attention. TO 
remedy the situation, a plan would need to be developed with COSEP laying out the scope of 
that organization's program for the next five years; it could also contain financial and 
business planning as an adjunct. 



C4e. Strategic Planning 

The political nature of COSEP9s activities has overshadowed its work in support of 
the economic development of Nicaragua's business sector. Indeed, there continues to be 
little, if any, concern on the part of COSEP about its role in, fostering economic progress ir~ 
Nicaragua. In an effort to reverse its present direction, COSEP is scheduled to hold a 
strategic planning session in April (it was originally planned for December, but was 
postponed after the murder of a Board member). 

Notwithstanding the long-term evolution of COSEP iu an institution, it is important at 
this stage of the PSS project to consider the future role of COSEP as the private sector arm 
of CEI. Undoubtedly, COSEP is the only existing repzle~entative organization of the private 
sector (as an alternative, INDE only embodies the social intertsts of the private sator and 
does not have the capacity to represent the econonlic needs of that sector). The alternatives 
that can be considered are: (a) attempt to alter the direction of COSEP towards economic 
development objectives; (b) establish a new institution capable {of representing the rxonomic 
interests of the business community; or (c) provide for greater autonomy for CEI. 

A new institutional representative of the private sector would drain resources needed 
for private sector development. 'As indicated earlier, the establiishment of CEI has alneady 
absorbed considerable resources that need to be redirected from institution building to 
proactive trade and development programs. At the same time, the effort needed to make 
COSEP an effective representative of the private sector is likely to be greater than that 
required to create a new organization, since that requires not only new activities, but also 
direction of ongoing activities. Consequently, because they drirw wcatce  resources away 
from projects that actually promote Nicaragua's investments and exports, neither of the first 
two alternatives above support the PSS project. It is therefore preferable that direct support 
be given to COSEP's members through the Initiative Fund, and that CEI disassociate its 
activities from COSEP and obtain status as an independent service organization. 

At the same time, USAID should continue to support the activities of COSEP that 
improve the country's trade and investment environment. These activities include human 
resource development in the busineys community, and policy analyses regarding GON 
activities in trade, investment, and privatization. However, considerable support in the form 
of additional human, financial and organizational resources will be needed for these 
activities. Initially, more modest objectives should be established that aim to support 
COSEP's ability to service its member organizations. 

C5. The Ministry of Economy and. Development 

MEDE has generally supported investment and export promotion activities, both at 
the Ministerial level and at the departmental level dealing with trade and investment in the 
country. In particular, it has supported studies a d  analyses of industries, as well as the 
development of one-stop services. Nonetheless, there remains a serious problem concerning 
duplication of activities. This duplication includes a database for exporters and irivestors, 
sector studies, an investor's guide, trade fairs, and agricultural promotion. 



The existence of duplicate services has created demands on the MEDE staff members 
who have also been assigned to work at CEI. These staff member continue to have 
additional responsibilities at MEDE; moreover, those staff members are sometimes pulled 
away from the CEI project in order to work on assignments for MEDE. 

A recent Government decree established a Regulations Unit in M D E  with a mandate 
to streamline regulations affecting trade and investment. Although information on the 
activities of this unit is pending, its existence suggests that them is tdvorable disposition on 
the part of the Government toward reducing regulations, and that analyses in this area might 
be undertaken within MEDE. As duplication of activities is a problem in the operations of 
CEI and MEDE, the activities of MEDE in this field need to be examined closely before CEI 
undertakes specific studies in the v. Until the corresponding activities of each agency axe 
clearly defined, it would probably be preferable if CEI's efforts were directed towards other 
technical assistance functions for exporters and investors. 

One approach to minimize duplication of efforts and contribute to a supporting 
relationship between the two organizations is to separate the functions of the two institutions 
along clear guidelines. MEDE, for example, should focus on policies and regulations 
regarding Nicaraguan exports and investments. Similarly, it should address issues related to 
the regulation of laws governing foreign investment and export promotion. Undoubtedly, . 
MEDE should undertake activities related to the coordination of macro- and microeconomic 
policies, statistics, agreements between the Government and investors, strengthening 
Government services to exporters in rewuch, inspections, and permits. In these areas, CEI 
should limit its participation to prsvidir;; parallel information that promotes investments 'and 
exports. At the same ti~ile, the activities of COSEP and its member organizations should 
complement the work of CEI in the areas of trade and investment, finance, policy analysis 
and review, advocacy and communications, institutional and human resource development, 
and information. 

Each organization has interests in similar study areas. Because of the fundamental 
need for information related to trade and investment, studies and surveys by all organizations 
should be encouraged as long as there is funding. In order to avoid duplication of activities 
and maximize the scope of the complete set of studies and surveys, it will be important to 
establish clear communications among participating organizations. One way to effectively 
achieve this coordination is through the proposed composition of CEI's Board of Directors. 

C6. Section 599 of Irkcal Year 1993 Foreign Assistance Act 

The recent decisions by USAlD in response to legislation passed by the U.S. 
Congress to eliminate support to production-oriented firms with operations in the United 
States directly impacts the PSS project generally and the Trade and Investment component 
particularly. USAII)/Nicaragua's implementation procedures related to CEI practices will 
require (a) that no assistance be given to potential investors with U.S. production activities, 
or firms located in Nicaragua wishing to communicate with production facilities in the United 
States; @) that no USAID assistance be provided for any aspect of investmentaiented trade 
fairs or establishment of investment promotion offices in the United States; (c) that no 



support be given to firms with planned or ongoing activities in free trade zones, or to 
muquila operators; and (d) that no support be provided to microenterprises and informal 
businesses. k 

This legislation affects all CEI investment promotion activities providing assistance to 
fims with U.S. production facilities. CH will need to evalnaate whether a firm requesting 
assistance has U.S. production facilities prior to providing USAID-funded support. In export 

I 
promotion trade fairs, each participant funded by USAID will need to certify compliance - 

- 

with Section 599. 

The issue of Section 599 implementation will likely create difficulties in the 
operations of CEI in terms of the restrictions it imposes. Not only will it add further - 

formalities to the processing mechanism in CEI, but it will impact upon USAID's support 
mechanism. If all activities prohibited by Section 599 are deferred elsewhere by CEI, then it 
is probable that MEDE will continue, and even expand, its duphtion of trade and - 

investment operations provided for CEI in order to support operations prohibited at CEI 
because of a lack of non-USAID resources. In 'contrast, if activities prohibited by Section 
599 are allowed at CEI, then USAID financial support of CEI will need to be limited to 
those activities that do not involve the prohibited activities. As long as funding by USAID is 

I- - 
not directed at "prohibitedw activities, availability of resources from other sources for CEI 
could provide the basis through which the institution can support all activities relating fo the 
promotion of trade and investment. 

As CEI is funded largely by USAID, additional contributions by MEDE and other 
donors to support the organization would permit all investment and export activities to be 
conducted by CEI. The development of alternative sources of support would allow CEI to - 

conduct the full range of promotional activities. 

D. Conclusions - 

- - 
Investment and export promotion in Nicaragua requires a strategy, an institutional 

structure, and good management. Sectors should be targeted in which the GON wishes to ' 
- 

actively promote foreign and domestic investment, as well as markets from which it intends 
L 

to draw foreign investment and direct export. Investment and export promotion should build 
Nicaragua's image, directly attempt to generate more investment and export absorption, and 
provide crucial related services. 

The principal activities of the PSS project in the promotion of exports and investments 
relate to the establishment and operation of CEI. The establishment of CEI under the 
purview of COSEP and MEDE has the advantage of joining private and public sector 
interests, but it has also brought complications. The operat ma1 effectiveness of CEI'would 
be enhanced if it were to obtain status as an independent o; janization, and to broaden its 
Board representation in the private and public sectors. Indeed, over a period of time an 
effort should be made to disassociate the activities of CEI from COSEP, without necessarily 
reducing the existing USAID support to private sector institutions through COSEP. 
Moreover, many of CEI's operations might eventually be funded on a fee basis. 



The present mission of CEI is unclear. The scope of work under the original contract 
with Carana does not provide for the flexibility needed as the project evolves, and thus 
restricts the range of operations that can be undertaken in support of private sector initiatives. 
With the amendment and expansion of the PSS project, the original Ape of work with 
Carana will need to be amended. The resolution of organizational issues and a better 
definition of CEI's mission will undoubtedly provide a favorable environment for staff work. 

The CEI database is currently being developed as a reflection of the work program, 
rather than as a systematic approach based on a target project. In order to effectively . 

undertake this project, separate and clearly defined functions must be established for its 
work. Another MIS task, a technical information center analogous to the CIC housed in 
MEDE, would have little if any use if transferred to the CEI. 

The proposed one-stop services would centralize the functions of all institutions 
involved in export processing. It would greatly facilitate the processing of export activities 
md, at the same time, bring to the CEI facilities potential investors and exporters. 
Eventually, consideration could be given to similar services for investment. 

Direct suppod and training by CEI for enterprises have been very limited, and there 
remains considerable scope for expanding technical assistance to potential investors and 
exporters with additional funding. Priority should be given to the Investor's Guide, which 
should contain abstracts of the foreign investment law and export promotion law, along with 
general guidelines on agricultural and industry regulations, fiscal information. Finally, as a 
promotional institution, the Center needs to develop its image by posting on its office walls 
promotional graphics, as well as providing easy access to bulletins, studies, and other 
information services. 

PSS project activities related to COSEP show that considerable redirecting of that 
organization's political orientation is needed. Such a reorientation could take place through 
training programs that occupy the bulk of the organization's activities, but this is a long-term 
process. 

Section 599 of Fiscal Year 1993 Foreign Assistance Act has a direct impact on 
USAID support of CEI operations. However, as long as funding by USAID is not d k t e d  
to prohibited activities, joint USAIDIMEDE funding of CEI wiil provide the basis through 
which the institution can support all activities. 

E. Recommendations 

1. In the organization and structure of CEI, broader private and public sector 
participation should be encouraged through the expansion of the Board of D k t o r s  to 
12 persons. This proposal, which is generally backed by MEDE, would include four 
ministries (MEDE, Finance, Agriculture, and Tourism); four private sector 
organizations (COSEP, the Chamber of Industry, the Chamber of Commerce, and 
UPANIC); two Nicaraguan company CEOs, one multinational CEO; and the INCAE 
Director. Two committees would be attached to the Board of Directors: (1) a 



Consultations Committee responsible for orienting the work of CEI and providing 
guidelines on specific initiatives, and (2) a Donor Committee (USAID, UNDP, IDB, 
and IJ3RD) to coordinate programs or sub-programs directly related to trade and 
investment in the country. The Board of Directors would advise the Executive 
Management, which would be composed of MEDE and COSEP. The Managing 
Director of CEI would respond to Executive Management. The General Manager 
would direct CEI qxzations. 

2. In CEI activity related to the information database on doing business in Nicaragua, 
priority should be given to the design and implementation of the information system, 
recognizing that its development must be viewed as an ongoing project. Additional 
items specified in the main body of this document need to be included in the fist 
phase of the project. It is further recommended that an expanded list should be 
developed which contains more detailed information needed to support the decision- 
making capacity of clients in a fairly broad range of areas. 

The database will require a professional staff member who, at least in the first year, 
must be fully dedicated to this task. An Information Database Unit is needed within 
the support services of CEI. In support of this and other functions, a management 
information systems specialist will be needed to establish and maintain the network on 
which the database and other system information needs are maintained, and this 
function should be d e d  out by a Management Information Systems Unit, 

3. In other information services, it is recommended that only a core documentation 
center be established with information limited to key trade and investment directories 
only. USAID should not support the move of the CIC facilities in MEDE to CEI. 
The facilities are inadequate, and they would pwsent an unnecessary burden to CEI. 

4. One-stop senices for export processing should be added to CEI because they facilitate 
exports and offer a means by which exporters can have direct contact with CEI. 

5. The programmed activities of CEI in the area of direct support or training for 
enterprises, and publications and promotional activities need to be encouraged. 
However, because of resource limitations, a newsletter should be issued on a 
quarterly basis. Even then, an additional staff member is required for publications 
and promotional material, and funding for this position is recommended. 

6. An institution building capacity would be strengthened in the PSS project though 
further direct support of the member organizations of COSEP. To date, only limited 
support has been provided through the Initiative Fund, and more active support should 
be forthcoming. Strategic planning should be supported with COSEP as part of its 
long-term development. 

7. Continued progress in reducing duplication of activities in MEDE and CEI is critical 
to the success of USAID'S PSS project. Regular monthly meetings between the two 
organizations, including Carana, should address these issues. 



A. Introduction 

The ~rivatization'component of the PSS project has as its objective the provision of 
technical assistance to the ongoing GON divestiture program (begun in 1990). USAID joined 
the UNDO and the IDB to support Coporaciones Nacionales del Smor Publico (CORNAP), 
formed by Presidential Decree in April 1990, ts absorb and take control of 351 state-owned 
enterprises organized into 23 corporations. CORNAP is charged with: (a) liquidating; (b) 
divesting through sale or lease; (c) returning to former owners; or (d) restructuring firms for 
transfer to an appr6priate ministry in an expeditious manner. It has been successfully 
carrying out is mandate since inception. 

This assessment of the privatization component was conducted in the context of 
CORNAP's overall divestiture activities. USAID-funded technical assistance, as agreed 
between USAID and CORNAP, has been limited to the preparation of: (1) diagnostic studies 
on each of the larger, more complex SOEs in the CORNAP portfolio; (2) valuations; (3) 
privatization documentation, including prospectuses and bidding documents; and (4) 
identification and pursuit of potential investors. Price Waterhouse (PW) was contracted to 
provide the requisite technical assistance. Initial planning among CORNAP, USAID, and 
PW proposed that PW take on transactions in the tourism, sugar, and port sectors as well as 
for the national cement company. Since then, the responsibility for the port sector has been 
moved from CORNAP to the Ministry of Transportation and Construction. In addition, PW 
was charged to assist CORNAP with the overall planning of the privatization system and 
with specific advice, as requested. 

INCAE, under a US$1.9 million IDB program, is responsible for preparing similar 
studies on 68 small and medium-size SOEs which, with subsidiaries, number about 100 
companies. In addition, INCAE is performing nine sectoral studies. 

B. Background 

B1. Summary of Activities 

C O W  has managed and executed the divestiture of two-thirds of the 351 selected 
state-owned enterprises (SOEs) between June 1990 and mid-December 1992. The political 

- situation in 1990 following the election of President Chamorro, including the disbanding of 
the armed resistance and the reduction of the Government's armed forces, required fast 
action to increase possibilities for employment. The GON felt, correctly, that speedy' 
divestiture of SOEs, particularly those involving agricultural assets, might provide a safety- 
valve for high tensions of the moment. In addition to the need to expand the productive 

- 
- employment base, the GON was, and is, faced with meeting expectations of workers, many 
- of whom are Sandinisfa union members; and former owners of properties expropriated by the 

II 
Sandinistas during the 1979-1 980 period. 



- 
Under the authorization of a Presidential Decree, but without the benefit of an 

Assembly-approved law, CORNAP has, with a small staff of professionals, completed 1,184 
divestiture "actions" involving 233 SOEs as of December 16, 1992. The fact that assets r 
belonging to a particular SOE have been divided and divested separately in a number of 
"actions" by the CORNAP staff explains the greater number of "divestiture actions." The 
disposition of the 233 SOEs as of mid-December 1992 is as follows: 

Restructured and retained by Government 
Liquidated 
Returned to Previous Owners 
Sold or Leased to Third Parties 
Sold or Leased to Previous Owners 

Total S O B  Divested 233 

Divided into individual divestiture "actions" comprising the above, which number 
1,184, their disposition has been as follows: 

Restructured and Retained by Government 59 
Liquidated 46 
Returned to Previous Owners 436 
Sold or Leased to Previous Owners 101" 
Sold or Leased to Workers 298* 
Sold or Leased to Ex-combatants 215* 
Other Sales or Leases 29* 

Total Divestiture Activities 1,184 

* Of these 643 transactions, 329 were sales and 314 were leases. 

CORNAP made, and has carried out, a decision to follow the path of expediency by 
divesting the simplest agricultural properties md commercial firms first. Timeliness and the 
speed of the divestiture were deemed essential to preserve a more or less stable political 
situation. In so doing, they have left many more complex SOE divestitures for nearer the 
end of the process. A small number of substantial firms, such as the Coca-Cola bottling 
company, were divested by returning them to their former owners. 

To save time and expense, CORNAP has valued all properties for lease or sale 
mainly through negotiation rather than public tender. Terms of sale are generous, with small 
downpayments and eight-year repayment from future business earnings. Leases are for one 
year, renewable, with an option to buy. The leases, equal to seven percent of the "value" of 
the property, are payable annually (farm properties) or monthly (commmckd enterprises), 



- - As of December 16, 1992, CORNAP hac calculated the number of beneficiaries of 
the program at 20,375, comprised of 17,834 workers, 1,936 ex-combatants, and 605 
entrepreneurs. 

CORNAP's two goals of divesting SOEs rapidly to satisfy political requirements and - - - - - reduce the drain on the public treasury have been achieved to a considerable extent. 
- However, according to CORNAP management, the GON's third objective-realization of 

- significant revenue to permit the redemption of bonds given to former owners for confiscated 
properties-has not been accomplished. The GON hopes that these resources come 
from the proceeds of divestiture of the larger SOEs remaining, and eventually, the - 
privatization of the GON's principal public sector monopolies. (In this connection, we 
understand that three entities-TELCOR, INE, and ENABAS-have been asked to present 
privatization plans to government). 

CORNAP's portfolio of receivables fiom leases and sales, as of November 30, 1992, 
along with their collection experience to date, looks as follows: 

Leases Sales Total 

Amount of Sale or Lease $C 55 M* $C 27 M $C 82 M 
Total Payments Received $C 15 M $C 2 M $C 17 M 
Amounts Past Due $C 3 M  $C 7 M  $C 10 M 

Percent Past Due 8.9 % 26.5 96 15.96 % 

B2. W o r  Problems 

Politically, the activities cited above have produced considerable conflict; the absence 
of a privatization law has been vexing to both the left and right, in and out of the Assembly. 
However, the conflicts can now largely be characterized as centering more upon individual 
aspects of CORNAP's program, or on individual cases, rather than questioning whether there 
should be a divestiture program. A very vocal problem involves the payment of 
compensation for confiscated properties. Debate concerning the requirement that workers 
receive 25 percent of properties divested continues, particularly over the question of how the 
25 percent is to be constituted (overall, sectoral, or of each property). The existence of 
unions other than those affiliated with the Sandinistas has been largely disregarded in this 
debate. Problems of title to property continue to surface and are both difficult and time- 
consuming for CORNAP to deal with. Questions of the rights, or lack thereof, of former 
owners and, especially, the valuation of appropriated properties arc also contentious. ' 

A second and potentially major problem was identified by Dr. Carlos M. Vilas in his 
report for the UNDP, El Proceso de Reordenamiento Patrimonial &I Btado en Nicaragua 
of August 1992. Dr. Vila highlights the fact that many of the newly divested properties, 
particularly those sold or leased to workers or ex-combatants (which number 513 cases of the 



1,184 cited above, or 43 percent), are in a weak financial condition, are now operated by 
unskilled managers, and do not have access to formal sector credit. There does not appear to 
be a mechanism or program to assist these owners to learn to manage their properties nor to 
prepare them to become creditworthy. While it is a basic tenet of a free market economy 
that those that cannot compete must be allowed to fail, the wholesale failure of worker or ex- 
combatant-owned properties created under the divestiture program could have grave political 
consequences. 

The problem of the failure of new owners is one thing. CORNAP-or whichever 
government unit assumes the residual caretaker responsibilities for the program, the 
collection of amounts owed, and so on-may be faced with reprivatizing a substantial 
number of properties or enterprises. When a lessee decides that hehey have had enough, 
and do not wish to buy the property or renew the lease at its maturity, the effect will be a 
reversion of the property to the state to be re-privatized. The assessment team heard of plans 
to have collection responsibilities turned over to the Ministry of Finance. However, no plans 
for the continuation of a privatization capability relating to CORNAP properties were 
discussed. 

Dr. Y h  also noted that C O W  has not yet made a serious.effort to monitor the 
economic costs and benefits of the divestiture program. Since his .report was drafted, 
CORNAP has initiated a program to determine, in a non-scientific manner, "before and 
after" statistics on thirty or forty companies; nine have been completed thus far. As of 
February 16, 1993, the aggregate "bottom line" of tke nine studied, which include five 
companies returned to former owners and four privahtions, shows: 

Employment up from 1,225 to 2,309 
Sales up from US$26 million to US92 million 
National taxes paid up from US$3.3 million to US$25.3 million. 

Divestitures in the rural sector, especially to workers and ex-combatants, are the most 
financially precarious, and therefore the most questionable in terms of long-run viability. 

C. Assistance Under the PSS Project 

C1. Outputs Defined in the Project Paper 

The Divestiture of Public Enterprises segment of the overall project listed five 
objectives: 

1. Establishment of criteria and procedures for preselecting firms to be divested. 
2. Reliable pnfiles and prospectuses prepared for at least twenty firms. 

' 

3. Restructuring analyses (if restructuring is contemplated) for at least five h s .  
4. Establishment of a system for tracking the status of properties confiscated 

under the Sandinista regime. 
5. Establishment of a system for identifying and providing appropriate 

information to potential investors. 



-, Commentary on the achievement of these objectives to date, keeping in mind that this 
3 is a mid-term assessment, is contained in Section 3 below. 

- C2. The Contractor's Scope of Work 

Due to a number of circumstances, primarily the time between the preparation of the 
project paper and formalizing the contract with PW, during which CORNAP sped ahead with 

I its divestiture program, some of the objectives in the Project Paper are no longer relevant. 
The key individual involved in the PW contract had spent considerable pre-project time 
assisting CORNAP to establish privatization criteria and the system for identifying potential 
investors. These, therefore, no longer needed specific mention in the scope of work. 

The scope of work calls for the application of 12 person-months of effort by the 
principal advisor, and the use of shart-term experts for a total of 30 person-months. The 
advisors prepare, in each case, a "diagnostic study and business valuation," and assist with 
the promotion and final sale of the company(ies) or assets. For each assigned SOE, the 
contractor undertakes the following specific tasks: 

a Brief market analyses of the corresponding industries and their potential, both 
at the national level and in the Central American marketplace. 

Review of the operations of various industries (capacity utilization, perf'orrning 
assets, ek.), their market position, human resources management, and legal 
status. 

a Financial analysis of each assigned enterprise, including: 
-Estimation of adjusted book value at the time they became SOEs and today 
-Comparative analysis of balance sheet and profit or loss statements for the last 
3-5 years 
-Comparative analysis of selected financial ratios and profitability for the last 
3-5 years 

Busiiess valuation of each assigned enterprise as a going concern, utilizing 
appropriate methods (cost, market, income or discounted cash flow approach, 
for example). 

Preparation and promotion of a divestiture strategy including: 
-Analysis and recommendation of most appropriate privatization stmtegy 
-Pre-sale restructuring analysis 
-Prepantion of prospectus and profile 
-Identification of and initial contact with potential investors andlor buyers 
-Preparation of negotiation strategy and respective sales and transaction 
documentation 

CORNAP, in consultation with USAID, determines priorities for assignments among 
enterprises. The scope of work also requires the delivery of diagnostic reports for each SOE 



- - - 
studied, and at least three meetings with CORNAP personnel during the course of each 
privatization. 

- . 
- C3. Component Outputs 

At the time PW became active under PSS, the CORNAP divestiture program was in 
full swing. As mentioned above, changed circumstances and the pre-prajzct work done by 
PW's Project Manager Jorge Segura, and by Joe Borgatti under a previous pre-project 
contract (with Emst & Young), account for the divergence between the objectives set forth in 
the Project Paper and the tasks set forth in the scope of work. Prior to project start-up, the 

- 
Project Manager had assisted in the preparation of CORNAP's strategy development which 
split responsibility for industrial and agricultural privatizations; the division of areas of donor 

- responsibilities (IDB, UNDP, and USAID); the preparation of a privatization transaction 
check list; and a design for restructuring and cleaning-up the legal and other problems 

- - inherent in most transactions. The pre-project work was accomplished between September 
1991 and February 1992. 

At the present time, Price Waterhouse has completed: 

Profiles on six of the ten companies for which transactions were originally 
planned. 

All studies and documentation for the Montelimar Beach Resort. The 
CORNAP Boar13 has approved, and .the divestiture and bidding for the 
property has taken place. The Barcelo Group from Spain won the bid and is 
now in negotiation with CORNAP over the final details. 

All studies and documentation for the Intercontinental Hotel. The CORNAP 
Board has appra~ved, and bidding commenced mid-December. Five bids were 
expected by mid-March 1993. 

All background work and CORNAP Board approvals have been obtained for 
the privatization of two sugar mills. The properties were put out for bid in 
November, and responses were expected February 26 and March 1 
respectively (political difficulties led to extensions of these dates). There is a 
possibility that the assets of the mills will be sold, as opposed to their sale as 
"going concerns. " 

In addition, tasks presently underway are: 

. Diagnostic study on Hotel Barlovento completed and work begun on 
valuation and privatization strategy when CORNAP returned the hotel 
to its forn~er owners. 

Diagnostic study on the Hotel Las Mercedes has recently been begun. 



- Work on diagnostic studies and valuations of the ports is pending the completion of a 
study presntly being prepared by the World Bank. PW may begin work after the Bank 

- a report has been delivered and reviewed by the GON and if CORNAP so agrees, and after 
PW has completed a few of the deals described above. 

- A number of questions surround the future of the cement company which is about 
- fifty years old and involves the high-cost "wet" process. The GON has offers for assistance 

from the U.S. and others to finance a feasibility study for modernizing the plant-which will 
be very costly--and for a study to determine the extent of remaining limestone reserves. 
The GON could proceed with the studies, but another school of thought counsels immediate 
privatization of the company as it is. The GON is reviewing its options at this time and has 

- - - not yet made a determination on its course of action. 

PW is handling its privatization cases from start to finish, as suggested in the scope of 
work. While maintaining close coordination with CORNAP and following approval of the 
valuation and privatization strategy by the CORNAP Board, PW identifies potential 
investors, prepares bidding documents, publicizes the offer, and solicits bids. Negotiations 

-- with the winning bidder are handled by CORNAP with advisory assistance from PW. 

The level of effort which PW has expended, according to its latest monthly report 
covering the period from inception to December 31, 1992, is 714 person-days of a total of 
1,233 (or 58 percent). However, the Project Manager has only 54 &zys remaining within 
this number. The budget of the privatization component, as of December 31, 1992 is: 

- -- Total Cost '$ Spent $ Lefl 

- Labor $ 693,000 $428,000 $265,000 
Travel & Transport $ 230,000 $55,000 $172,000 

- Other Direct Costs $ 121,000 $62,000 $59,000 
I T A  + ODC $ 351,000 $117,000 $231,000 
Total Project Costs $1,395,000 $662,000 $727,000 

In contrast, DB's contractor, INCAE, as a university, does not go beyond diagnostic 
studies and valuations which are prepared and delivered to CORNAP. Once CORNAP's 
Board approval is obtairxd, C O W  privatization managers are on their own with regard to 
the rest of the privatization process. At the present time, INCAE is producing completed 
documentation more quickly than CORNAP can complete the privatization process, so 
CORNAP, with its limited manpower, is falling behind. 

The fact that the limitations imposed by the INCAE methodology are now placing a 
burden on CORNAP is instructive for future reference. Contract methodology should take 
into account the client's staff resources. The time consuming aspects of privatization occur 
after the preparation of prospectuses and valuations. Finding prospective buyers, conducting 
bids, and negotiating take the most time. There is no question that CORNAP needs 
additional legal and marketing assistance now that the more difficult industrial companies in 
IDBfINCAE's roster of firms are ready to be privatized. 



-- 
C4. Additional Needs 

The GON is handling privatization on an institution-by-institution basis rather than as 
a centralized program under the direction of a "privatization CzarN empowered, at the most 
senior level of government, to oversee the privatization process government-wide. The latter 
is the doctrinaire approach. 

I What problems surface as a result of the approach taken by the GON? While 
- 

"productive" SOEs, both industrial and agricultural, were folded into CORNAP at the time 
- - of its creation, and CORNAP was charged with their divestiture, there are a number of 

public monopolies, primarily TELCOR (Telecommunications), INE (electric power), and 
ENABAS (buying, selling, and storage of basic grains), which do not fall within COIPNAP's 

- mandate. There are also a number of construction companies belonging to the Ministry of 
- - - - Construction and Transportation slated for privatization. Each sector is the responsibility of 
- a different ministry. 

Two immediate problems become evident: (1) the privatization how-how and 
experience within the GQN is restricted to the now experienced privatization managers and 
senior officials of CORNAP; and (2) while the GON will.require financial asdstance from 
donors to effect these and possibly other privatizations, there will be not one but four or 

- more separate entities with which a prospective donor must deal. There is no centralized 
control. While the latter does not pose insurmountable problems, establishing ,a program and - 

- 
controlling the process becomes more difficult and time consuming. 

- - 

We understand that the public monopolies mentioned above have received instructions 
from the Ministry of the Presidency to prepare privatization plans. The Cabinet has received 
presentations from both TELCOR and INE regarding their respective plans. At least in the 
case of TELCOR, a Presidential Decree authorizing its privatization in one form or another 
is expected to be forthcoming won. Given the fact that the GON's privatization talent is 

-- 
centralized in CORNAP at the present time, the know-how will have to be made available to 
these entities in some fashion, or responsibility for privatization will have to be centralized in 
CORNAP. USAID might be helpful if it were it interested either to expand the P7W buy-in, 
or to amend PSS project to enable it to contract with another firm to assist in this pcess .  
We were told that PW has had experience in privatizing telephone companies in other 
countries. 

A second area of concern, identified but not quantified, is the lack of post- 
privatization assistance to clear up legal problems, conduct worker and manager training, and 
address other needs which are fundamend to achieving sustainable results for the newly 
privatized companies. As far as we can determine, neither the GON nor donors have made 
provisions for this aspect of a privatization program. This need was mentioned extensively 
in Dr. Carlos Vilas's UNDP report, and has also been emphasized by many of those 
interviewed for this assessment. 

The third problem, stressed at length by both Eduardo mi, Privatization Manager 
for the tourism sector of CORNAP, and Ricardo Barrios, advisor in the Ministry of the 



Presidency of the Republic, is the desperate need for cash to (1) make payments to vvorkers 
prior to a privatization taking place; and (2) make payments in compensation for Sarrdiinista 
confiscations of property where the injured party does not want the return of the properky. 
Both are commitments of the incumbent administration. 

The CORNAP program has succeeded, in spite of considerable social unrest, largely 
due to an agreement reached with labor whereby the GON will pay an indemnification to 
workers (three to six months salary) in exchange for the peaceful transfer of ownership or 
status of the SOE. In addition, workers are guaranteed job stability for one: year. This 
procedure applies to all situations except the return of confiscated properties to former 
owners. Cash will also be needed to establish a worker retrenchment or redundancy fund, as 
the larger industrial firms and public monopolies are privatized. Lack of funds to pay these 
costs is slowing the privatization effort at the present time. 

There is similarly great pressure from the private sector, and COSEP in partic:ular, to 
indemnify the former owners of confiscated properties in cash rather than in bonds. 
According to Mr. Barrios, the estimated total amount needed to satisfy this group is between 
$400 and $500 million. 

Both COSEP and Mr. Barrios suggested the concept of a bridge loan against the 
future privatization of TELCOR, a profitable entity, and the other public service companies, 
as a means of raising immediate cash. The bridge loan would be repaid in the future from 
the proceeds of the sale of these entities. Mr. Barrios mentioned a mechanism used in Costa 
Rica which might be useful in Nicaragua if adapted to the situation. 

D. Conclusions 

Price Waterhouse is well on the way to fulfilling its obligations under the scope of 
work and is where it should be at the mid-term. Two completed cases were reviewed, both 
of which were well and thoroughly written. Further, the team received a unanimously 
favorable response to questions regarding PW's performance posed to each official of 
CORNAP interviewed. Those not directly involved in the P W - C O W  relationship, but 
who are involved in the privatization process, also expressed a uniformly high regard for the 
quality of PW's work and the results which they have achieved to date. However, additional 
funding will be required to permit PW to complete its work. 

The CORNAP privatization program has been unexpectedly successfi~l given the 
precarious political environment at inception and, to a somewhat lesser degree, throughout 
implementation. The emphasis placed on speeding the divestiture of agricu1tr;rral and 
commercial properties lent some social and political stability to the situation as those affected 
were able to see results. The GON has done its best to live up to commitments to workers, 
ex-combatants, and former owners of confiscated properties. The fact that the GON has 
made pre-privatization payments to workers has undoubtedly been a factor in the success of 
the program thus far. 



However, the privatization program is only the first step in the recreation of a strong 
private sector. Additional assistance to strengthen the private sector is sorely needed and 
must extend beyond the completion of the privatization program. Many of the new owners 
of privatized properties, primarily agricultural, do not have the skills to manage and operate 
their properties on a sustainable basis. There is considerable concern that numerous failures 
of worker and ex-combatant-owned enterprises could spoil the success of the privatization 
program to date and unbalance the present de'licatr: stability. 

Given the number of properties which were privatized using the lease mechanism, we 
conclude that there is potential that a number of lessees will eventually decide that they 
neither wish to extend their leases nor purchase the properties. Instead, they will be returned 
to the state at the maturity of the leases. The planned disappearance of CORNAP will 
require that the GON maintain a privatization capability in some unit which will be able to 
re-privatize the properties which have been returned. 

CORNAP's strategy involved privatizing the easiest SOEs first to generate numbers of 
transactions and impact as many beneficiaries as possible in a short period of time. While 
succeeding, it also implies that more camplex situations involving legal and other difficulties 
have been left until the later stages of the program. CORNAP needs additional personnel to 
provide legal assistance and marketing support to maintain the pace of the program. 

A source of cash for the payment of worker indemnities under the CORNAP program 
should also be found to enable the privatization program to go forward in an expeditious 
manner. Cash is also needed for the establishment of a worker retrenchment fund. The 
suggestion that a "bridging" facility of some sort might be arranged, once the GON's 
commitment to privatize the public sector monopolies has been made, merits further study. 
An alternative source of cash which deserves consideration is the use of counterpart funds 
fiom other USAID programs. It is conceivable that assistance in alleviating GON's cash 
needs to assist the privatization program and the establishment of a worker' 
retrenchmentlcompensation fund may assist the indemnification of former owners of 
confiscated properties as well. 

E. Recommendations 

1. USAID should amend and increase the PW buy-in by an amount sufficient to permit 
PW to complete its privatization work on the SOEs which it has been assigned and to 
provide its other seryices to CORNAP. We consider it essential that the Project 
Manager be funded to provide for his services through the life of project. We 
estimate that an additional $400,000 should be more or less sufficient. 

' 

2. USAID should consider increasing CORNAP's ability to cope with legal and ' 

marketing problems in the privatization prcms caused by the heavy workload now 
being generated from the IDB/INCAE effart. USAID assistance could, at their 
option, be done through (a) an amendment increasing the PW buy-in which would 
permit them to send an additional junior expert to Nicaragua, or (b) the trial use of 
CEI to help CORNAP in marketing fiom three to five companies in a sector selected 



by USAID. If CEI were to work out, it might preclude the need for the importation 
of an additiorral expatriate. Additional Nicaraguan legal assistance should be provided 
to CORNAP as well. 

The advantage to trying CEI is the availability of some hnding within their contract 
which otherwise would probably go unused. CEI also has personnel in-country who 
would be used to implement thc tasks assigned by CORNAP. However, CEI's 
privatization expertise, partiwiarly marketing Nicaraguan enterprises to third parties, 
is untried, 

PW would be obliged to transfer a second junior professional to Nicaragua. 
However, since USAID's buy-in should be increased, per the first recommendation 
above, the addition of approximately $100,000 to effect this move does not increase 
USAID's administrative workload. Funding additional local legal. assistance for 
CORNAP should not exceed $50,000 in local currency funds. 

3. USAID should consider expanding the PSS project to include a training and technical 
assistance component to assist newly privatized SOEs, primarily those in the rural 
sector. To the degree possible, particularly in the rural environment, basic 
management and technical training should be provided on-site initially. The duration 
of this component should be a minimum of one year and include the use of a number 
of geographic centers where follow-up help can be obtained. 

Cooperation with the Ministry of Agriculture's extension service should be sought 
since, in part, the services recommended would complement those provided by an 
agricultural extension service. Planning, budgeting, bookkeeping, and marketing 
would be the skills taughth addition to the basic agricultural skills. Local 
consultants can be utilized and, possibly, field people based in agricultural extension 
offices. Desirable contractor skills (agriculture as compared to business) would be 
determined by the quality and level of assistance which the GON would be willing to 
supply through the extension service. We estimate that between $250,000 and 
$300,000 will be required the first year with coverage in Managua and four outlying ,' 

offices (depending on the number and cost of vehicles required). 

4. USAID should consider expanding its privatization role by becoming involved in 
assisting the privatization of the three public sector monopolies-TELCOR, INE, and 
ENABAS-and the constnuction companies which the GON plans to begin privatizing 
in the fairly near bture. 

If USAID is satisfied with the GON's commitment to privatize the public monopolies, 
we recommend the amendment and extension of the PSS project to support other 
ministries in the privatization process. However, only TELCOR and INE are likely 
to result in sales which will contribute significantly to the Nicaraguan treasury. We 
recommend, therefore, that USAID concentrate its assistance on the TELCOR 
privatization, which is most likely to be the first, and that it be left to other donors to 
assist the privatization of the remaining public sector monoplies. 



Taking advantage of PW's in-country howledge and experience will be more timely 
and cost-effective than introducing a new contractor into the situation. The team 
suggests that time and cost estimates to accomplish these additional tasks be discussed 
with PW, if appropriate. We estimate roughly that between $150,000 and $250,000 
would be required if undertaken in isolation from other project functions. 

5. The team recommends that USAID utilize counterpart funds to support the GON 
Treasury in meeting a portion of its cash needs for indemnity payments to workers, 
and for the creation of a redundancy fund. Payments to former owners of confiscated 
properties do not have priority within the purview of this evaluation. The bridge 
loan concept is difficult to structure under USAID procedures as understood by the 
team. The guarantee mechanism is not available in advance of a privatization, but 
only as a part of a privatization transaction. This precludes its use for raising 
immediate cash. 

We are not in a position to comment on an amount to which USAID might participate 
in this manner since it would be subject to other programs which generate counterpart 
fun&. We are also not privy to Mission plans for the use of these funds, nor Mission 
priorities. However, if agreeable in concept, we recommend that a dialogue with 
GON officials take place at the appropriate time to further define possibilities. The 
equivalent in cordobas of about $20 million (2,000 worke~s times $10,000, or 4,000 
workers times $5,000) should be considered. 

These recommendations are designed to preserve and advance the gains made in 
strengthening the private sector through the CiON's privatization program thus far, and to 
further and expand the privatization program. PW will be in a position to operate at its 
present strength of talent through the life of project. CORNAP would receive additional staff 
support, much needed at this time in the privatization program, to enable it to maintain rapid 
progress. A one-year program of technical assistance md training in the rudiments of 
business and agricultural practices should help a substantial number of new owners to survive 
and, eventually, become bankable. USAID involvement in the TELCOR privatization is 
recommended as this should be a successful, high-profile transaction, both in terms of the 
GON treasury and the improvement of service to consumers. PW is in place and can call 
upon experienced te~ecommunication privatization experts. USAID might consider 
involvement with the other two. lastly, while bridge loans or guarantees do not appear 
practicable, USAID would be in a position to assist the GON's cash shortage for worker 
indemnifications and the formation of a redundancy fund if the concept of using counterpart 
funds for these purposes is acceptable to USAID, and if programs which generate counterpart 
funds exist in sufficient amount to cover these and other requirements. 



A. Introduction 

The ~inancid Services component of the PSS project aims to strengthen the once 
highly-regarded Nicaraguan financial system so that it can provide a broad range of service,fi 
to its cllientele. The principal task of the component is establishment and operation of a new 
Superintendency of Banks (SBN). Specific activities include organizing and defining SBN 
~pexatio~ns, reviewing and approving criteria for new private financial institutions, developing 
a strategy for dealing with existing public sector banks, and defining needed information and 
;methods for acquiring it. Long-term and intermittent short-term technical assigtance is being 
provided to the Supintendent of Banks for start-up operations. 

A i~econd task of this PSS component is technical assistance in establishing new 
private financial institutions in Nicaragua, thereby limiting the predominant role of the state 
in the banking system. Technical assistance is being channeled h u g h  the SBN, the Central 
IW, andlor COSEP to seven newly established private financial institutions. 

It is iWiCipated that by the end of the project, the Superintendency of Banks and other 
f i c i a l  institutions will be able to play a fair and constructive role in supervising and 
regulating the operations and practices of the country's private and public banks. At a 
minimum, it is anticipated that the structure and the operations of the Superintendency will 
be established, criteria for chartering new private financial institutions designed and 
implemented by the Superintendency, and the flow of information between public and private 
financial entities institutionalized. 

The fo110wLag assessment d e w s  the success of the project to date, and identifies the 
arsas in which TJSW can provide future support to this sector. 

This component of the PSS project was designed with sufficie;lt flexibility to address 
emerging needs in the financial sector. Nicaragua, during the Somoza era, had one of the 
more developed piivate banking and financial systems in Central America. The goal of 
USAID and the Gcwernment of Nicaragua is to re-introduce private, profit-seeking banking 
and financial services to Nicaragua. It is rightly felt that a private financial system offering a 
full range of servius and products is essential for the full economic recovery of the country. 
Moreover, a private banking system will help provide access to international donor financing 
not currently available in Nicaragua. 

The Financial Sewices component has evolved into activities to support the 
establishment and effwtive operation of a Superintendency of Banks, including systems for 
operations, approval of new private financial institutions, reporting mechanisms, and 
establishment of new private financial institutions. The GON has enacted a law allowing 



creation of private b W  and re-establishing a Superintendency of Banks and other financial 
institutions, although progress has been slow. A main objective of the current financial 
services component of the PSS project is to speed up this institutional development proms. 

The Project Paper identified a W d  task under this component: a banking training 
program among the course offerings of the Central American Institute of Business 
Administration (INCAE). This task has been superseded by a World Bank-sponsored 
training program for private bank managers. This training program is underway; once 
complete, USAID will revisit the task to determine what further actions are required. 

At tb point, no other inkmational donor agency is providing assistance to 
restructure $We banks or to establish new private banks. The Inter-American Development 
Bank (IDB) has authorized US$3 million to the SBN to develop a .Management Informi-ition 
System (MIS) and for selective t & k g  of SBN personnel, as part of instituticn 
strengthening. Of this amount, $.5 million has been disbursed. The IDB has also authorized 
US$3 million to the Central Bank (BCN), together with the International Monetary Fund 
0, for the purchase of computer hardware and software for an MIS, and for long-temn 
consultants to d t  in the implementation of the MIS. It has also been indicated that the 
IDB will be providing US$30,000 to cover start-up expenses for a Stock Exchange (Bolsa & 
Valores). The IDB does not currently have any plans to assist private banks.' 

The World Bank has done very little to provide direct support to the'financial sector; 
they are mainly concerned with promoting structural economic adjustments, i.e. prices, 
exchange rates, and in-t rates. In October 1992, a country economic memorandum, 
which addresses financial sector issues among others, was prepared by the World Bank, but 
it is not currently available. The World Bank is financing a training program for private 
bank managers, which is currently in progress (January 15-April 15); the program covers 
managerial topics in domestic and international banking. 

C. Assistance Under %he PSS Project 

C1. Overview 

In January 1992, USAID hired Price Waterhouse under an IQC to advise the SBN on 
it% proper role and function; to draft the necessary legislation to re-establish the SBPJ; to 
assist the private banks in establishing a Bankers' Association (one has been set up); and to 
determine the feasibility for establishing a Stock Exchange, a private insurance industry, and 
a private pension fund system. In May, 1992, Carana Corporation subcontracted with the 
International Management Consulting Corporation (MCC) to provide a resident advisor to 
the SBN and for short-term technical assistance in the financial sector. In October 1992, 
USAID, independent of this project, commissioned a study on Financial Sector ~ e f o h  and 
the Commercial Banking Systcm; this study was completed by a team under the supervision 
of J.L. Daly. 

1 Information provided by Mr. Joel Riley, IDB Raprerenrptive in N i i  
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As of December 31, 1992, the Financial Services compnent had a balance: of 
US$333,000 remaining from its allotment. The subcontract with IMCC has a total value of 
US$169,000; currently $60,000 remains, representing 93 working days. The Price 
Waterhouse buy-in has a total value of US$280,194; currently US$70,000 remains, 
representing 71 working days. 

C2. The Superintendency of Banks 

The primary effort of USAIDlManagua under the financial sexvim component has 
been the creation of a Superintendency of Banks to regulate and oversee the banking 
industry. Based on the initial efforts funded under the Price Waterhouse buy-in, the needs 
and norms for the SBN were identified, and a temporary advisor was assigned to the 
Supe.rintendency. The necessary legislation was approved for the establishment of the SBN 
in April 1991, based on the initial study by PW. 

The PSS Project Paper recommended that an experienced Superintendency Expert be 
provided for the life of the projest to counsel and assist the Superintendency. This expert 
would help the SBN carry out its functions, in particular: 

Establish and apply regulations, licensing and other mrporate activities, and 
lending limits 
Prevent and, if necessary, punish insider loan offenders 
Conduct asset classification and provisioning 
Establish guidelines to guard against the submission of false financial 
information by borrowers 
Devdop guidelines for enforcement powers 
Assist in addressing problem of failed banks 
Determine permissible and prohibited activities 
Determine scope, frequency and content of the audit program 

, ' 
Under the IMCC subcontract, an experienced senior banker and former. 

Superintendent of Banks of Peru was hired as Senior Advisor to the Superintendent; he has 
been working with SBN since June 1992. Everyone interviewed, starting with the 
Superintendent, is in agreement that the Advisor has done an outstanding job, and is 
complying with the intended scope of his activities. 

With the assistance of the Seniti Advisor and the Superintendent, also an experienced 
banker, the SBN has rapidly taken on the functions of an effective professional regulatory 
body. A new banking law has been drafted and is currently before the National Assembly 
for approval. The limitations imposed by the former banking law regarding lack of penalties 
and sanctions applicable to the banks which violate the law or regulations have been 
remedied in the new banking law. The new banking law also provides broader activities 
available to the commercial banks such as leasing, factoring, p d  trust and investment 
management departments. 



In addition, the SBN Senior Advisor has been instrumental in drafting the following 
official norms: 

0 Credit Concentration 
Evaluation and Quality Analysis of Loan Portfolios 
Procedure for Reserving for Bad Debts 
Capital Adequacy 
Registry of Ex- Auditors 
Terms of Reference for External Auditors 
Deferral of Expenses 

As of 31 December 1992, the Senior Advisor, together with the Superintendency, had 
completed such other tasks as: 

Preparation of draft regulations for the Stock Exchmge 
Outline for norms to permit the functioning of private insurance companies in 
Nicaragua 
Establishment of a mechanism to allow permanent coordination with the 
Central Bank of Nicaragua regarding regulation and coordination of the 
banking system 
Financial analysis of each of the private banks regarding solvkncy, liquidity, 
profitability and operating practices 
Improvements to the format and content of the Informative Bulletin of the 
Superintendency 

All of the above has been accomplished during the six months the Senior Advisor has 
been on the job, working very closely with the Superintendent. The current contract of the 
Senior Advisor will expire in June 1993. There is general consensus that, if possible, the 
Senior Advisor's contract should be renewed, preferably for one year. 

The Price Waterhouse study on the norms and needs of the SBN, although dated 
February 1993, was completed before June 1992. It i s  now considered out-of-date and 
according to the Senior Advisor does not address the current needs of the Superintendency. 
It would be helpful if this study could be updated, particularly in view of the changing 
economic conditions of the country. 

The Superintendency is concerned that it does not have sufficient trained staff to 
conduct its current portfolio of activities, as well as those that it will be charged with once 
the new banking law is passed. In particular, it needs to train its bank inspectors to conduct 
field inspections in risk assessments, asset and investment analysis, and in leasing, factoring, 
and trust administration. Further, if the Stock Exchange becomes functional, and the private 
insurance companies and pension funds are formed, then the inspectors will quire training 
in overseeing and regulating these areas. New regulatory functions co~ected with the Stock 
Exchange, insurance companies, and pension plans will have to be developed and 
incorporated into the fwrctions of the SBN, and appropriate staff must be identified and 
trained. 



The second major activity of the Financial Services component of the PSS project is 
the provision of technical assistance to the private financial sector, in particular to establish 
private financial institutions. 

C3a. Private Banks 

Prior to 1979 Nicaragua had one of the most developed private financial systems in 
Central America. In 1979 the private banking system was nationalized, and subsequent 
government decrees reduced the banking system to one of primarily dispensing subsidized 
credit to favored borrowers. Combined with a lack of inter-bank competition for loans and 
deposits, poor loan monitoring and recovery practices, and high inflation, the asset and 
deposit base of the financial system was eroded. 

USAID, correctly recognizing that a sound private banking system will provide a 
stimulus to the growth of the economy and the private'business sector, has been extremely 
proactive in pressing the GON for legislation to re-establish and create a private banking 
system and a Superintendency of Banks to regulate them. As a result of this active lobbying 
effort, and support provided under the PSS project, there are now seven private commercial 
banks operating in Nicaragua. The financial situation of the seven private banks, as of 
December 31, 1992, is shown below (in millions of cordobas): 

Total Assets 674.5 
Total Deposits 553.3 (of which 284.9 in local currency 

and 268.3 in US$) 
Total Loan 342.9 (mostly short-term: 3 18.2) 
Net Capital & Reserves 85.6 
Accumulated Expenses 1.4 
Net Earnings 2.5 

While the private banks have 37 percent of the country's total bank deposits, they 
only have 19 percent of total loans as of December 31, 1992. The earnings of the Banks (in 
thousands of cordobas) in 1992 were as follows: 

Banco de Arn&ca Central 5,468.3 
Banco Mer~andl -622.9 
Banco de la Producci6n 602.6 
Banco de Cr&to Centroamericano 745.0 
Banco de Pdstamos -2,242.9 
Bvlco de Exportacidn (Ban Expo) 60.7 
Banco Intercontinental -1,488.5 

The above shows that three banks--MercantU, P&tamos and Intercontinental- 
losing considerable amounts of money, and Ban Expo's earnings are nominal. Since several 
of the banks have only been in operation for one year, an annual comparison with 1991 is 



not possible. Most of the bank lending is short-term due to a lack of confidence by the 
banks and the public in the immediate future of the country, and by the lack of medium- and 
long-term deposits with which to match loans. To remedy this situation, it has been agreed 
that the private banks will issue US$50 million in seven-year bonds, which will then be 
purchased by the Central Bank. 

The private banks are extremely conservative and cautious in their lending operations, 
as they should be. They need time to gain experience and to mature. As new banks with 
small capitalization they cannot afford to make many mistakes. They feel that one of their 
greatest needs is in the areas of training, in particular in the following: 

Training of tellers (cashiers): promotion skills, how to open accounts, and how 
to project the right image in dealing with clients. (It appears this attitude has 
been lost during the Sandinisfa regime) 

Training for branch and operations managers in establishing intend controls 

Training of loan officers to make medium-term loans (three to five years) 
assuming that the bond issue will provide medium-term resources. This 
requires knowledge in assisting clients to prepare business plans, cash flow 
projections, interrelationship of working capital and investment needs, and the 
interpretation of and preparation of yearly budgets with quarfp~ly revisions, in 
order to accurately judge how the business is going and to avoid or remedy 
problems before it is too late. 

The private banks also would like to have greater flexibility from the Central Bank in 
the types of operations they can do, in particular trying new or innovative operations. Some 
private banks feel that the Central Bank has not been sufficiently responsive in furnishing 
liquidity, which is now a major problem for the private banks since they have lost their 
government deposits. Finally, some private banks feel the Central Bank favors state banks, 
and d m  not give private ones equal treatment. 

The future growth of private banks rests, in the medium term, on the provision of 
working capital loans in certain agricultural areas-cattle, bananas, and coffee. These areas 
are major foreign exchange earners through exports, and justify loans in dollars. Also, 
agroindustry can be a good source of loans to convert agricultural products and export some 
of them. kor example, Argentina is preparing TV dinners for some of the large U.S. 
importers. The private bankers therefore require training in medium-term lending 
techniques. 

C3b. Loans to Small and Medium Enterprises 

As in many Latin American countries, private banks in Nicaragua generally do not 
favor loans to small businesses as they are perceived to be risky (due to lack of sufficient 
guarantees), expensive to Senrice (labor intensive) and often not profitable. Loans to 
medium-size businesses are more acceptable since guarantees are better and larger l m  



amounts are less expensive to manage. 

At present, there are several sources for loans to small and medium-size enterprises 
(SMEs) in Nicaragua. The Central American Bank for Economic Integration (BCIE) offers 
one program, known as "El Papic" (Pr~gram of Support for Small and Medium Industry of 
Central America). These loans provide working capital for one year maximum at a rate of 
14 percent per annum; and provide for the purchase of fixed assets for up to four years at a 
fate of 18 percent per annum. Maximum amounts to small enterprises are US$25,000 and to 
medium-size enterprises US$100,000. Private commercial banks have indicated that they 
have not used this program, nor are they promoting it, as the interest rate determined by the 
BCIE is too low and does not cover the costs of servicing the loans. The current rate for 
short-term loans to business is in the range of 22 to 24 percent per annum. Consideration 
should be given to the feasibility of increasing the current BCIE interest rate tb mare 
accurately reflect the cost of borrowing money and servicing a loan. 

Another loan program, supported by donor funds to the Central Bank, is hown as 
"El Pyme" (Support Program for Small and Medium Industry). Lines of credit up to a 
maximum of US$40,000 are available to small industry for one year for working capital and 
up to four years for fixed asset purchases. Lines of credit, up to a maximum of 
US$100,000, are available for medium industry for the same purpose and time periods. 

Another program, "El Faim, " is available through commercial banks to industrial 
manufacturers for the purchase of imports related to their operations. Terms for lines of 
credits are up to US$50,000 for small firms at 13 percent per annum and up to US$500,000 
for medium-size firms at 18 percent per mum.  

Finally, the microenterprise sector has a facility available, hown as "El Pumic, " 
which is a national program designed to pmvide financial support to this sector. The 
maximum amount of tinancia1 support is US$1,000 for the productive sector and US$800 for 
merchants, Interest rates are 18 percent per annum for the former and 30 percent per annum 
for the latter. Terms are for six months (presumably renewable). These l m s  are provided 
through nongovernmental organizations (NGOs) and through the Banco Popular, a 
government-owned bank. 

The private commercial banks have stated that some US$60 million is available in the 
Central Bank to support the funding of the above-mentioned programs (El Bqme, El Faim and 
El Pamic). However, use of thae programs is not promoted nor their avait,&%ty well 
publicized by the commercial banks, since the rates are considered too low and the risk too 
high. The state-owned banks, which normally would promote such programs, are suffering 
from an excessive number of bad loans and are currently being bailed out by the Central 
Bank. 

There is a widely perceived need for alternatives to commercial banks for sources of 
credit for small and medium-size enterprises. This need has not been examined nor 
documented. Prior to establishing new sources of credit, there is an immediate need to 
carefully and thoroughly examine the requirements of SMEs, in particular credit. Based on 



this analyses, concrete steps and actions can then be taken to address the sustainable 
development of the small and medium industry. 

C3c. The BanE.ersS Assochition 

A separate USAID initiative under this component has been the formation of an 
association of private banks, or a Bankers' A,ssociation. The General Managers of the 
private banks currently meet once a week to discuss mutual problems, such as how to 
harmonize standards, develop a code of ethics and present a united front in requesting 
government modifiktion d regulztions or laws. 

Although valuable discussion and identification of mutual needs have taken place in 
these weekly meetings, there is no formad organization to support or follow-up the 
recommendations of the group. Unfortu~nately, not all of the banks are earning sufficient 
revenues (three of the seven are not at break-even) to contribute to the Association. As a 
result, the Associa5on has no office nor can it afford to hire an executive director, secretary, 
or a messenger. 

One of the General Managers estimated the expenses (in coniobas) for a small staff 
and a modest office as follows: 

Executive Director: $5,000 per month (an experienced director) 
Secretary: $ 600 per month 
Office rent: ' $ 750 per month 
Telephone: $ 500 per month 
Rent of Office machinery: $1.15Q per month 

Total: $8,000 per month 

Therefore, one of the immediate needs of the Association is funding for an office and 
staff. Other needs identified include the establishment of a training institute and a library 
resoufce center, although these are of secondary importance. The Association also needs 

- assistance in the drafting of a code of ethics and conduct for the private banks. USAID 
might wish to consider making a one-time grant to the Bankers' Association to allow it to 
become functional and to address the training needs of the banks. 

C3d. The Central Bank 

Although the Bunco Central De Nicaragua (BCN) has made greal: strides in 
restructuring itself to become a modem central bank, much remains to be done. It has 
relinquished its role as a commercial bank and is liberating interest rates and foreign ' 

exchange regulations. However, it does not currently have a stable fixed-term president 
guiding its operations. Instead, it is supervised by the General Controller (Conmarla 
General & la Repdblica), with support from a Board of Directors. Further, the current 
Board is not repfesentative sf the private and state banking community. 



- In addition, the commercial banks feel that there are not enough experienced 
personnel in the BCN to efficiently carry out its function. They highlight long delays in 
receiving foreign exchange (up to 40 days) to pay for imports, even after local currency 

-. - 
deposits have been made to pay for the foreign exchange. In general, there is a perceived 

1 
need to hire experienced bankcrs as managers. There is also a need for some form of 
dialogue between the BCN and the new private financial institutions to establish the 
framework for a better working relationship between the BCN and the private banks. 

- 
- 

USAID has just approved an $8 million project-Economic Policy and 
- Implementation project @PAI)-to be initiated in the next three months. This project is 

scheduled to provide expertise in macroeconomic planning, and will work directly with the 
GON through the Ministry of Finance, the Central Bank, the Ministry of the Economy, and 
the Ministry of Social Action. The project has not yet been released so further details are 
not available, although it is believed that some concerns of the commercial banks will be 
addressed undex this project. 

- 
-- In the meantime, the BCN requires assistmce in further restructuring its operations, 

and in training its staff to run open market operations. 

C4. Possible Expausion of Private Financial Services 

Under the Price Waterhouse buy-in, USAID/Nicaragua has been addressing other 
areas in the Nicaraguan financial sector. These activities are briefly described below, 
focusing on those iuieas where interrelationships with the Financial Services component of the 
PSS project exist. 

C4a. Stock Exchange (Bolsa de Valores) 

The formation of a stock exchange has been a goal of USAID for some time. In 
1991 it commissioned Price Waterhouse to conduct a study outlining the steps required for 
the formation of a stock exchange; the Mission has since been encouraging the government to 
establish such an exchange. It is anticipated that the private sector will use the exchange to 
expand its capital base, probably by using debt issues at the beginning, later by issuing equity 
shares. 

The legislation establishing the exchange has now been approved by the National 
Assembly, and is currently with the President for signature. Upon signature, the exchange 
will become a corporate entity ready to operate. 

Two distinct groups have been formed to promote and manage the future stock 
exchange. One prominent group consists of four ;private banks: BanPro, BAC, Bancti de 
Pdstamos, BanCentro, and the PeUas group, which includes Raul Lacayo Solonano and 
other prominent Nicaraguans. Another group, headed by Ernesto Fernandez Holmann, has 
also been formed; IMCC and Carana have been approached to supply direct technical 
assistance to this latter group. 



It is recommended that the two promoter groups be brought together in order to 
present an unified front in promoting and forming the exchange. Since all banks will be 
excluded from the Board of Directors and managerid roles, more prominent industrialists 
(including those h m  neighboring Central American countries) should be encouraged to 
become promoters. Once this group is consolidated, they should be encouraged to prepare 
an initial financial plan, detailing anticipated cash flow projections, activity volumes, and 
projected earnings. This activity should ideally be done before start-up funds are requested; 
USAID will then be in a position to decide what types of assistance are neces~ary.~ 

In addition, the SBN will require assistance once the exchange is established, 
primarily in training its staff in regulation, to confirm transparency in its operations, and to 
ensure that ethical practices are established and monitored. 

While the initial transaction volume of the exchange may be small and slow in 
starting, this period can be used constructively to train pmonnel, install computerized 
operations and management systems, and establish professional procedures. Initial 
transactions will probably use government instruments, which are described in greater detail 
in Appendix E (Capital Markets). 

C4b. Private Pnsurance Industry 

Price Waterhouse was asked to assess the feasibility of a private insurance industry 
and a private pension fund system. Before either can be developed, the appropriate enabling 
legislation will need to be drafted and investors identified. These two issues must be 
addressed before private insurance companies and private pension plans can play an active 
role in the stock and capital markets. 

The creation of a private insurance industry is complicated by 'the fact that the 
Imtituto Nacional & Seguros y Resasegums (INISER), the government insurance monopoly, 
is the only one permitted by the Constitution. INISER was cmted in 1979 through the 
nationalization of seven private insurance companies. It is currently bankrupt and, at 
present, the SBN haa not been able to ascertain where NSER holds its resemes, reputed to 
be approximately 100 million cordobus. INISER cannot be privatized until the Constitution 
is changed. 

To establish a private insurance industry to compete with INISEI? will require creative 
techniques such as the granting of "concessionsw to establish private insurance companies by 
special decree or other legal means. Once private insurance companies become operative 
INISER, as it is currently structured, will become non-competitive and most likely will cease 
to operate. In this transition phase, it will be yery important to protect INISER's clients, in 
particular by ensuring their policies are honored and taken on by the new companies. ' Most 
likely the Superintendency of Banks will be called upon to regulate the new private insurance 

2 USAID has already been r e q u e d  to provide approximately USS245.000 to cover start-up 
expentwe of the Exchange. The IDB has indicated it will authorize USS30.000 help d e h y  mme 
start-up expenrer. 



companies. This additional role will require some initial assistance. 

Private inrsuranck companies will play an important role in the formation of the Stock 
exchange as they will be in need of short, medium, and long-term financial instruments and 
mechanisms to invest their reserves, and to plan for their long-term actuarial needs. The 
companies will also need assisfance in forming their operating and investment policies, 
particularly relating to their rcrserves. This assistance could be obtained from other private 
insurance companies in Central America and Chile, for example. 

C4c. Private Pension Funds System 

To create a private pension fund system, pension fund law has to be draffed and 
corporation law reformed to guarantee transparency and provide information to the public. 
The Central Bank must draft guidelines to issue long-term financial instmments so that these 
can be offered by financial institutions as pension fund and insurance company investments. 
The SBN is the appropriate elttity to control and regulate the pension fund system. 
However, the system should be managed by an administration company, similar to how it is ' 

done in Chile? In the Chilean case, the pension fund has an affiliated insurance company 
to provide life and disability insurance to the contributors. IMCC has indicated it can 
provide Chilean consultants for assistance in establishing private insurance companies and 
pension funds. 

Once the pension funds are sufficiently capitalized they will be a major investor in the 
stock exchange. As a result, they will provide a large demand for short, medium- and long- 
tern investment. 

C4d. S=&l Security System (Institute Micamguense de Seguridad SocM y 
Bienestar) 

lllre Imtituto Nicaraguense & Seguridad Social y Bienestar (INSSB) was created by 
decree of the Sandinista government in February 1982. The system includes welfare, 
national health care, and a pension fund. The health care system is financed by a nine 
percent contribution from employers and is available to all Niwaguan citizens. At present, 
it is bankrupt due to high expenditures and inefficient operations. The system needs new 
worker and employer contributions to make it viable. 

Current pension fund activities of INSSB were not covered in the PW report. The 
World Bank is discussing with INSSB the possible sale of health care services to private 
suppliers. 

9. Conclusions 

The Financial Services component of the PSS project has provided effective support 
in re-establishing the operations of the Superintendency of Banks and in the creation of 

3 Chile had been the phenomenal success in this area in the Latin American region. 



potentially viable private flnancid institutions. USAID has concentrated on thosc prioriv 
- 

areas in the economy that have required immediate financial assistance and guidance. The 
studies and activities commissioned by USAID to Price Waterhouse and to J.L. Daly have - 

produced useful guidelines as to what actions need to be taken. In this wily, USAPD has 
successfully encouraged the beginning of the transfiwmation of Nicaragua to a free market 
economy. 

- 

The problems of the different entities discusmi above, such a3 the Superintendency, - 
the, private banks, and the Bankers' Association, stelm Eaom the fact that they are new and 
need time to mature, ?o train their s W ,  and to become profea,'.onal. The other 
organizations, such as the Central Bank, require further restructuring and support. Howwtx, .. 
more importantly, the Central Bank needs a stable ilnd non-rotating presided and senior staff 

- 

who are experienced b a n k s .  Other organizations such as the stock exchange, private 
- 

insurance companies and pension funds, have to be created from scratch, which is a greater 
challenge from organizational, regulatory, and legislative pinQ of view. - 

The primary needs of' the private banks involve training of personnel, in addition to - 
the World Bank-sponsored training. This includes training of tellers, retail platform people, 
people in internal controls, branch and operations managers, training operations (liquidity - 
and investments) and people responsible for asset aadl liability management. In addition, 

- 

senior bank officers must learn how an interbank funds market functions, siince it will be 
important to establish one (arr opposed to the sporadic trading that exists now) as a 
cornerstone of the planned q p  market and capital market systems. The staff also need - - 

. training and guidance in promoting and carrying out a mdium-term lending program. 
Finally, a m y  operational p.mf&onal Bankers' Association would be a great help to the 
private banks, not only as a lrorum to discuss combined training needs of their personnel but I 

- 

also as a means to improve tlheir relationship with the Central Bank and the Superintendency. 

The Superintendency':~ greatest need is the keep its Senior Advisor in place beyond 
the expiration of his contract in June of 1993. It's m n d  greatest need is to train bank 
inspectors, in particular field inspectors, in risk assets, investments, and in addressing 
proposed new changes that wjill be authorized in the new tanking law, such as licensing, 
factoring, and trust investment. 

The creation of the stock exchange, private insurance companies, and pension fwds 
in the future will require that SBN inspectors are qualified to analyze the specific activities of 
these operations, since the SBN will be in charge of regulating them. 

It is important that the Bankers' Association be able to represent the private banks 
before the Superintendency, the Centrat Bank, and the National Assembly, where legislation 
is pending regarding their interests. Therefore, the Association must become fully 
functional, develop a workplan, and prepare a code of ethics'and eonduct which will be 
adhered to by its membership. 

The Central Bank needs a President for a f ied term and representation of private and 
stak owned banks on  is Board of Directors. It needs to be supervised by its own bcard and 



not by the Controlarfa General de la Repr;iblica. A Senior Advisor to the President is needed 
who is an experienced central banker to help transform the BCN into a1 modem central bank, 
able to control the country's financial situation. The Central Bank alsa needs to train its staff 
in money market operations, particularly mianaging the money supply in open market 
conditions, and how to conduct audits and debt issues. 

The stock exchange has two promoter groups who wish to v g e  it. Thw two 
groups should be encouraged to join forces nather than work against each other. The 
promoter group should also be required to prepare an operational and financial work plan, 
indicating cash flow projections, transaction volume estimates, and revame projection before 
it be provided with start-up financing. 

Private insurance companies and private pension plans require enabling legislation, 
promo,krs, investors, and contributors to form them before they can be an active part of the 
capital markets. For further information on this issue, see Appendix E. 

The following recommendations are made to improve this component of the PSS 
project: 

The contract of the Senior Advisor Qo the SUN should be renewed, preferably for one 
year, although IMCC recommends an extension through ]March 1994 in leepiing with 
the original contract which covered 18 months. This is a very high priority 
recommendation. 

USAID should consider funding the design and implementation of a training program 
for SBN field inspectors. 

If not continued by the World Bsmk, USAID should consider funding the next phase 
of the training of commercial bank personnel. 

USAID should consider updating the Price Waterhouse study on the norms and needs 
of the SBN, thereby providing a priority work plan for the next twelve to eighteen 
months. 

USAID should consider making an one-time grant to the Bankers' Association t~ fimd 
its initial start-up operations, including the hiring of its staff and the preparation of a 
priority work plan. 

The Bankers' Association should be encouraged to establish a dialogue with the 
Government in an attempt to modify the new banking law in the National Assembly to 
make it more rational. 

'I'ahnial assistance should be provided to the Central Bank to train senior personnel 
in controlling the money supply and managing its debt. This could be h d e d  by the 



new EPAI project. A full-time banking senior advisor perhaps can be funded from 
this source as well. 

8. The two promoters of the proposed stock exchange should be encouraged to join 
forces and to prepare a financiayoperation plan. This should be a condition of 
USAID considering providing financial assistance. Further, USAD should wordinate 
with the IDB, which has also indicated its intention to provide some start-up finds for 
the operation of the stock exchange. 

9. USAID should give attention to encouraging the establishment of private insurance 
companies and pension plans. As part of this activity, policy dialogue should be 
encouraged with the Government in order to hasten drafting and passage of the 
appropriate enabling legislation. 

10. USAD should consider sending selected managers of the Central Bank to the New 
York Federal Reserve Bank for on-the-job/observation training in preparation for 
managing Central Bank operations within an open market system in Nicaragua. The 
New York Federal Reserve Bank is equipped to do this type of training in New York 
or could send appropriate personnel to Nicaragua. It is recommended that USAID 
make initial contacts with Mr. Gerald Cryman, President of the New York Fed& 
Reserve Bank, to discuss how best to proceed. 

11. USAID should consider funding the design and implementation of needs and 
requirements study, credit and otherwise, of the small and medium-size enterprise 
sector in Nicaragua, similar ts what has already been done for the microenterprise 
sector. Based on this analysis, priority needs can be identified and appropriate 
actions taken. 



V. STUDIES AM) SURVEYS 

A. Introduction 

The PSS project provides financing for studies which will develop the information 
needed to devise appropriate policies, take advantage of emerging opportunities, and design 
future project and non-project assistance to the private sector in Nicaragua. Funds for these 
studies are incorporatecl in the project's individual institutional contracts 

B. Assistance under the PSS Project 

The ori&il design of the PSS project was based on the expectation that information 
needs would become dearer as the project progressed, and that new areas to be investigated 
would be identified. IHowever, an initial scope for studies and surveys which could be 
financed by the PSS project was provided, suggesting the following: 

Assessments of Nicaragua's industrial and trade sectors. 
Compzuisons of Nicaragua's business environment with those of its 
competitors. 
The role of Nicaraguan private sector associations in fostering market-led 
economic growth. 
Case studies OF exporters and investors. 
Market studies of the feasibility of new financial services. 
Actual and potential sources of credit for microenterprises. 

C. Fidings Related to Studies and Surveys 

Sector studies focus on the identification of areas and industritri?s in which Nicaragua 
has comparative advantages, as well as on determination of domestic and foreign market 
conditions and prospects. These studies are of particular importance to investors and 
exporters in light of recent changes in Nicaragua's economic conditions. 

The design and supervision of studies and surveys is currently undertaken by Carana. 
There are several studies either underway or completed which aim to help identify emerging 
opportunities, examine alternatives for future praject activities, and other issues related to 
private sector development. In the area of financial markets, studies have been completed on 
establishing banking norms and reporting systems. Regarding privatization, a study has been 
completed on private sector insurance operations, and Carana has another underway on 
establishing business pension programs. Carana has two studies underway on trabahd 
investment. The first is an industrial survey for the Department of Managua; the other is a 
comparison of Nicaragua with other Central American countries as a site for investment. 



Industrial Sector Study: Carana has contracted a consultant (Roger Lacayo) 
to carry out this study based on a scope of work approved by 
USAIDINicaragua. Based on the terms of reference contained at the end of 
the study, the first phase of the project represents only a small portion of the 
ta4d study. The considerable amount of work that remains to be done would 
require about two months of dedicated time to the project. Yet the consultant 
is involved in a number of other projects, which inhibit progress in the study. 

Incentives Study: This study is being undertaken directly by Ned Kelly, the 
Trade and Investment Counsellor of the Nicaragua PSS project. He is utilizing 
contacts in other 'countries to gather information. Tables for the study have 
been completed, according to Mr. Kelly, but analysis of the data has not been 
initiated. As with the Industrial Sector Study, Carana is behind on this one 
due to efforts in other areas of CEI operations. 

Early in the formulation of the USAID program it was mgnized that there was an 
urgent need for studies and surveys to gather information needed for investment and export 
activities. Consequently, several studies were funded through INCAE in an earlier project. 
Recognizing the urgency of developing information, USAID should make every effort to 
ensure the completion of these and other studies. To this end, a delivery date for the studies 
should be established for Carana. Should that deadline not be met, the funds should be used 
to support studies by others. 

Four other studies and surveys have been proposed. Carana hm presented proposals 
for three studies on meat processing facilities, formulation of a COSEP busine~ plan, and 
development of a trade fair manual. ENABAS has propsed to conduct a privatization pilot 
study. 

As funds have already been earmarked for other activities, there is little, if any, 
flexibility in the existing proposed budget for additional studies. Yet considerably greater 
funding of studies and suxveys in all three areas of the PSS project are needed because of the 
lack of information concerning existing and potential conditions in the Nicaraguan economy. 
In addition to those studies already earmarked for funding, consideration should be given to 
the following: 

Tourism 
o Fisheries, including environmental impact assessments 

An organization plan for a stock and bond trading market 
Exports of agroindustrial tropical foods anG conversion of tropical f d  
products (mangos, guavas) into packaged process goods 
The impact of export initiatives on income distribution. 

There is no clear mechanism to determine which studies are undertaken, the general 
guidelines for determining the scope of such studies, whether a sector approach is preferable 
to industry studies, how they are to be allocated among the'different production and 
marketing stages, and what percentage of them are to have linkages to social, environmental, 



or income distribution issues. Nor is there a clearly defined mechanism for determining 
what individuals or organizations should yndertake studies, how intellectual capacity should 
be exploited in the country, and whether there should be a program to encourage visiting 
scholars to study topics in their areas of expertise. 

Do Conclusions 

Considerable progress has been made in two of the three study areas. For the 
financial markets component, studies have been completed on establishing bar?king norms and 
reporting systems. For privatization, a study is being conducted on private sector insurance 
operations, and the establishment of business pension programs. In the area of trade and 
investment, the two studim are still underway. 

There is little doubt that these and other studies can help to devise policies, analyze 
emerging opportunities, and determine needed private sector support. Once these studies are . 
completed, there must be greater dissemination and promotion of the results through 
published synopses, seminars, and greater distribution of the findings. 

Eo Recommendations 

1. For the trade and investment studies underway, a delivery date should be established. 

2. Additional funding of studies should be permitted in the amended PSS project in order 
to encourage the development of information needed for private sector development. 

3. A formal mechanism should be established to determine the criteiia for selecting, 
formulating, and implementing studies. A formal review process should also be 
established. That mechanism should contain guidelines for the wide dissemination of 
studies and surveys. 

There remains additional scope in the overall PSS project for examining private sector 
support in relation to both macroeconomic and sector policies. Specifically, the ability of the 
project to succeed in its support of private ,=tor development, directly or through the 
establishment of mechanisms to facilitate that development, is closely related to 
macroeconomic conditions affecting domestic production and trade initiatives and the 
competitiveness of the country in foreign markets. 



VI. WOMEN IN THE PWVATE SECTOR 

A. Introduction and Background 

According to unofficial USAID sources, there are no major barriers to women 
entering the private sector in Nicaragua. However, to gain access to professional jobs, they 
must be politically and personally (through family) well-connected. In general, women do 
not work their way up the organizational ladder, but are placed directly in their positions. 
Once they are in place in an organization they appear to perform satisfactorily and are 
accepted by their male counterparts. The fact that the nation's President is a woman does 
not appear to influence the role of women in the private sector. 

Conclusions of INCAE studies and recent IDB reports on the role of women in 
development conflict with the above. These studies say that despite the increased 
participation of women in the workforce, they continue to exhibit higher rates of 
unemployment and lower overall levels of income than men. These trends exacerbate the 
economic situation in Nicaragua, where the poverty level is among the highest in Latin 
America. 

For women to successfully operate in the private &tor, and in the economy in 
general, it will be necessary to guarantee the benefits and policy achievements now only 
available to select groups of women to a broader cross-section of female workers. To this 
end, the female labor force as a whole should have increased real income and employment 
conducive to their professional development. 

USAID should, either directly with the private sector or through the GON, support 
programs that increase the capacity and quality of women in the labor force. At the same 
time, it should promote services for infants and children that could lead to an increase in the 
productivity of family-related work. 

B. Conclusions and Recommendations 

The most urgent need at this time is the development ~f statistical information to 
support identification of opportunities for USAID assistance. IMCAE has advanced its work 
on case studies of women in management, of male and female students with work experience 
in public and private orgqizations, and of women managers in public and private sectors in 
Nicaragua, The recent work of INCAE indiactes that the following area require further 
analysis: 

Mechanisms that can be used to identify and encourage females to seek higher levels 
of education. 
Opportunities to institute flexible work schedules to permit women to attend to family 
obligations. 
The extent to which sexual harassment exists among professional women. 



USAID should consider participating in studies that will improve the information on 
women in the private sector. Household surveys should be undertaken and updated regularly 
to determine ~pecific programs needed to monitor progress. Moreover,. USAID should 
incorporate into private sector development projects specific components aimed at the 
promotion of women in this sector of the economy. Examples of such componerrts include: 

Promotion of non-household work through educational opportunities. 
Training in business start up and operation targeted for women in the private 
sector. 
Design and implementation of on-the-job training programs, coupled with child 
care services. 
Information dissemination, through chambers of commerce and government 
channels, targeted at promoting women's involvement in business. 

Such studies and projects could help to promote structural changes currently underway 
in Nicaragua, while improving the living and working conditions of the female work force. 
While the promotion of women will be the focus of these advances, the entire population will 
experience positive repercussions. 



VII. PROGRAM INTERRELATIONSHIPS 

A. Introduction 

The PSS project has contributed in several important ways to the improvement of the 
environment for investments and exports in Nicaragua, generally supporting sustainable, 
broad-based growth. The privatization component has been unexpectedly successful and the 
financial services component has, for the moot part, been effectively supported. Although 
advances have been made, the trade and investment component continues to have significant 
problems stemming from a lack of focus and direction in implementation measures. The 
difficulties experienced in this project component are also attributable to the mnsidmble 
.work that remains to be done in establishing an appropriate economic environment to attract 
domestic and foreign investors, and making the country competitive in foreign markets. 

PSS project activities to date have concentrated on privatization of state-owned 
enterprises through CORNAP, promotion of trade and investment through CO3EP and 
MEDE, and support to the private banking sector through the Superintendency of Ranks. 
The amended PSS project should coordinate closely with other USAID activities in 
macroeconomic stabilization and exchange rate policies to help stimulate an export-driven 
economic recovery in the country. 

B. Conclusions 

Undoubtedly the revitalization of the Nicaraguan economy will require a concerted 
and multi-pronged effort to generate private investment and exports, and therefore the major 
components of the PSS project move forward together. Initiatives should support re- 
establishment of a viable financial system; divestiture of state-owned enterprises; and 
development of regulations, information, foreign markets, and an export re-orientation of the 
private sector. Establishment of viable financial institutions will provide the much needed 
credit facilities to support investment and exports.The PSS privatization component will not 
only diminish the role of the government and promote private sector initiatives in the 
economy, but will restore and bolster investor confidence and, in many cases, encourage 
expansion of exports. Finally, the promotion of trade and investment will support the 
restoration of economic growth, and afford an opportunity to import capital goods and semi- 
manufactured products to expand the agricultural and industrial bases of the economy. This 
expansion will, in turn, put new pressure on financial services and on further opportunities to 
invest throughout the economy. 

Even with the close interrelationship of its major components, the PSS project and 
other efforts to develop the Nicaraguan private sector depend critically on improvement in 
the overall economic state of Nicaragua. GON measures to stabilize the economy have 
succeeded in ending hyperinflation. But the currency remains overvalued, and despite a 
recent devaluation,'the wage-price spiral has all but eliminated the initial improvement in the 
real exchange rate that followed. As a result, Nicaragua's exports remain non-competitive 



relative to most other foreign suppliers to its major export markets. For this reason private 
sector initiatives from the PSS project and other donor and GON programs aue not supported 
by macroeconomic conditions, ,and cannot be sustained in the long run. It is clear that the 
future success of the PSS project depends not oaly on the joint progress of its component 
programs, but also on bringing the real exchange rate to a level that makes exports 
competitive and investment attractive. 

C. Recommendations 

The recommendations of this assessment distinguish between direct support to 
investment and export activities and institutional development support. Because of the 
urgency of trade and invatment activities in Nicaragua, priority should be given to those 
activities that directly impact upon investment and export promotion. It is nonetheless 
recognized that creation of a healthy trade and investment environment requires institution 
building, which is an important part of private sector development in general and the PSS 
project in particular. 

1. A concerted effort must be made to incorporate linkages between the PSS project 
components and GON macroeconomic policies to ensure that real exchange rate 
policies, as well as monetary and fiscal policies, provide an economic environment 
conducive to a sustainable expansion of trade and investment. 

2. A greater effort should also be made to incorporate actual and expected feedback 
effects from the PSS project and the Private Agriclturid Services project in an effort 
to assess the impact that changes in nontraditional exports and improved services 
would have on export and investment promotion, and the effects that trade and 
investment promotion have on the ability and willingness of the agricultural sector to - 

- develop nontraditional exports. Such an effort could initially occur through the joint 
monitoring of these projects in USAID'S Strategic Objective and Indicators project - 
(PRISM) as well as closer interaction between APENN and CEI through the 
participation of each at the Board of Directors level. - - 

Joint efforts in sector-specific and economy-wide programs will provide for mutual 
reinforcement of individual project initiatives to provide an enabling enhnment for private 
sector development. It will further provide the capacity to measure feedback effects likely to 
arise from individual initiatives, and allow policies and programs to be tailored more closely 
to the overall needs of the private sector. 
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A. overview of the Nicaraguan Economy and Private Sector 
\ 

The Chamorro government took office in April 1990 with the backing of a 
broad-based coalition called the National Opposition Coalition (UNo) in 
opposition to the Sandinista National Liberation Front (FSLN). A ten 
year period of economic mismanagement and the effects of war dnd the U.S.  
economic embargo had left tho Nicaraguan economy in shambles. The 
Nicaraguan GDP declined by 3'7.8% from 1977 to 1989 and the standard of 
living declined by 58.22 for the average Nicaraguan. Monetization of 
central government deficits led to hyper- inflation (peaking at over 
33,000% j.n 1988) which was compounded by efforts to fix exchange rates 
an.3 control interest rates. Exports deteriorated steadily throughout the 
1 .ofs and the.financia1 system was decimated by devaluations, 
~arionalization of banks, control of credit, and preferential loans to 
state-held enterprises devastated the banking sector. State-owned 
enterprises dominated key areas of the economy and were often grossly 
mismanaged. By 1998 external debt levels totaled almost $10 billion; 
arrears alone totalled $3.1 billion for an economy with an estimated GDP 
of: $1.6 billion. High arrears to the IDB aad IBRD had closed those 
sources of development f j.nancing. 

The Chamorro government has genera1l.y supported revitalization of the 
private sector and sees major increases in investment and export as 
prerequisites for economic growth in'Nicaragua. Due to ten years of 
state dominance of the economy, a highly pgliticized business 
environment, and economic policies destructive to private enterprise, the 
Nicaraguan private sector found itself powerless and without resources. 
Nicaragua is at competitive disadvantage vis-a-vis its neighboring 
countries, and has a highly politicized and divided private sector, - \ 

The government has been able to stabilize the economy largely through 
generous amounts of external assistance including large levels of balance 
of payments assistance from the U . S .  The government has also been 
largely able to end much of the fighting in the countryside and put in 
place a series of economic and political reforms. Critical issues such 
as property rights, disposition of confiscated property, and wages are 
still subjects of bitter political dispute that have sometimes erupted 
s to civil disorder. The principal obstacles to private investment 
appear to be the political controversy over. unresolved property claims 
against the Government of Nicaragua, a lack of a fully-developed 
financial infrastruckure, restrictive laws and regulations, shortages of 
needed expertise, and the continuing outside perception of Nicaraguafs 
political instability. I 

 he govarnmentes economic stabilization program has 'been successful in 
reducing monthly inflation to single digit levels. Inflation has 
averaged near zero since mid-1991 as a result of stringent fiscal and 
monetary policy measures. Central government revenues have exceeded 
their target levels,, 
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The government has divested, tiquidated, sold to private owners, or 
placed under private management over 200 state-held enterprises. As part 
of a scheme to compensate former owners in settling property disputes, 
the government has also proposed privatization of the state owned 
entities handling telecommunications (TELCOR) and eleqtricity (INE). 

The government of Nicaragua has begun to liberalize the foreign exchange 
market and the financial system by allowing privately owned exchange - 
houses and banks to operate and by reducing the Central Bank's role in 
cont.rolling imports. The Chamorro Administration passed legislation in - 
June 1991 guaranteeing foreign investors the right to remit 100% of 
current net profits. A Superintendency of Banks has been established, 
seven private banks are operating, and a private bankers association has - 

been established. The weaknesses of the private banks (some less than a 
year old) in providing credit for reproductive purposes include the lack 
of rural branches, limited capital, perceived risks, conservatism and a 

r 

lack of extension work. Conservatism in private bank lending has limited 1 
the availability of medium and long-term credit and the provision of 
private credit to some sectors. The Superintendency is hampered by a 
uxidertrained staff, lack of certain regulatory frameworks for new 
financial markets (such as share and bond trading and social security - 
systems), and a shortage of qualified examiner personnel. 

6. us~ID/Nicaraguan Strategy Support for Privgte Sector Revitalization 

U.S, economic assistance to Nicaragua resumed in 1990 following the 
election of Violeta Chamorro to the presidency and negotiated end to 
civil conflict that had continued for most of the 1980,s. - 

uSAI~/Nicaraguan opened as a "permanentN Mission in July of 1990 to - 
administer a program of assistance that had obligated over $675 million 
as of December 1992. Early U.S. assistance was heavily oriented toward 
balance of payments support associated with economic policy reforms 
designed to help stabilize an economy in shambles after ten years of - 
economic mismanagement and war. Balance of gayments,\support was designed - 
to help the Nicaraguan government confront sustained hyperinflation and - 
create a framework for economic grbwth to help create jobs and raise the - 
standard of living for the average Nicaraguan. In addition, - 

USAID/Nicaragua provided project assistance designed to meet such urgent - 
needs as temporary employment, medicines and medical supplied, school 
textbooks, and treatment of war-related health needs. At the same time, 
USAIDINicaragua began design of a portfolio of projects to address = 
critical long-term development needs in various sectors in line with an 
overall strategy outlined in the Country DBvelopnent Strategy Statement 
(CDSS) approved in July of 1991. The CDSS also proposed the use of - 
continued balance of payments assistance to address key policy areas and 
help maintain economic stability. , - - 

strategic objective outlined in the-CDSS for support of the overall goal 
of broad-based, sustainable economic growth targeted development of a 
vigorous private sector by focusing on 1) increased investment and 2) 
increased competitiveness, diversification, and participation in the - 

economy. The Mission supports these objectives through a combination of 
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4 
balance of payments ausistance associated with economic reforms and 
project assistance to the private sector. Designed to stimulate a 
private sector response to such a changed policy environment, the Private 
Sector Support project is one'of the primary vehicles <or providing such 
assistance to the private sector and those institutions critical to the 
proper functioning sf a market economy. The project also complements 
assistance to the agricultural sector through the Private Agricultural 
Services project which promotes non-traditional exports and improved 
services by member associations of Nicaragua's umbrella association of 
agricultural and livestock producers. 

C ,  The Private Sector Support Project 

The goal of the Private Sector Support Project (PSS) is to increase 
foreign and domestic investment in support of sustainable, broad based 
growth. The project's purpose is to improve the environment for 
investments and exports in Nicaragua. 

The original design of the Private Sector Supp.ort project was difficult 
because of numerous uncertainties involving stabilization of the economy, 
the institutional strengths and weaknesses of potential private sector 
and government counterparts, and the role of other donors. The project 
was seen as an interim response to private sect~r needs with a relatively 
short implementation period in expectation of a'major reassessment of 
project directions and activities once the economic situation was 
somewhat more settled. The project involves three major substantive 
components (plus a studies component). Current activities under the 
project's major components include the following: 

1. Establishment of Viable Financial Institutions - This component of 
PSS was designed with sufficient flexibility to address emerging 
needs in the sector and evolved into activities to support . 
establishment and effective operation of 1) a SupPrintendency of 
Banks, including systems for operations, approval of new private 
financial institutions, and reporting mechanisms and 2) establishment 
of new private financial institutions complemented by a bankers 
training program with the Central American Institute of Business 
Administration ( INCAE).  Technical assistance has been provided to 
the GON Superintendency of Banks to improve its monitoring and 
regulation of the Nicaraguan financial..sector, Studies have been 
done on setting up a privateibanker's association (one has been 
established), on the potential for penston programs, and on 
initiating private insurance companies. Through contractors (Price 
Waterhouse and IMCC) providing a resident advisor and short-term 
technical assistance, AID ha$ helped the Superintendency establish 
bank licensing criteria and a bank financial reporting system. Seven 
private banks have started operations with over $18 million in 
capital. US~IDINicaragua's CDSS also proposed activities to help 
develop a stock exchange and proposed assistance to non- Bank, credit 
organizations as a means of expanding credit opportunities to a 
broader spectrum of the population than that likely to be reached by 
private banks. These activities have not, to-date, been a part of 
the project but are under consideration. 
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2 .  Privatization of 8tate-Held Enterprises - The Privatization component 
was designed to assist tde GON in formalizing and activating the 
divestiture process. Through prior short- term consultancies and a 
project by-in with Price Waterhouse, USAID has worked closely with 
Corporaciones Nacionales del Sector Publico (CORNAP) in tha 
privatization of over 205 state-held enterprises to date. A project- 

- funded contactor, Price Waterhouse (PW) has taken the "leadu in 
preparing prospectuses and handling bidders on privatization for 
hotels and sugar mills. Future efforts include privatization of 
purts and cement plants. Price Waterhouse has helped CORNAP improve 
its analytical capability, record-keeping and ability to handle the 
overall divestiture process and strategy. Although the privatization 
process has been plagued by political problems, privatization 
activities have gone forward; of the 350 firms in the CORNAP 
portfolio, over 57% have been divested. 

In discussions with the World Bank during the past year on the next 
economic recovery credit, the GON agreed to privatize certain 
autonomous entities, among them the state- owned telecommunications 
agency (TELCOR) and the state-held electric power company (INE). In 
other discussions related to a process of resolving property 
disputes,- kt was proposed that shares of these privatized entities 
would contribute to the pool of resources available for a 
compensation fund. Whether on not assets of the privatized entities 
contribute to the pool of compensation resources it still being 
discussed. In any event, related privatization activity would 
require considerable technical assistance. Initial project design 
did not contemplate these pkivatizations though they could be 
incorporated into a project amendmentko complement World Bank 
Activities. 

3. Promotion of Trade and investment - PSS Trade and Investment 
activities are expected to develop the umbrella private sector 
association's capability to promote and facilitape trade.and 
investment, improve the private sector's capability to advocate 
policies with the GON and general public, and establish capacity 
within the Ministry of Economy and Development to reform policies and 
regulations that wou1.d streamline investments and exports. The 
component addresses the need for information and contacts for 
potential exporters and investors and for specialized export and 
investment assistance in selected areas. Under PSS, agreements have 
been signed with the Consejo Superior de la Empresa Privada (COSEP) 
and with the Ministerio de Economia y Desarrollo (MEBB). The private 
consulting firm CARANA was contracted primarily to manage 
USAID/Nicaragua trade and investment activities. The principal 
feature of these agreements has beeh to support the establishment and 
operation 'of the Ce.nter for '~xport and Investment (CEI) . Work was 
initiated in July 1992 and key personnel are now operating out of 
offices rented from COSEP. CEI provides assistance to people clad 
firms who wish to invest in Nicaragua and to people/firms map 
exports from Nicaragua. To do so, CEI required a trained s ,, 
equipment; understanding of trade and investment policies ,ad 
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possibilities, and cooperation from the GON and Nicaraguan business 
community. To support COSEP members (five major bodies including 
chambers and associations), an initiative fund (mini-project) progran 
was designed.. One grant to I1Young Entrepreneurs8I (Junior 
Achievement) for training has been awarded. 

In the first six months of these activities, CEI has begun to provide 
assistance to investment and exporting firms, studies and analyses 
have been undertaken, staff training has started, and necessary - 
equipment and furniture have been procured and installed. However, 
all staff are not yet in place, and operational systems have not been 
formalized. Some efforts have been overshadowed by the murder of one 
of COSEP'S key board members and the bombing of the COSEP (and CEI) 
offices (Nov. 23 and Dec. 2 respectively). Support for exporters and 
investors to date has been fairly general: making contacts, providing 
copies of regulations and assistance with documents, exploring 
potential. In-depth analyses of particular business sectors have not 
yet been undertaken nor has expertise at the individual or firm level 
yet been provided. No specific, targeted .training has yet been - 

developed for the service sector. 

~ecekt decisions by AID/W and the U.S. Congress to limit certain 
trade activities (per Section 599 of the FY93 FAA) have required 
review of planned trade and investment activities. USAIDINicaragua 
is limiting assistance to U.S. investors and will not provide 
assistance to free trade ZGG&S, Major changes in activities in the 
investment area may be required. 

b 

- - 
4 .  Studies and Surveys - As an activity supporting initiatives in the - 

three principal areas (trade and investment, financial markets, and 
privatization), the studies and surveys component was designed to 
help devise policies, take advantdge of emerging qpportunities, and .- 

determine future assistance to the private sectorb It' was envisioned - - 
that up to six studies would be performed in the first eighteen 
months. To date, studies have been done on establishing banking 
norms and reporting systems, private sector insurance operations, - 

establishment of a banker's association and establishment of business 
pension programs. Two studies are now being drafted: an industrial - 
survey for the Department of Managua and a comparison of Nicaragua 
with other Central American countries as a site for investment. 
Other possible studies include various profiles of certa~in business 
sectors, a strategy piece for support to microenteprises, and an 
organization plan for a stock and bond trading market, 

- Further information on these activities 'is available through review of 
grant agreements and cmtracts, through the Project Paper of the Private 

- Sector Support Project (PSS), through quarterly reports, and through the 
Missiono s Semi-Annual Reports (SARs) . 

- PDCS:' Assessment of Private Sector Initiatives in Nicaragua 
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ARTICLE I1 - OBJECTIVE 
The objective of this Deliver$ Order is to assess current activities in 
USAIDjYiczuagua in light of the Mission's overall strategy to determine; - 
1) if current initiatives being undertaken through the Private Sector 
support project appear to be effective means of achieving Mission - 

objectives, 2) what changes to current activities might improve their - 
effectiveness, and 3) what additional areas of involvement or potential - 

activities might further support achievement of the Mission's objectives = 

to increase investment in Nicaragua and competitiveness, diversification, 
and participation in the economy- 

A R T I C L E E K  WOR - 
In conducting the assessment, the Contractor shall use the following - 
guidelines: C 

- 

A. Financial Services 
- - 

HOW can the ongoing assistance provided by USAIDfNicaragua to the 
financial sector be improved to meet project purposes? Are the - L 

contracted services through IMCC meeting the'needs of the Superintendency 
of Banks? Are there changes to the institutional agreements that would 
help improve the effectiveness of this assistance? Are applicable 

- 
- 

inputs, outputs, and indicators in the logical, framework of the Project - 
paper (PP) still relevant? Do other planned activities (such as banker's- 
training) appear to be appropriate means of meeting other needs in the - 
financial sector?: How can USAID assistance help improve the 
effectiveness of the private banks in offering financial services to a 
broad range of clients? . . 
Are there other areas of critical need in the financial sector that 
usAID/Nicaraguan should address to promote its strategic objectives of -~ 

increasing investment and increasing.participation, competitiveness, and 
d iversif icatf on in the economy? For- example, is the' lack of commercial 
( i .  e. nun-subsidized) credit a constraint to investient in Nicaragua? Is . 
there a way (or ways) in which A.I.D. could help mobilize savings and 
sxpand the availability of non-subsidized credit to sectors of the - - - 
economy that lack access to such credit? What would be the advantages + 

and disadvantages of such.an approach? Are there any financial services 
.that USAID could support to promote broader ownership of productive 

b 
assets? If so, what are those services, and how might U S A f D  go about 
supporting them? What would be.the advantages and disadvantages .of such - 
support? , - - 
To answer these questions the assessment team will: 

1. Review the financial sector'study (written by J.L. Daly, Inc., PD&S 
funded), contractual arrangements under the project, the feasibility = 
studies on private insurance and pension plans, and proposed 
assistance to a new stock market; - - 



2 .  

3 .  
I 

B, 

How 
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Interview the ~u~erintendeht of Banks, the IMCC contractor working. 
with the Superintendency, representative private bankers, potential 
business clients (through COSEP), USAID economist and private sector 
stiif f, and other donors (especially the IDB) ; 

?,iialyze the effectiveness, of current activities in the financial 
sector and recommend ways of improving current USAID assistance, as 
well as changes/curtailment of ongoing activities; and 

Privatization 

can the ongoing assistance provided by USAID/Nicaragua to GON 
privatizaticn efforts be improved jto meet project purposes? Is the 
current sup2ort to CORNAP under the Price Watezhouse Buy-In through the 
Privatization and Development Project (PREIEM) meeting the needs of 
CORNAP and contributing to project objectives? Are any changes 
required? Are the indicators of progress in the logframe in need of 
adjustment? What is the range in cost of taking companies through the 
entire privatization process (e.g., diagnostic study, valuation, 
privatization strategy, public tender solicitation, and award and 
transfer)? Is there an economy of scale by handling an entire se'ctor 
(e.g., sugar mill, hotels)? What is the estimated cost and timeline to 
complete to complete the CORNAP portfolio of prjvatization and what donor 
assistance has been lined up to accomplish it? 'Are there ongoing or 
planned activities that should be chmged, limited, or curtailed? 

Are there ways USAIDINicaragua could support additional privatization? 
What type and level of future assistance would be required to support 
potential privatization of GON entities dealing with infrastructure such 
as TELCOR (telecommunications) and INE (electricity)? What are other 
donors planning to provide as support in these areas? Is there a role 
for A.I.D. to play supporting these or.other privatization efforts? 1f 
so, how might such USAID assistance bet structured? 

The assessment team rill: 

Interview key CORNAP personnel, representatives 'of the IDB, World 
Bank, and Price Waterhouse, USAID economists and private sector 
staff, and representatives of the major institutions! being considered 
for future privatization to discuss progress, USAID support, and 
possible future requirements,$ 

* 
Summarize and assess the privatization efforts undertaken by Price 
Waterhouse based on existing reports and interviews with individuals 
mentioned above. Recommend improvement, changes in, or elimination 
of existing privatization ass'istance as appropriate. 

Outline technical assistance needs and other support required by the 
GON to undertake privatization of TELCOR, INE, and other state-owned 
infrastructure entities. Propose areas for potential USAID 
involvement including cost estimates and possible implementation 
arrangement. 
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C. Trade and Investment Support 
4 

HOW can USAID improve its support for investment and exports in a manner 
consistent with recent U.S. legislation? What ongoing ectivities appear 
to have the most potential for facilitating investment and exports? Are 
the indicators, outputs, and inphts shown in the PP logframe still 
reasonable or should they be changed? Given restrictions on USAID 
involvement in some areas, what other activities could AID consider to 
promote increased levels of investment and exports? Have contractors arA 
grantees been able to deliver the services expected of them? Are 
personnel and equipment the most suitable for performance of the required 
tasks? Are the project ~nitiatfve Funds to chambers and associations 
seen as appropriate mechanisms for assistance and are they contributing 
to innovation and development of the private sector? Are the 
institutional and working arrangements satisfactory for carrying out the 
work? If not, then how can rectification be made? 

The assessment team will: 

Interview representatives of ,the Nicaragua private sector including 
the President of COSEB and the Chambers oG Commerce and industry, - - 

representatives from the. Ministry of Economy and Development, CARANA - 
personnel, potential investors who have expressed interest in 
Nicaragua, companies considering exports, and USAID economists and - 

private sector officers; - - 

Review the IWCAE studies as noted in the Appendix; - 
- 

Review mechanisms to provide assistanc9 to improve private sector 
- 

capability to analyze potential investment opportunities and to 
- 
# 

prepare feasibility studies and accompanying funding requests to 
carry out investment projects; 

- 

Analyze ongoing activities and recommend areas for further emphasis 
or expansion and activities that might be phaeedwut to better meet 
project objectives in line with current Agency guidelines; and - 

- 
Propose other areas of USALD involvement to promote investment and - 
exports in line with Agency guidance, including cost estimates and .. 

pdssible implementation arrangements. Propose areas of assistance 
that should be curtailed ar reduced. 

Studies and Surveys 

Are the studies already done and those planned useful and relevant? Are = - therq other ways studies and surveys can enhance project efforts? - 
1 - - 

The assessment team shott!d review studies done, in draft, and plans for = 

additional studies. AID and contract personnel should be interviewed. 
~ecommendations on further studies or surveys to be done should be - 
included. - 
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E. Industrial/Processing Sector 
- 

Are there activities that USAID/Nicaragua could under$ake to support 
increased investment in industry or local processing bf agricultural 
goods? I 

What are the constraints to local manufacture or processing of goods 
currently imported? What are the constraints to increased processing of 
goods for export? In light of legislative restrictions on investment 
promotion activities, could project assistance, be useful in addressing - 

these constraints? 

The Assessment team will: -. 

I. As in, reviewing trade and investment support, interview 
representatives of the private sector including the President of - - 
COSEP and the Chambers of Commerce and Industry, representatives from - 
the Ministry of Economy and Development, CAFSNA personnel, potential - 

- - 
. investors who have expressed interest haNicaragua, companies 

considering exports, and USAID economists and private sector officers; 

2. deviev relevant studies on the potential for industrial development 
and processing of agricultural goods in Nibaragua; and 

3 .  Recommend potential USAID/Nicaragua project activities that could 
address constraints to increased investment in manufacturing, other 
industry, and agricultural processing, 

F. Regulation and Enforcement 

How night USAID/Nicaragua project assistance address constraints to 
investment and export activities posed by the regulatory environment and 
enforcement mechanisms? What regulatory constraints to investment and 
export have been identified and what further analysis is required? What 
project activities could address regulatory issues? 

The assessment team will: 
$ 

1. Interview key business leaders (exporters) from Chambers and the 
business community. Also djscuss problems with other donors working 
in the sector (UNDP, IDB, WB), as we1l.a~ relevant GON officials 
(Customs, Finance, Ministry of Economy, etc.); 

2. Review relevant studies prepared by INCAE, especially those written 
by Bell, De Franco, and Navarro; and . 

3 Suggest possible areas of project absistance to address regulatory 
constraints and enforcement issues. 

G. Women in the Private Sector 

How can U~~ID/Nicaragua project activities' in support of the private 
sector promote the role of women? How are ongoing activities addressing 
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the needs of women in the private sector or promoting their active 
G4articipation? What activitids would promote the emergence of women 
entrepreneurs and increase numbers of active women in private sector 
organizations 

The assessment team will: \ 

1. Interview INCAE WID personnel, the Mission WID Officer and other 
donors on efforts to promote women's participation in private sector 
activities. 

2. Review INCAE studies on women in management, as prepared (in draft) 
under the Technical Assistance and Training Project. 

3 .  ~ecommended project activities that would promote the participation 
of women in the private sector, 

H. Methods and Procedures 

8. ~nterviews and Discussions ' - - 

It is essential that th8 team spend' a significant amount of its time 
meeting with representative and influential people who are important to 
private sector growth. These people should be interviewed and/or - 

The following section briefly states the steps the team will take in 
performing its analyses and recommendations. 'Because of limited time and 
resources, it is not expected that the team will be able to do an 

- 

in-depth study of the Nicaraguan private sector or resource potential. 
Instead, the team will need to rely on a review of available literature, 
interviews and discussions with a selection of!representatives or - 
important individuals, and to use their own judgement and experience in 
presenting a cohesive, logical and practical assessment of the private 
sector and the recommended areas for USAID assistance. 

- 
A. Review of Key Documents, and Studies 

Key documents useful for the assessment are those that descrihe the - 
current private sector in Nicaragua, .that provide some idesa or analyses = 
of areas of opportunity for local economic growth, and that describe what 
has been done to date. t 

These headings would appear to be exhaustive, but are in fact rather 
limited. Appendix B includes a listing of documents identified for the = 

team's use, all of which will be made available when team members have 1 
been identified. 

Some key pieces include the following; USAID/N CDSS, Private Sector - - 
support Project Papers, USAID Semi-Annual Reports, contractor/grant.ee 
quarterly reports, INCAE studies on the private sector, and Price 
Waterhouse studies on pensions, insurance, and the banking association. - 
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d 
discussions held with them on their views of project progress, 
constraints to growth in the privato sector, and potential areas where 
USAID can assist in strengthening and expanding the Nicaraguan economy 
through the private sector. Although it is probable *at this list will 
be expanded considerably, the following individuals have been identified 
as important resources for the team's assessment. From this base, the 
team is encouraged to develop other contacts (especially amongst the 
business community). The following list and the contacts outlined above 
in the Statement of Work should be viewed only as a point of departure 
for developing a broader range of interviews beyond the normal AID circle 
of contacts. As appropriate, USAID staff may accompany team members in 
interviews and discussions. 

Ministry of Economy and Development 
Minister, Pablo Pereira 
Trade and Investment Chief, Amilcar Ibarra 
National Investment Funds, Jorge Montealegre 

Financial Sector 
Superintendency of Banks - ~u~eiintendent, Angel 

Navarro 
Consultant Juan ~lin~enberger 

Consultant Juan Klingenbergar 
Private Bank'Managers: BANPRO - Carlos 

Espinoza, BANCENTRO. 
Bduaro Montealegre 

Business Sector . 
COSEP - President, Ramiro ~urdian 
Chamber of Commerce.Director, Modesto Palacios 
Chamber of Industry - President, Alberto Chamorro 
INDE - President, PedroaGutierrez 
UPANIC - President, Ger'ardo Salinas , \ 
American Chamber of Commerce, Presient, Carlos 

Reynaldo Lacayo 
APENN - President, Samuel Manse11 

Center for Exports and Investments 
Director, Bill Pfaeffle 
Export and Investment officers, Haroldo Lacays, 

Norman Zavala', Joaquin Gonzalez,dManely Argenal, Maria 
Isabel Zuniga 

CARANA Corp. - Chief of Party, Robert Hans and 
Deputy Edward Kelly , 

Privatization. 
t 

CORNAB - President, Dayton Caldera 
Privatization Director, Ivan Saballos 

Price Waterhouse Consultants, Jorge Segura and 
Michael Apel 

Rolando Rivas, TELCOR 
Emilio Rappacioli, INE; 

' Minister hnilio Pereira, MIFIN 
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USAID Staff - Director, Janet C. ~aliantyne 
Deputy Director+ Mark Silverman 
Project Officer, Timm Harris 
Privatiz,.,tion Officer, Sally Everett: 
Project Development, Leon Waskin 
Evaluation Officer, Todd Amani b c 

Mission Economists, Joe Ryan, Gary Linden 

Embassy Staff - Econ Officers - Paul Trivelli and Kris Urs 
Other Donors 

PAPIC Representative - Director, Dieter 
Hagenmiller . 

World Bank Representative - Ulrich Laechler 
UNDP Representative Deputy Director James 

Rawley 
I D B  Representative - Joel Riley 

WID - Leslie Hunter, INCAE, and Lawrence Odle, USAID 
WID Officer 

C. 'submission of Assessment 

BY the end of the first week, an outline of the assessment will be 
provided to appropriate USAID staff. Given the time frame for 
performance of this assessment (24 working days for primary team 
members), the assessment draft must be submitted by the end of the third 
week of the team's TDY. This draft will be reviewed by the Deputy 
Director, Private Sector Officer, Evaluation Officer, Project development 
Office, and the Privatization officer wittiin.two full working days. The 
assessment team will be required to submit a final report prior to their 
departure. Meetings concerning the format, contents and progress will be 
held at the beginning of the assignment and every Friday thereafter until 
the assessment is complete. Any addgtional meetings~discuasions can be 
scheduled as necessary. t 

D. Timing and Logistics 

The assessment team will be provided with all necessary reports at the 
time of arrival in Nicaragua for assignment. .The teamt.s arrival will 
ideally be in the beginning of February with completion of assignment 
within four weeks of starting (beginning of March 1993). The team will 
be responsible for obtaining office space qnd secretarial services as 
necessary, and must provide its own computer equipment, transport, and 
final document preparation and submittal. 

A. Contracting Mechanism 

Through the use of an appropriate evaluation or private sector support 
assessment Indefinite Quantity Contract, an assessment team will be 
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selected. This will allow fop timely execut.ion with a firm which h ~ s  a 
known expertise in performing such work in the Private Sector area. The 
contract will be negotiated and executed in A.I.D./W by MGMT/OP/oS, 

0 .  Qualifications and Prior Experience 

The assessment team will consist of three individuals who have the 
following qualifications: 

- AID Project Design and/or a valuation Experience - Team members should 
have experience in design of private sector activities, preferably in 
Latin ~merica and/or experience in evaluating AID projects, 
especially private sector projects, 

- Experience in providing technical assistance in Latin America in the 
following areas: 

-- Trade and Investment Specialist - Background and experience 
emphasizing investment and export promotion but also 
including skills in business development with small and 
medium-sized enterprises and the industrial processing 
sector. Services required for 24 working days. 

-- Financial Markets specialist - badkground and experience 
emphasizing banking and securities markets but also 
including skills in regulatory framework for new business 
establishment and taxes. Services required for 24 working 
days. . 

-- privatization Specialist - Background and experience 
emphasizing infrastructure privatization, such as 
communications and energy. Services required for 12 
working days. - t 

b - Educational background in business or ~ C O ~ O ~ ~ C S  at the Masters level 
or higher. I 

- Fluency in Spanish - Team members must be fluent in spanish (FSI-313 
minimum) . 
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VII PEPORTING REOUIREMENTS 

A. Report Format 
- 

I. ~onclusions and RecommendatJons 
b - - In general, the major task of the assessment team will be to identify 

- strengths and weaknesses within the Mission's current Private Sector 
support Project. In addition, the team is asked to identify new areas 
where the project could provide effective support. The recommendations 
will consist of specific courses of action the team feels the mission, 
should take in support of the Nicaraguan private sector. 

The team will prepzre an assessment report providing findings, 
conclusions, and recommendations responsive to the questions in the 
Statementof above, based on analysis of information obtained. The 
analysis should be structured so that conclusions follow logically from 
findings and represent the team's interpretation of Pacts gathered during 1 
the evaluation. I 

The assessment report must be submitted in.fina1, prior to the team's 
departure. It will be provided in draft at the end of the third week and 
in final the day before departure. 

The report will provide findings, conclusions, and recommendations 
responsive to the questions in the Statement o f  Work above, based on the 

- 

analysis for information obtained through tasks specified. 

The written report will contain the following sections: 

1. ~xecutive Summary. Approximately threi pages, single spzced. . - \ - 
2.  Statement of Conclusions and ~ecommendatiohs. Conclusions - 

should be short and succinct, with the topic identified by a 
short sub-heading related to the questions posed in the 
Statement of Work. Recommendations should correspond to the - 
conclusions. Whenever possible, the recommendations should 
specify who, or what agency, should take the recommended 
actions. , a 

3 .  Body of the Report. The report is to include a description of 
the country context in which the project was developed and - 

- 
> carried out, and provide the information (evidence and - 

analysis) on which the csnclu~ions and recommendations are - - 
I - based. - * 

The analysis shbuld be structured so that conclusions follow 
logically from findings and represent the team's interpretation 
of facts gathered during the evaluation. Recommendations - 

-. 
should follow from conclusions: Findings -> Conclusions -> - 

~ecommendations. - - 
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The body of the reiort should be no more than 30 pages in 
lengths; additional information details should be included in 
appendices. 

4. Appendices. These are to include at a m  the following: 

The evaluation Scope of Work; 

A description of the methodology used in the evaluation 
(e.g., the research approach or design, the types of 
indicators used to measure changes of the direction/trend 
of impacts, how external factors were treated in the 
analysis) ; 

A bibliography of documents consulted, list of persons 
interviewed, and site visits undertaken during the 
evaluation; and 

Full analysis of any topics wh.ich, due to space 
limitations in the body of the report, should be 
summarized there. 

Other appendices may include more details on sgocial t~pics, and a list 
of agencies consulted. 

B. Report Submission 

AS mentioned earlier, the draft assessment. should be submitted to the 
Deputy Director, Private Sector Officer, Profect,Development Officer, 
Evaluation Officer, and the Privatization Officer the end of the third 
week of the assignment. Within two working days,, comments will be 
provided verbally or in writing on the draft. . * 

\ 

The team will then have three or four working days for przparation for 
the assessment in final. Five copies of the final assessment must be 
submitted prior to departure. Submittal will be in the form of hard 
copies and a computer diskette in Word Perfect 5.1 format (and Lotus 
1-2-3 format for any tables). Assuming that AID/W Contracts can exe,cute 
an IQC during January, 1993 and that team members have h e n  identified 
and agreed upon as part of that process, it is hoped that the team can 
initiate work by early February and complete the assessment by early 
March. 

C. Debriefing I 

~eetings must be held w~ekly, inbluding an initial briefing session early 
February and every Thursd,ay/Friday thereafter, with the Mission liaison 
team. A final debriefing, just prior to departure, should be held for 
the Mission Director and Deputy Director, interested Office Chiefs, and 
the Program, Economics, and Private Sector Office. 





APPENDIX B: DESCRIPTION OF METHODOLOGY 

A. Overview 

The methodology and procedures employed by the team to conduct its analyses and 
recommendations of the PSS Project focused om extensive interviews and the 
comprehensive mview of available literature. Given the limited time and resources, the 
broad experience of individual team members in international development projects was 
drawn upon during all stages of the project to e,qeditc the outlined scope of work. A 
sample of the key documents that the team reviewed relating to the current situation of the 
private sector in Nrc:i?ragua was provided by USAID/Nicaragua and included USAIDN 
CDSS, Private Sectot Support Project Papers, USAID Semi-Annual Reports, contractor 
grantee quarterly reports, INCAE studies on the private sector, and Price Waterhouse 
studies on pensions, insurance, and the banking association. A complete list of documents 
is provided in Appendix C. 

Thc team, accompanied by USAID officials where appropriate, conducted extensive 
interviews with key representatives of the private sector. The team met with high-level 
government officials in MEDE, key players in the financial and business sectors, mangers 
and project officers of CEI, persons crucial to the success of privatization efforts such as 
the president of CORNAP, the Minister of Finance, and USAID contractors and officials, 
representatives of other donors such as the IDB, World Bank, and PAPIC, and women in 
development experts. Appendix D lists the interviews conducted by team members during 
the project. 

B. Financial Services 

As part of the financial services component of the PSS Project, the team undertook 
several tasks to assess important issues raised in the SOW regarding the financial sector of 
Nicaragua. Among other tasks, the team reviewed the financial sector study written by J.E. 
Daly, Inc., the contractual arrangements under the project, the feasibility studies on private 
insurance and pension plans, and the proposed assistance to a new stock market in order ?a 
assess the ongoing assistance provided by USAID/Nicaragua and to make recommendations 
for its improvement. 

The team undertook extensive interviews with the Superintendent of Banks, the IMCC 
contractor working with the Superintendency, representative private bankers, potential 
business clients referred by COSEP, USAID economists, private sector staff, and other 
donors such as the IDB. Information gathered in these interviews allowed the team' to 



assess whether the contracted services through IMCC meet the needs of the 
Superintendency and whether changes an nctded to the institutional arrangements that 
would help improve the effectiveness of IMCC assistance. The interviews also revealed the 
relevancy of the inputs, outputs, and indicators in the logicd framework of the Project 
Paper, and the appropriateness of other planned activities such as bankers' rraining. 
Information gathered by the team also pointed to ways in which USAID can improve the 
effectiveness of the private banks in offering financial services to a broad range of clients. 

In analyzing the current activi~es in the financial sector, the team addressed the 
strategic objectives of USAlD/Nicaragua in promoting inmased investment .and 
participation, competitiveness, and diversification in the economy. The team determined 
whether the lack of commercial credit is a constraint to investment in Nicaragua, and the 
disadvantages and advantages of the ways in which USAID could help mobilize savirp 
and expand the availability of non-subsidized credit to sectors of the economy that lack 
access to such credit. Likewise, the team recommended USAID'S promotion of certain 
financial services that would encourage a broader ownership of productive assets and the 
advantages and disadvantages of strate,gies that USAID could unkrtilke to achieve this 
goal. 

As part of the privatization component of the PSS Project, the team focused its 
analyses on the ongoing md planned future assistance provided by USAID/ Nicaragua, 
Price Waterhouse, and donor agencies in order to determine whether these efforts have met, 
and are planned to meet, project objectives, and to make recommendations for improvement 
in USAID support of this component of the project. 

In order to analyze progress made to date, current USAID support, and possible future 
requirements, thc team conducted extensive interviews with key CORNAP personnel, 
representatives of the IDB, World Bank, Price Waterhouse, USAID economists and private 
sector staff, and representatives of the major institutions being considered for future 
privatization. The tern gave particular attention ta determining whether the current support 
provided to COIWAP under the Price Waterhouse Buy-In through the Privatization an 
Deveiopment Project is addressing the needs of CORNAP, whether adjustments are required 
in the logframe to meet project objectives, to defining a strategy of assistance from various 
donor agencies, and to mapping out a time frame in which to complete the COIPNAP 
portfolio of privatization. Additionally, the team analyzed the range in cost of companies 
undqoing the entire privatization process, and assessed cost implications of privatizing an 
entire sector af the economy. The team supplemented information gathered through these 



interviews by an assessment of existing reports prepared by Price Waterhouse, USAID, and 
other donor agencies. 

The team also assessed the technical assistance needs including cost estimates, a plan 
of implementation, and other support required by the GON in order to undertake 
privatization efforts aimed at state-owned enterprises such as TELECOR and INE. As part 
of this analysis, the team made recomrnenc9ations regarding the potential involvement of 
USAID in these efforts, and how such effortj could complement those undertaken by other 
donor agencies. 

D. Trade and Investment Support 

The aim of the trade and investment support component of the PSS Project is to 
determine ways in which USAID activities can help promote trade and investment in 
Nicaragua in a manner that is consistent with recent US legidation, given restrictions on 
USAID involvement in certain areas of this sector of the economy. As part of this effort, 
the team undertook extensive interviews with representatives of the Nicaragua private sector 
including the President of COSEP and the Chambers of Commerce and Industry, 
representatives Irom MEDE, Carana personnel potential investors, companies considering 
exports, and USAID economists and private sector officers. The team also reviewed 
INCAE studies and analyzed mechanisms to improve the private sector capability to 
identify investment opportunities and to design and implement strategies to undertake 
investment projects. 

The information gathered from the interviews and through the examination of the 
studies allowed the team to determine the continuation, adjustment, or curtailment of certain 
current activities aimed at the expansion of trade and investment, and to reconmend areas 
for further emphasis. As part of this analysis, the team determined whether contractors and 
grantees have been able a deliver the services expected of them, given the ~estrictions on 
USAID involvement, whether the c m n t  mechanisms for assistance available to chambers 
and associations are appropriate, and whether the institutional and working arrangements 
are conducive to meeting project objectives. In making recommendations for further 
USAID participation, the team took into account cost objectives and implementation 
arrangements with regard to USMD guidelines. 

E.' Studies and Surveys 



The team undertook an extenpive, review process of studies and surveys previously , 

prepared that pertain to the PSS Project and those that are planned in the fiiture by first 
gathering studies prep& by USAID, contract personnel, INCAE, and donor agencies. 
Next, the team reviewed the documenis summarized areas that ntcd to be expanded. The 
team then conducted interviews with USAID and contract pcrsonnel to discuss the 
relevancy of the studies and surveys to the PSS Project. 

Through extensive discusions and review of the mlevarrt documents, the team 
recommended further areas of study and methodologies to use in order to enhance project 
efforts. 

As part of the IndustriaVProccssing sector part of the PSS Project, the team reviewed 
relevant studies concerning the potential for industrial development and processing of 
agricultural goods in Nicaragua The team also undertook numerous interviews with 
representatives of the private sector, including' the President of COSEP and the Chambers' 
of Commerce and Industry, representatives from MEDE, Carana personnel, potential 
investors, companies considering exports, and USAID economists and private sector 
officers. 

From the information gathered from discussions and the review of relevant studies, the 
team analyzed the constraints to the local nlanufacture and processing of goods c'mntly 
imported and the constraints to i n m a d  processing of goods for exports. The team 
determined the activities that USAID/Nicaragua could undertake to support increased 
investment in industry or local processing of agricultural goods within US legislative 
guidelines and made recommendations for the stra'yy and implementation of these 
proposed activities. 

G. Reguktion and Enforcement 

The team addressed regulatory constraints and enforcement issues after conducting 
interviews and reviewing studies that pertah to ~regralation and enforcement. Specifically, 
the team met with key business leaders who are active in promoting Nicaraguan exports, 
members of Chambers of Commerce and Industry; and representatives from donor agencies 
such as the UNDP, IDB and World Bank, as well as relevant GON officials in Customs, 
Finance and the Ministry of Economy.. The team reviewed studies prepared by INCAE, 
and focused on work prepnred by Bcllo, De Franco, and Navarro. The team recovended 



areas of further andysis and determined further project activities that could address 
regulatory issues. 

H. Women in Private Sector 

As part of promoting women in development (WID), the team analyzed ongoing 
activities aimed at addressing the needs of women in the private sector and the promotion 
of the participation in this sector of the economy by conducting interviews with INCAE 
WID personnel, the USAID officer in charge cf women's issues, and repres~ntatives of 
other donors, Based on these interviews, ar.d a comprehensive review of DJCAE studies on 
women in management, a5 prepared under the Technical Assistance and Training Project, 
the team recommended USAD projmt activities that would promote the particip~2on of 
women in the private sector with the aim of increasing the number of women entrepreneurs 
and women participants in the private sector. 

' 
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APPENDIX D: INTERVIEWS AND DISCUSSIONS 

1. INTERVIEWS IN FINANCIAL SERVICES COMPONENT 

US AID 

Mark Silverman 
Timrn A. Harris 
Sally Everett 
Leon S. Waskin 
Brian D. Rudert 
Joseph S. Ryan Jr. 
Gary Linden 
Todd Amani 

Superintendency of Banks 

Ange! Navarro Deshon Superintendent 
Juan Klingenberger Senior Advisor to the Superintendency 

Central Bank of Nicaragua 

Mario J. Flores L. 

Deputy Director 
Chief, Rivatc Sector Development 
Private Sector Office 
Project Development M c e r  
Chief, Agricultural and Rural Development 
Economist 
Economist 
Program Officer 

General Manager 

Ministry of Finance 

Marco Antonio Narvaez B. General Treasurer of the Republic 

Advisor to the President 

Julio Cardenas 

BANEXPO 

Silvio Conrad0 
Gilberto Wong 

Advisor to the President 

Executive Director 
Getleral Manager 



Chale Espinosa General Manager 

Gerentc General 

INTERBANK 

Leone1 Argue110 
Jaimc Valdivia 
Odet;= Rubinfeld Argue110 

President 
Genral Manager 
Advisor to the General Manager 

Stock Exchange (Bolsa de Valores) 

Genenl Manger Carolina de Barrios 

Inter-American Development Bank 

'Representative 
Sectorial Specialist 

Joel A. Riley 
Jose V. Chibbm 

World Bank 

Resident Representative 

Carana Corporation 

Robat S. Hans 
Carlos Torres 
Ned Kelly 

Chief of Party (PSS) 
Partner 
Administrator 

II. INTERVIEWS IN PRIVATIZATION COMPONENT 

c o r m  

Ivan Saballos Director General de Privatization 



Eduardo Belli Deputy Director-Presidentc 
Alfredo Rarcenas Sub-Dircctor General 
Ricardo Vega Privatization Manager 
Marvin Escobar Privatization Manager 

Price Watcrhouse 

Charles Waddell Partner 
Jorgc S e w #  Project Manager 
Michael Ape1 Project Assisttat 

INCAE 

John Ickis Dean, Managua Campus 
Antonio Colindras Manager, IADBIINCAE project 

ENABAS 

Alfredo Guman Executive Director 

Ministry of the Presidency 

Ricardo Barrios Director of Privatization 

In. INTERVIEWS IN TRADE AND INVESrnNT, STUDIES AND SURVEYS, 
AND WOMEN IN THE PRIVATE SECTOR COMPONENTS 

Center for Exports and Investments (CEI) 

Bill Pfaeffle Executive Director 

Export and Investment Officers: 

Harold0 Lacayo 
Norman Zavala 
Joaquin Gonzalez 
Maria Isabel Zuniga 

Deputy-Director of Investments 
Trade and ~nvesthent Executive 
Director of Investments 
Director of Capacity, Administration and 
Finance 



Others: 

Ana Cecilia Penalba Administrator 

CARANA: 

Carlos Toms , President 
Robert Hans Director 
Edward (Ned) Kelly Deputy Director 

B. BUSINESS SECTOR 

Consejo Superior de la Emprcsa Privada (CQSEP) 

Ramiro Gurdian President. 

Institute Nicaraguense de Desarrollo (INDIE): 

M r o  Gutierrkz 
Armando Urbha 
Mario Amador 

President 
President of FUNDE 
Executive Director 

Asociacion Nicaraguense de Productores y Exportadores de Productos No Tradicionales 
(APENN) - 

Samuel MaaW President 

Nicaraguan Cnamloc;r of Commerce 

Gilberto S c m o  Gutiemz 
Modesto Palacios Reyes 
Mario Hernandez Rueda 

Co-Direc tor 
Co-Direc tor 
Deputy-Treasurer 

American Chamber of Commerce 

Arturo Cruz 
Flor de Cana 

Mario Jose Jaquin Garcia International Operations D h t o r  



IBW Communications 

Susan Buney-Wyss Prcsiden t 
John Wyss Vice-President 

TANIC (Tabacalera Nicaraguensc, S.A.) 

Hugh Tweed Gencrad Manager 

MINISTRY OF ECONOMY AND DEVELOPMENT 

Pablo Pcreira Minister 

Amilcar Ibarra Trade and Investment Chief 

CENTER FOR INFORMATION ON COhibERCE (CIC) 

Luz Marina Arana Director 
All support personnel 

US AID 

Mark Siverman Deputy Director, 
Timm Harris Project Qffi~er 
Sally Everett Privatization Officer 
Leon Waskin Project Development Officer 
'I'odd h a n i  Evaluation Officer 
Lawre,we Odle WID Officer 
Brian Rudert Agricultural Project Officer 

OTHER DONORS AGENCIES 
s 

IDB 
Joel Riley 
Jose Chibbaro 

Representative 
Sector Specialist 

Representative 



OTHERS 

Juan Klingenberger IMCC consultant 

Julio Cardenas Office of the Presidency, Special Advisor to 
economic affairs. 
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APPENDIX E: CAPITAL MARKETS 

Development of capital markets in developing countries has been a long standing 
USAID objective to facilitate and stimulate economic development, 

Capital markets are usually divided into two categories: 1) money markets 
consisting of cash (fed. funds) and short term instruments for both government and private 
sector for a period of up to 2 years which are liquid and readily negotiable; 2) longer terms 
instruments which are from 5-30 years for use in countries where they are accepted for 
investment. 

In Nicaragua, plans are uarderwa.y to establish a Stock Exchange (Bolsa de Valores), 
private insurance companies and a private pension fund system. These entities are 
considered here in the context of the creation of a capital market. The Central Bank is 
making plans for the establishment of an open market system to control liquidity through 
the purchase or sale of Treasury bids to the banks and other organizations which is where 
the Fed. Funds market is important. 

The interbank funds market (Fed. Funds) usually consists of funds traded which 
represent a bank's excess of the reserves required by law in the Central Bank or a defic.it in 
reserves which requires a bank to purchase funds to maintain its reserve requirement. At 
present, Nicairagua requires that a reserve ccntains 10% of funds in cnnlobas and 25% in 
US dollars, for the total amount which the banks have on deposit. In addition to providing 
liquidity to the banks that need it for reserves and as a means to sell excess reserves, the 
interbank market in the US (known as the Fed. Funds market) serves another important 
function. It enables the Federal Reserve Bank of New York to use the Fed. Funds rates as 
a reference rate for the pricing of its Treasury bill issues for nonnal financing and as a 
bench mark in accepting bids for Treasury issues in its "Open Market operations." 

The Open Market Operations control the amount of liquidity in the fmancial system 
in the United States. It is important in the creation of a real money market in Nicaragua to 
establish a real interbank funds market through the trading of funds b t l y  by banks as 
well as through "Fed Funds" brokers specialized in this operation. This activity should be 
monitored' by the Central Bank by a telesmn in the BCN connected to the banks and the 
brokers which would be watched throughout the day at the BCN. The rates would be 
published daily. The interbank average trading rate can be used by the BCN in pricing 'its 
short term Treasury bills and developing a "yield curve" to encompass longer term issues of 
govenunent debt. 



Treasury bills can be sold to the banks as "primary dealers" and resold on the Bolsa 
de Valores creating a secondary market for liquidity of these issues in Nicaragua. Thess 
bills would k the short term LEMS (Letras de Estabilzaci6n Monetaria) to be issued by the - 
Central Bank later this year in its capacity as an agent of the Treasury. Other issues which 
could be traded on the Exchange are the Bonos Fiscales to be issued by the Treasury 
(Ministry of Finance) with maturities from 3 months to 1 year to finance temporary - 
(monthly or seasonal) deficits in tax collections, for example, and would be similar to US 
Tax Anticipation Certificates issued by the US Treasury. Other instruments to be traded on 

- 

the Bolsa could be the "CBTs" (Certificados de Bonos Tributaries) with 24 month I 

mnturities issued to exporters. None of the above mentioned instruments would appear to 
be ready to be issued until June of this year at the earliest. When there is sufficient 
confidence, longer term Bonos de Pago por Indemnizacion issued to pay for confiscated 
property may be traded. Some $500 million Cordobas of these have been authorized for 
issuance and arc beginning to be awarded. They carry a 20 year term with interest at 3% - 
P/A to be capitalized. - 

.- 

Other instruments tradable on the Exchange are bank C/Ds (when issued), bankers' 
acceptances, and commercial paper of first class firms and banks. Commercial paper has to 
be rated however, as do private sector bond issues and a rating agency would have to be 
established perhaps under the Bolsa's auspices, to act as a Standard and Poors or Moody's 
does in the United States. Insurance companies and pension funds would be the short and 
long term investors in the Exchange's instruments. 

The Central Bank is particularly interested in integrating the financial markets in 
Nicaragua with the rest of Central America and sees the ~tdck Exchange as a link with the = 

. other Exchanges in Central America. - 
The Central Bank and the commercial banks in Nicaragua do not seem to be 

familiar with the operations of money markets in large financial centers, it is recommended 
that USAID arrange a visit by heads of the commercial banks and one or two senior 
managers of the BCN (English speaking) to New York for 3 or 4 days to visit the New 
York Fed money market operations as well as those of some large commercial and 
investment bank trading operations in money market instruments. This would help 
accelerate the formation of a money market system in Nicaragua 
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