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I EXECUTIVE SUMMARY

The development needs of Nicaragua over the penod 1991- 1996 are enormous. Duning the ten
vear period of Sandinista rule prior 10 the elections of 1990, economic mismanagement, war, an
economic embargo, and political polanization seriously eroded the basic institutions,
infrastructure, values, and policy framework necessary for economic and political deveiopment
The new govemment has becn able to make only limited, but important, progress in &dmsmg
the huge economic, political, and social needs facing the nation.

Nicaragua faces unique development problems both because of the degree and scope of
deterioration in all sectors and because it faces the added difficulties of moving from a socialist
to democratic/free market orientation in the aftermath of a civil war which caused broad social
disruption and politicization. For development to occur which will bring improvad economic
and social well-being for Nicaraguan men, women, and children there must be:

Broad-based, sustaimable, economic growth - Nicaraguans must have greater potential for
earning increased income on a sustainable basis and the countrv as a whole must be able w0
" address iis saggering debt and improve its positon in the international market;

A functioning, stable democracy - Nicaraguan citizens must agree on new rules of society
based on democratic values and improve the institutions which can help make democracy
work;

A hennhyandlitentepopuhﬁon-hfmgmnsmushavemmmfmd.
potable water, quality health care, basic education, and an environment conducive to
physical and mental health. '

DEVELOPMENT NEEDS: The above conditions do not exist in Nicaragua for a variety of
reasons. The Mission’s analysis points to a series of economic, political and social needs that
must be addressed for developmen: to occur along these lines in the future.

Ecooomic Needs - The Nicaraguan economy has suffered from rampant hypet-inflation and _
seven years of negative growth have left many in poverty. To restore growth, Nicaragua needs:

Increased Investment - Nicaragua needs a revitalized private secto © promote economic
recovery and growth throogh increased investment. For increased invesunent 10 occur there
will nead 10 be price and exchange rate stabilization, a supportive free-market policy
iramework, resolutioa of property rights disputes, demonsirated government effectiveness in
key zreas, a functioning financial system, and active investment promotion.

productivity have oot kept pace in Nicaragua due t0 heavy state intervention in the economy
andzbusagmstﬂ:emmm Productivity can be spurred through mersased

to technology, production nputs, and credis; and improved basic infrastructure.
Diversification and Export Sales - Sustainable growth will requize revitalization of traditional
agncultural export commaodities and expansion (o new productive oppormnities in both
agriculture and industry which can Jend greater stability to the economy and stimulate growth.
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Expanded Participarion - If economic growth is to address conditions of poverty in
Nicaragua and support the development of democracy. it must encompass greater numbers
of Nicaraguan men and women through creation of jobs, expanded ownership, and improvesd
access to credit, training, and employment opportunities.

Sustainabls Resource Use - The natural resource base has not been managed in a sustainable
fashion due to political turmeil, lack of budgetary resources, and inappropriate . cies,
Deforestation is taking place at exiremely high leveis, water quality suffers from both
agncultural and industrial pollution, and important ecological areas are threatene .

Political Needs - Consolidation of a democratic system of government will accommodate
change through peaceful means, allow citizens to participate in the decisions that affect their
lives, and protect basic rights and freedoms associated with economic progress. Nicaragua lacks
consensus regarding democratic values critical to widespread acceptance of decision-making
processes, representative institutions, access to information, government accountability, and
basic civil and property nights. Such a consensus will be an important foundation for:

Inproved Representotion - Nicaragua must develop and sirengthen the institutions and
processes that translate the will of the people into policies and programs that meei their
needs. These include the electoral process, legislature, interest groups, parties, and press.

Juﬁce-mﬁﬁdnﬁmofﬂnjudidmy.my,poﬁee,mdmmhmqbodiabasm
justice in Nicaragua and led to kuman rights violatioas. These institutions must be de-
pobitcized and re-oriented toward protection cf human rights and just application of the law,

Governmeru: Effectiveness - The Nicaraguan government has limited capability to undertake
even minima! government functions and will need to scale back the scope of government and
decentralize in order to concentrate its expertise and resources. To demonstrate the efficacy
of democratic government it must improve efficiency, institute financial controls and
accounting systetos, 2ixd establish an apolitical civil service with appropriate mcentives.

 Social Needs - qumlmmﬁmﬁyhnbdbmmdemygmkmmo
represent significant direct impact oa economic and social well-being.

Edlmou mmmmamuhwmeﬂm Literacy
rates have fallen off dramatically in recent years and primary school efficiency is very low.
melumzwﬂhmmmﬁywbﬁ:mmmm ’
Mghlvpdmnmdameoﬁaaqmmm

Popudation Groweh - Nicaragua's population growth rate of 3.4% is the highest in the
hemisphere; contraceptive prevalence is far below the Latin American average. Population
growth dilates the impact of economic growth and pots beavy pressure oa natural resources.

Heglth - Diartheal disease and respiraiory illness/pneumonia, the deading canses of death and
iflness, are largely the result of poor water or lack of environmental sanitation. The health
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STRATEGY: The USAID/Nicaragua Strategy to address these needs is eacompassed in a series
of strategic objectives which orient project and program initiatives:

Increased foreign and domestic investment - USAID/Nicaragua will address this
overriding priority through balance of payments assistance with associated conditionality o
support stabilization efforts and provide a policy framework to attract investment. The
Mission will also support financial system reform and establishment of pnivate financial
tnstitutions. Institutions promoting investment and exports and smnng as a policy voice for
the private sector will receive assistance.

Incrmsed competitiveness in the economy - Policy dialogue associated with cash transfers
and food assistance will address elimination of barriers to competition and preferential '
treatment of public sector entties and promote private sector involvement in areas '
previously under monopoly or state control; privatization efforts will be supported. Local
currency generations will be used to provide medium-term credit.  Technology transfer
acuvities will help renew Nicaragua's technological base and will improve compesitiveness
of non-traditional export products.  Assistance in establishing producer/market linkages and
gaining market access will be provided and policy dialogue will address legal constraints to
a broader array of business enterprise.  Later in the CDSS period, USAID may consider
actvities which would facilitate infrastructure. improvements through significant private
sector involvemen:. Participant training focused on the private sector will help improve
management and technical skills in key areas.

[mmedpamupanoninﬁ:eamnomy-sm-!crm employmt generation activities will
continue over the early part of the CDSS period. Policy dialogue and privatization
mmemﬂfomsmdmmnngbarrmmpamapmm and the need for broad
ownership, maximizing employment, and broad access to credit based on performance;
micro-enterprise programs and assistance to credit unions will complement this focus.

Improved productive/extractive practices - To promote sustzinable resource use
USAID/Nicaragua will address critical natiral resource/environmental policy questions
through policy dialogue and will strengthen the capacity of the primary Nicaraguan natural
' resource management/enviroamental protection agency. Activities ¥ address deforestatior,
mmmmwmmmmmumm support for
managemernt of selected protected areas will be provided..

Greater consensas on democratic values - USAID/Nicaragua will support civic education
effort; vndertaken by organizations, interest groups, and schools to promote critical value
orientations supportive of democracy. Activities & improve objectivity and outreach of the
media will be supported as will buman rights organizations and key democratic
organizations. Activities that promote the effectiveness of democratic government wiil
include assistance in reducing the size and scope of government through programs such as
exmployment coaversion, and decentralization of appropeiate functions. Government
mstitutions that carry out important representation, judicial, electoral, and accountability
functions int a democratic society will be supported. The participant training program,
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Improved quality and efTiciency of basic education - Curriculum development, in-service
teacher training, and improvement of administranve efficiency in the Ministry of Education wiil
be financed to address the most serious neegs in primary education.

Irmproved mnaternal and child health - Preventive primary health care intarventions will be
financed in pnority gecgraphic regions including maternal/child health activities at the
regional/municipal level. Health financing reform to improve budpetary allocations 10 preventive
measures may be addressed through non-project assistance which might help create a fund for

- the purchase of medicines and medical supplies. USAID will also nromote increassd
contraceptive prevalence through support for expansion of family planning services provided by
private family planning organizations including the provision of low-cost contraceptives.

These objectives receive special elaboration for the Atlantic Coast region which has beer especially
affected by war and natural disaster and for the needs of ex-Resistance mmbcrscurrcmlvbemgrev
integrated into Nlumgua society. _

A partcipant traimng program targets both the private sector and selected public sector entities in
~ support of all strategic objrctives; a CLASP component helps support democratic initiatives.

Direct financing of major infrastructure and housing construction are clearly outside the strategy as
are support for education beyor 4 the basic level, centralized Ministry of Health programs, and
rehabilition.

RESOURCES: The strategy articulated for Nicaragua over the next five years requires a yeariy
program budget of at least $200 million largely composed of Economic Support Funds (ESF)
supplemented by Development Assistance (DA) and food assistance. Balance of payments support is
expected 10 stay in the range of $125 million annually with overall support for economic objectives
accounting for approximately 75% of the program budget. Democratization and social programs
represent a more or less equai split of remaining resources.  After two years of intensive design
activity the mission expects to concentrate on impiementation at the mid-point of the CDSS peniod.
As the second generation of design gets underway, the mission will be looking increasinglv toward
non-project modes of assistance.

CONCLUSION: Implementation of this strategy, combined with assisrance from other donors
should contribute 10 a major transformation of Nicaraguan society. By 1996, Nicaragua should be
well on the road to economic recovery building on progress in moderating inflation and
rec-tablishing a financial system. The private sector will regain its leadership role, traditonal
expuorts will rebound, non-traditional exports will be established, eaclave manufacturing in a variety
of areas wili be established, and the economy will achicve significant growtn in per capita GDP.
The United States will be Nicaragua's principal trading parter. By the time 2lections are held in
- 1996, the central values of democratic society will have been transmitted throughcut the country
coatributing to accepiance of democratic government and respect for human rights, Finzily,
essential social services will be transformed. The primary education system will be strengthened
and depoliticized and the basic health sy stem will be revitalized and put on 2 more sustainable
footing. Activities undertaken under this strategy lay the foundation for a free, prosperous and
democranic Nicaragua which can realize its full potential over the next decade.

-4 -



USAID/Nicaragua CDSS | | | Anabysis

II. ANALYSIS OF NICARAGUAN DEVELOPMENT NEEDS |

The development needs of Nicaragua over the peniod 1991-1996 are enorrnous. During the 10
vear period of Sandinista rule prior o the elections of 1990, economic mismanagement, war, an
-economic embargo, and political polarization seriously eroded the basic institutions,
infrastructure, values, and policy framework necessary for economic ané political development.
The new government which took power in April 1990 has been able 10 make limited progress in
addressing the huge economic, political, and social needs facing the nation. Its
accomplishments as cf the beginning of thie CDSS period, hewever, especially in terms of
ending the war and demobilizing armed forces on both sides, are important and lay the
groundwork for future progress. But the development needs of Nicaragua are so broad and
deep, and so complex and interconnected, that they will tax the abilities of both government and
donoss to respond.

Because of ihe depths to which Nicaragua has fallen over the period of the 1980's, the
developmeni needs are obvious and everywhere. USAID/Nicaragua has anempted to highlight
. the most cridcal needs and outline what will be necessary to address them. The analysis starts
from the premise that development in Nicaragua essentially means bringing about ismproved
economic and social well-being for Nicaraguan citizens.  If the economic and social well-being
of Nicaraguans is to improve in the current context there must be:

¢  Broad-based, sustainable, economic growth - All Micaraguans, men and women, must
have greater poténtial for earning increased income on a sustainable basis and the
country as 2 whole must be able to address its staggering debt and improve its position -
in the international markes; the economy and society must be "open to talent” from all
levels of society; ' '

¢ Functioning, stable democracy - Nicaraguan citizens must agree on new rules of
. society based on democratic values and imiprove the institutions which can help make
democracy works _

L Ahuhhyandliteatepopuhﬁw~m<nmgmnsmﬁsthavewessmadequood,
rotable water, quality health carz, basic education, and an environment conducive to
physical and mental heaith,

These conditions do not exist in Nicaragua a1 the beginning of the CDSS period; the reasons
they do not exist are many and varied. The following analysis attempts to explain the current
situation in relation to each area, highlight the most important aspects of the past and current
situation that have mitigated against development along these lines and outline what needs to
take place if they are to occur in the future.

USAID/Nicaragua has also identified two areas which, for a variety of rcasons, require specific
attention early in the CDSS period. The Atantic Coast area is an autonomous region in
Nicaragua and because it was particularly affected by the war and natural disaster, its specific
needs must be considered. In addition, resettiement and repatriation of refugees and members
of the ex-resistance have presented special political and economic prodlems.

-5-
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A. ECONOMIC NEEDS: SUS1AINABLE GROWTH AND
EXPANDED PARTICIPATION -

The Chamorre: Administration inherited a Nicaraguan ecor.omy in shambles following ten years
of economic musmanagement and the accumulated effects of war and the U.S. economic
embargo. The Nicaraguar GDP declined by 37.8% from 1977 to 1989 and the st-ndard of
{iving fcr the average Nicaraguan declined by 58.2%. Monetzation of central guvemnment
deficits led to hvper-infiation (reaching a high of 33,000% curing 19883); inflatorary damage
was compounded by efforts to fix exchange raies and controi interest rates.  Exports
deteriorated steadily throughout the 1980's. Nationalization of banks, control of credit,
preference to state-owned enterprise, negative interest rates, and arbitrary government
forgiveness of cutstanding loans devastated commercial banks. State-owned enterprizes came o
dominate key :reas of the economy and were often grossly mismanaged. External debt levels
‘otaled 2Imost $10 billion; arrears alone totaled $3.1 billion for 2n economy with an estimated
GDF cf slightly over $1 billion for 1991. High arrears to the IDB and IBRD had closed those
sources of development financing.

In its first year the new government concentrated on resolving the political divisions confronting
the nation and made little progress in bringing about economic stabilization or growth. The
ideological polarization of the country has been clearly demonstrated in matters of economic
policy and stabilizaticn. The Sandinista opposition has vocifercusly opposed, and occasionally
sabotaged, measures which would negatively affect its ciiief constituents, especially in matters
of employment. The new government was able 1o forge a tentative consensus on some key
aspects of economic reform through a process of dialogue known a2s "concertacién”. While this
creaied space to enact some economic liberalization measures, the overall effect was to delay
the stabilization process. Brought to a recognition that stabilization was essential to halt the
downward slide of economic activity and that further delay would only compound the problem
and reduce the extemnal rescurce availability to support it, the Nicaraguan government
announced a strong stabilizaton plan in March 1991. As of the drafting of the CDSS, this plan

had experienced considerable short-termn success in stabilizing prices but its long-term viability
remains uncertain.
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The short-term need has been sabilization: hyper-inflation persisied for a world-record 36
months in Nicaragua and high levels of inflation continue 0 erode the buying power of citizens
and sap the confidence of investors. Inflation in 1990 was over 12,000% and declined enly
marginally as of the beginning of 1991. While important measures to address inflation and real
exchange rate instability have been taken with early success in bringing inflation down (monthly -
inflation improved to approximately 5% in April 1991 according to unofficial indices), it is
likely that stabilization will remain a coatinuing economic need during the next few years.

The ionger term need is for growth. In 1990, Nicaraguan GDP fell by 5.7% continuing a seven
year negative slide. With estimated per capita income below $300, Nicaragua is now grouped

- with Haiti and Guyana as one of the poorest nations in the hemisphere. Famuly income for the
majonity of Nicaraguans is insufficient to meet family needs for foed, clothing, and shelter.

While rapid economic growth is the most critical need, how that growth occurs is equally
imporiant. To mest the needs of the Nicaraguan majority and support the cevelopment of a
functioning and sable democracy such growth must be broadly based encompassing major gains
in employment and expanded ownership of productive enterprise. It should provide the basis
for all segments of society. including women, marginalized ethnic groups. demobilized military
and resistance fighters, and disabied veterans, to find jobs, start businesses, and improve their
quality of life.

Moreover, such growth must be sustainable. To recover from the economic losses of the past
decade, meet the economic needs of its citizens, and caich up with its neighbors, Nicaragua
must maintain high levels of growth for an extended period. The resource base which must
support such growth has suffered from past mismanagemeat. It cannot be further squandered in
a quest for short-term growth objectives, and must be renewed, where possible, to form the
foundation for future growth.

To achieve broad-based sustainable growth, Nicaraguz must see a revitalized private sector and
improvement i investment, productivity, entrepreneurship, participation, exports
diversification, and resource use. '

1. Investmeru

The most critical requirement for economic growth in Nicaragua is productive foreign and
domestic investment. A re-invigorated private sector is essential to economic improvement in
" Nicaragua; rebuilding the economy will require resources far beyond those that can be provided
through aid chinnels and the flexibility and dynamism of the private sector will be important to
achieve rapid growth. The private sector, however, detsriorated markedly over e period of
the 1980's due to a clear government bias toward the public sector, confiscation of property,
and an unfavorable policy envircament. Private investment declined dramaticaliy over the
course of the last ten years. Ifmvmmtomcmsetolcvdsmfﬁcmmproduccmpadmd

sustained economic growth, the investment climate must improve drematicaily through
improvements in the following areas:
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Eccenomic Stabilization - The first and most important step in creating conditions for increased
foreign and domestic investment is to stabilize prices and the real exchange rate in the shor -
term. This will largely require fiscal and monetary control and improved exchange rate policy.
The govemment has taken difficult and painful measures to stabilize the economy in early 1991
but substantial balance of payments assistance from international donors over the next few years
will be necessary to cons siidate stabilization efforts. The primary macro-economic measures
which need to be taken over the CDSS period to bning price stabilization include:

Reductrion of the Budget Deficir - Budget reduction will require reducing the size of the
public sector payroll which the govermment has begun to address through its employment
conversion program and privatization. Revenues will need to increase in order to prevent
‘further cuts in important government activities. .

Monetary Targets - Elimination of domestic monetary emissions and levels of monetary
expansion congruent with external financing.

Exchange Rate Policy and Exchange Mamgmm Exchange rate policy whxch will keen
exchange rates competitive and in line with market forces.

" Resolution of Property Rights Disputes - Issues related to the return of properties confiscated

by the Sandinistas and ensuring security of tenure, particularly in rural areas, have been
extremely contentious in Nicaragua and the perceived insecurity of property rights continues to
be a major obstacle 10 new investment. The Nicaraguan govemment is moving forward to
return many business properties, although securing possession against the opposition of
Sandinista unions remains a problem. The return of houses confiscated and "sold™ by the lame
duck Sandinista government in its last days and legalized bydecreercmamsahxghly contentious
issue. Finally, thcproblan of securing rural properties from invasions by unions, ex-military,
and ex-Resistance, remains unresolved. Though a National Review Commission on
Confiscations to review claims for confiscated property has been created, the retumn of business
properties has been proceeding siowly. Lack of a government action regarding return of
confiscated homes or in countering continuing land invasions is also seen by many as evidence
that the Government cannot, or will not, assure security of property in Nicaragua. The
property rights situation is among the most frequently cited reasons for the lack of additional
tnvestment from Nicaraguans living outside the country. Resolution of property rights issues
will be an important indicator of both government commitment to creating a favorable
investment climate and its ability to implement policy in the face of political opposition.

Political Stabilizatios and Government Effectiveness - Stabilization efforts and economic
measures to improve the investment clirmate are politically divisive in Nicaragua. Investors will
be looking for clear indications that political turmoil will be contained and for evidence of
progress toward the establishment of a free-market economy. Though the property right- issue
iz currenty the most critical 10 address, the government will need to demoastrate that it has
developed 2 working legal and regulatory structure such that it can guarantee contracts, establish
property rights, resofve disputes, and enforce laws which govern business and investment. It
must also be able to demonstrate that law enforcement entities have the capability to maintain
order in accordance with government directives and policy. -

-8.
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Functioning Financial System - To provide necessary services for potential investors and
mobilize domestic savings, Nicaragua must esmblish a functioning financial system. Currently
the financial system consists of the Central Bank and two state banks. The state banks have, in
the past, largely supplied credit based on political criteria and offer only limited other financial |
services. Services such as currency exchange and letters of credit are currently only available
through the Central Bank. Because of inflation, exchange rate instability, and lack of real
posigve interest rates, the total deposit base as of late 1990 had been reduced to only $46
million. Creaiion of a Superintendeny of Banks to regulate financial institutions and
establishment of private profit-seeking financial institutions will be important 10 the provision of
improved financial services and mobil. zaton of savings.

Poiicy Framework for Investment - iley policy measures have been enacted which have
eliminated state trading monopolies, established a framework for privatization of public sector
entities, and legalized private financial institutions but there is much more that must be done 10
create a favorabie investment framework. The Investment Law will be an important element in
establishing regulatons and processes related to investment, especially rules related to
repatriation of capital and income, dispute resolution, etc. Other policy measures can address
areas which have a more indirect impact on investiment decisions but are an important part of an
overali investment climate attractive to potential investors. In working to establish and maintain
a favorable policy environment the ability of the private sector to organize itself; propose,
analyze, and advocate policies supportive of investment; and effectively represent the broad
range of private sector entities will be an important factor.

Investment Promotion and Support - Potential investors need information and contacts to
deveiop ideas and establish the linkages necessary to create business opportunities. Nicaragua
currently lacks instititions or organizations that can provide information and services to
potential investors. In addition, support services such as investment risk insurance are largely
unavailable in Nicaragua.

2. Productivity

The drop in investment has had adverse implications for productivity in nearly every sector
given that investment is largely the means of embodying improved technologies. In addition,
inapprepriate policies and institutional deterioration have reduced the output of the economy
below its potential. Important sectors were essentiafly de-capitalized and new technologicai
unprovements were deferred during the last ten years. In the agriculture sector, for example,
productivity has dropped to approximately haif its level of 1979, Market mechanisms which
foster economic efficiency and encourage maximum productivity have been impeded by Leavy
state intervention and a bias against the private sector as well as distorted prices. Besides

t

increasex investment, the critical needs for improved productivity are:

Increased economic comspetition - Monopoly producion and marketing arrangements in major
prices and removed 2 magjor stimulus for improved productivity. Liberalized markets for
coffee, rice, and cotton are particularly important to improve Nicaragua's international
competitiveness and spark greater overall productivity in the ecocomy. Policy measures to

-9.
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eliminate a bias toward public sector enterprise and force them to operate in a frec market
without subsidies are among the most critical steps in improving competition, along with
reduction in ievels of trade protecton. Currently, estimates of public sector participation in the
economy range from 40% to 55%; privatizatnon of public sector firms will assure increased

-competition and send an important signa! concesming the govcmmmt $ commitment 1o a free

market economy.

Technology Transfer - In many secters Nicaragua has had no technological improvement over
the last ten years and is operating with a technology base of the late 1970's. In some cases
inapprepriate Eastern Bloc technology has been incorporated, leaving Nicaragua behind its
neighbors and out of step with current needs and tastes. Government supported research and
extension services have lagged; Nicaragua’s technologicai level in most areas is far behind
neighboring countries which trade in many of the same comnodities. Business leaders and
entreprencurs nced expusure and access to the latest in technology in all fields in order to

" improve productivity and increase their overall competitiveness in the worid market.

Credit - If Nicaraguan entrepreneurs and business enterprises are o resiore and improve their
productive capacity they must have the means to obtain new techinolog, and incorporate new
inputs and techniques. Improved access to credit, irrespective of sex, class, or politicat
affilianon, is critcal to the process of technological renewal and capialization/recapitalization of
agriculture and industry. Lack of credit has been identified as a crucial constraint by producers
in various sectors and must be remedied to improve productivity. Perhaps more critical is to
restore the }ink between credit and productive investment in capital improvement. Credit
policies under the previous government, which allocated credit on a political basis and often
forgave massive amounts of accumulated debt, undermined the potential of credit to stimulate
productivity and bankrupted the financial system. The provision of credit based on merit and
the principle of repayment based on increased production engendered by investment of credit
resources must be instilled among borrowers.

While the opening of private financial institutions will be an important step in improving the
credit situation in Nicaragua, new banks are likely to be conservative lenders imtially and focus
on short-term credit for known clicats. There will be a continuing need for credit access by
those with sorne degree of credit risk, especially in the agniculture sector. The challenge will
be 1o find 2 way to provide cedit 10 small clients through altematives to the state banks.

Access to Production Inputs - Availability of agricuitural and industrial inpats is limited and
costs are much higher than i other Ceatral American countries. This has been due, in part, to

_importer/ wholesaler/retailer hedging due to the risks of infiation; higher financial transaction

costs for imports because of the lack of commercial credit and private banks; and heavy,
inefficient government intervention or monopolies in input importation. It is also due to the
inability of the country to earn fficient foreign exchange to purchase production inputs, most
of which must be imported. '

Infrastructwre - Productivity also depends on the level and condition of basic nfrastructure in
the country: accessibility and dependability of electricity, transport, water and sanitation
faciliges, tclecommunications, etc., that support productive enterprise and lay the foundation for
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economic mprovement. Nicaraguan infrastructure improvement has not kept pace with iis
neighbors and in some arcas has deteriorated markedly. While primary roads were well-built’
originaily and have stood up well to years of minimal maintenance, there is a need for
improvement in secondary roads and transport to large areas of the country. and for greater and
more efficient production and use of electriccl power, better quality telecommunications which
incorporate new computer techrologies and communication advances, and improved means of
hancling the commeodities involved in international trade. Infrastructure improvement in these
areas will form ar. important basis for increased productivity.

Human Capital - Nicaragua lost large numbers of its best trained and most entrepreneurial
ciazens during the tenure of the previous government due to a policy environment unfavorable
10 private enterprise, repression, war, and economic deterioration. As a resuit, entrepreneurial,
technical, and management skill is largely lacking in society - though iz may be accessible
through ties 1o the Nicaraguan communty in Miami and other U.S. cities. Of equal concem is
the general level of education for the bulk of the workforce. As outlined below [see Section
I1.C.1] , levels of educantion are extremely low in Nicaragua and the educational system must be
vastly improved to affect the level of human capital such that it can form the basis for improved
productivity. '

T : greatest potential for productivity increases during the first portion of the CDSS penod is in
the agricultural and agribusiness sector. Agriculture still serves as the foundation of the
Nicaraguan economy and is the primary source of exports to meet foreign exchange needs.
While agriculture has been heavily de-capitalized, new capacity can be put in place relatively
quickly for many commodities given access to critical inputs, a favorable policy framework, and
renewed access 0 markets in the U.S. The agnculture sector also may be able to respend '
quickly to markets for noa-traditional exports. '

3. Diversification and Export Sales

Sustainable economic growth will not depend only on revitalizatioo of the traditional bases of
the Nicaraguan economy - agriculiural export commodities such as coffee, cotton, bananas,
sugar, and beef. While these will reman important foundation: of the Nicaraguan economy and
will be critical to growth, they are also vulnerable to changes in world prices and cycles of
boom and bust. To the extent that Nicaragua is able w0 diversify its structure of production, it
can stabilize its economy axt kxy a stronger basis for sustainable growth over the long term.

Nicaragua must improve its export performance to eara the foreign exchange necessary o meet
import needs. Improved performance in traditional export crops will undoubtedly play the key
role in increasing export earmings but non-traditional agricultural exports and increased levels of
manufactured goods can provide an important complement 10 expand markets and sales.

The k=y eiement in promoting diversification will be to improve producer-market linkages. The
events of the last decade have distupted producers’ access w0 their raditional orrkets. The
U.S. market was closed 0 Nicaraguan exports during a period m which neighbering countries
were sbie to develop significant levels of non-traditional exports through producer-market
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linkages encouraged under the Canbb=ar Basin Inidadve. All Nicaraguan exports passed
through Sandinista-controlled trade monopolies at artificial prices and Sandinista policies

distoried the prices and trade patemns of domestically-consumed commodities as well. As part

of its efforts to permit the market determination of prices and free trade, the new government

has licensed private operators in forsign trade activities. However, inadequate producer- marku
linkages continue o constrain economic growth and limit diversification.

Diversification also offers expanded oppornuﬁu!s for new entrepreneurs and, in many cases, for
small producers and businesses. Currently, the best opportunities for non-traditioral exports
and domestic market potental include fruits and vegetzbles for winter UJ.S. markats (meions,
limes, mangos, etc.) and maquiladoras producing a variety of products associated with light
industry. Textile production may have some attraction for investors due to the absence of

<o~ .8 for the U.S. market. menmofﬁumdemwﬂlhdpsumuhmhghtmdmy
an. manufwmng

4. Participation

Increased participation in the economy is critical if growth is to serve as the means for
alleviating poverty in Nicaragua. The critical need is for jobs which will allow the poor

majority in Nicaragua to carn sufficient income to mest the n2eds of their families and improve

their standard of Lving.

Morzover, the degree of participation in economic growth has important poiitical implications
for Nicaragua. Broad-based growth improves the conditions for democracy and belps create

- greater support for free market economic policies. To the extent that growth is restricted 1 2

few, whether a particular social class, sex, or politcal party, opposition to private sector
development and free market enterprise is strengthened.

For most of M ‘ragua’s past, meaningful participation in the economy has tended to be
restricted. Dunng most of this century, the economy functhioned to provide vast wealth to 2 few
families while leaving the majority in relative poverty - conditions which fueled the revolution
of 1979. Under the Sandinistas, economic opportunities for advancement were generally tmder
the coatrol of the state with special access on the basis of political affiiation. If economic
growth is 0 have an impact i reducing poverty in Nicaragua and serve to support 2 democratic
system of government it must create greatly expanded opportumities for men and women to
participate m the economy on the basis of merit - skills, experience, determination, training,

well-researched proposals, eic. The primary means of expanding participation in the economy
will be:

Incressed Employment Cpportuzities - The overwhelming need in Nicaragua is for productive
jobs for both men and women; the manner in which the vast majority of Nicaraguans will
participate in the economy and experience the results of economic growth will be through wage
labor employment. Current estimates of unemployment/underemployment rang= from 25% to
50%; thedral}axgentomgmmhmmempioymnm
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Broader Ownership of Productive Enlerprise - One of the opportunities pressnted by the
Sandinista revolution is the break-up of oligarchical controi of the economy. To the extent
govermnment policies and actions can eliminate the present concenwation of production in state
enterprise, prevent concentration of private sector ownership, and promote hroad-based
ownership of productive enterprise, both economic and political goals are served.  Ultimately,
Nicaragua’s political stability and progress in democratization will rest on the derelopment of 2
middle class and will be largety determined by the structure of ownership edablished during the
CDSS period. Competitiveness in the economy is also enhanced by broad ownership; early
indications of the pattern of new investinent in Nicaragua raise concerns about the concentration
of economic power. The manner in which privatization of public sector entitics is undertaken
and the degree of support and encouragement for new investors in the Nicaraguan economy and
for small and micro entrepreneurs, wiil be important to achievernent of broader ownership.

Improved Access to Credit, Employment, Training Opportunities - Expanded participation
will require that. those with determination and ablity have opportunities o contribute their
talents i productive ways. New and broader opporttunities must be created and access to them
must be established on the basis of merit with specizl efforts to include disadvantaged groups,
wormnen, and disabled persons. While existing programs must, in many cases, be re-orientad to
improve access, support for institutions with a genevally participatory orientation can coatribute
to impreed opportunities for cradit, training, etc. Credit unions, for example, offer an
alternative to both private and siate banks in supplying credit that is more likely to address the
needs of small producers and entrepreneurs.  Above all, social and economic activity at all
levels must be "open to tal=nt® if the country is to achieve its full poteatial.

Broader Participation in Economic Policy Formulation and Decision-Miking - An important
element of increasing participation in the economy will be broad reprecentaiion of private sector
econoinic interests in policy discussions. Improved representative functions through the political
system will be imponant (see Section II.B.1) and will be complemented by improved outreach
and representation of the broad range of private sector interests through private sector
associations. : _

5. Resource Use and Enviroroment

The natural resource base which serves as the basis for the Nicaraguan economy has suffered
from years of political upheaval and economic deterioration in Nicaragua. The previcus regime
mumowdmnmgofsmlmﬁwwmandﬁgmﬁmﬂydepmdmehumandmmcd
capacity required for proper natural resource stewardship. Relocation programs, nationalization
offormuﬂﬁdmmdhrﬁredisribmmﬁn&aaodedmmwﬁmmﬂng :
- sustainable land-use practices. Highlcvdscfpopuhmugwwthwﬂlewnﬂmmpmh&vy
pmmmngmnmmalnmmymmpmbhmm

Deforestation - The vast majority of homes even in urban areas sl use firewood for cooking
which contribates to deforestation already taking place at high rates due to lumber operations.
Between 1960 and 1980 Nicaragua experienced the highest rate of deforestation in Central

America: forest cover was reduced by nearly two million hectares (one third of the total forest
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© area) to either marginally productive pasture or wasteland. Trend analysis indicates that at

present deforesiation rates Nicaragua will be completely denuded before 2020, Current forest
management efforts are limited and lack resources.

Agricufture-Reiated Resource Loss - Current farming practices, hillside agriculture, and
agriculture expansion o marginai areas have contributed o high rates of soil erosion. Chemical

and ferulizer run-off, zggravated by heavy subsidies oa agricultural chemicals which have -

encouraged their use, has had a serious negative impact on water quality. Encroachment on
forest lands with marginal agriculture potential has contributed to deforestation..

Water Quality - Among the more significant eavironmentai problems in Nicaragua is the v
worsening coadition of razjor watersheds surrounding Lakes Managua and Nicaragua and others
and introduction of agrochemicals and industrial contaminants, has Jed to the biological death of
Lake Managua. Similar trends are underway in the much larger Lake Nicaragua. Siltation is
increasing:y identfied as the most significant threat to Nicaragua’s hydroelectric infrastructuse,
which accounts for an estimated 50 percert of generating capacit, .

Protection of Bio-diversity and Ecologically Fragile Areas - The Sandinista government
promoted some activities that incidentally spared wildlife populations (restrictions on arms use)
and reduced pressure on some protectad areas and forests (resettlement schemes). In addition,
net migration due to the politcal urmoil of the Iate 1970°s and 1980°s reheved much of the
pressure on the environment and actuzily reversed the habitation patterns of the Adantic region
that had predominaied since the 1950°s. However, the quarter million refugees who migrated to
Costa Rica and Honduras are aow returning and resettiement programs are stretched beyoad
capacity. Existing programs are under great pressure to stabilize these populations and are
increasingly turning to forested areas, incapabie of supporting traditional agricubture for more
than a few years, for repatriation purposes. Although the forest lands of the Atantic Coast
region remain somewhat intact (due to the social and economic turmoil of the 1980°s),
increasing pressure and disintegrated regulatory capacity pose immediate threats to forests and
attendant biological diversity. The lack of a policy framework or an operational institution to
assist in rational land-use all. .ﬁiouisapamnouupmb]anwhichmdsmamm

Past neglect of the enviroament has also led to the loss of personnel and capacity to monitor the
enviroument’s deteriorating health.  The Nicaraguan Institute for Natural Resources and
Envirooment (IRENA), the primary agency for scientific investigation, policy formutation and
regulatory oversight, was esseatially dismantied. The flow of accurate information on watez,
soils, forest, wildlife, and parks ceased in earty 1982. Present estimates of the savironmeat’s
"pulse” are subjective and understate the magnitude of the problems faced. Likewise,
management of the pobicy, legal, and regulatory framework critical for successful natural
1esource management was never undertaken which resulted in economic policies, economic
incentives, environmental protection measures, regulation, enforcement, and land use going at
cross purposes.  The new government, however, has expressed a commitment to improved
mznagement of natural resources and has begun to build the institutional basis necessary to do
s0. _
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B. POLITICAL NEEDS: TRANSITION TO DEMOCRACY

Democracy, as a system of govemnment in which ultimate pcwer resides in the people, provides
mechanisms and processes for individuals to participate in the economic and political decisions
which affect their lives. The ability of incividuals to participate in decision-making and the
freedoms inherent in a democrafic system are significant elements of economic and social well-
being. For these reasons, movement toward democracy is an integral part of the process of
overall development in Nicaragua.

A number of scholars have also asserted a relationship between economic development and
danocacyandmggestﬂntpobmai&mnmanlmpmmummplemwtmdwmmofa
free market economy. In the Nicaraguan context, democratic transinon and improved
functioning of key institutions will clearly play a role m improving investor confidence and
providing the foundation for economic stabilization and growth. At the same time, broad-based
growmwlamdmmﬁnmofdxscmtmtwhmhmdmmﬁemumdemmnc
institutions.

1. Representation

The comerstone of democracy is the principle that ultimate political power resides in the

people. [tumeabmtyofaummphyamlemdeummkmgdmmwmmcy
desirable, and, despite its inefficiencies, the most sustainable and effective system of

government. If democratic systems are 10 work, the will of the people minst be conveyed
accurately by their representatives and reflected in decision making. Democratic systems

" incorporate various processes, mechanisms, and institutions to assure proper representation. In
Nicaragua, these processes, mechanisms, and institutions are weak and extremely fragile. The

elections of 1990, in serving as a process to determine f2irly and accurately, the will of the

v Nmmmmammmmﬁmham“mdpmmuMMt

starting point for the consolidation of democratic forms of decision making.

Cmﬂkhﬁmdmmhﬂmmmwmmmem&mmmoﬁ

Counsensas on Democratic Valwes - Though democratic rhetoric has been used 0 juestify recent
forms of awthoritarian rule and democratic forms and sractures such as the legislature, cowrts,
political parties, etc. have been established, Nicaragua's cultural legacy is primarily -
authoritarian and cemtralist - dating from the dzys of Spanish cofonialisza and oligarchic rule.
Nicaragua's past, including the recent periods of Somoz» and Sandinista rule, has not served to
deveivp the values and attitudes which aurtare and support demnocratic systems of government.
Mor=gver, the previcus Saadinista governmeat seed sophisticased methods of indoctrination and
. propaganda to inculcate its Marxist orientation throughout socasiy. Though the election in
Febroary, 1990 clearty demonsirated a desive for change in the direction of democratc rule,
personal freedom, and economic liberalization, the potitical disruption of strikes and street
demonstrations, splits in the UNO coalition, and ideological polarization of political and
economic discourse are indications of 2 lack of consensus related to democratic values and
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support in society depend almost entirely upon the degree to which they conform with popularty
held values, attitudes, and expectations - the political culture of the nation. Given the current
disarray and pclarization of contemnporary Nicaraguan political culture, there is a profound nesd
. 10 articu'ate and protnote democratic values and reach a consensus on the rules that govern
potitical and economic life m Nicaragua. A shared consensus on democratic valves is also
important 10 assure proper conduct by elected representatives, leaders, and government ofﬁcxais
and effective operation of democratic institutions and processes.

mfmwumwyaﬁwmmmmnﬁmuimmwm
democratic transition and need to become more firmly rooted in Nicaraguan society:

Majority Rule and Institutional Means of Resolving Conflict - Resolution of differences
regarding government policy should take place through the legislative and electoral system.
Groups desinng change should work w persuade a majority and operate within the
democratic system rather than create civil disturbance or sabotage measures taken by those
with majority support.

Accouruability and Checks on Power - Concentraton of power should be avoided through a
system of checks and balances to assure fairmess and effective representation. Public
'ofﬁmlsshmMaampmmouthepdahcwdfamam&ouldbemmowdmdlmpmmwdd
mcyactfurpersonalgmn

Access to Information - Ihemduﬁbe&u&mmmmndmdshoﬁldmpon
the facts objectively, fairly, and completely. Activities of elected representatives and elected
officiais should be open $0 the public and press.

Electoral Processes - As the operational expression of majority rule, elections are the primary
means by which the people express their will and act 0 remove reoresentatives who are not
faithfully representing their views. The elections of 1990 represent an aberration in
Nicaraguan potitical life - past elections have been sporadic and generally non-competitive
and/or rigged. Nicaragm must build on the 1990 experience to establish a tradition of

itive elections 2nd Strenethen the organizations whick ttoc, and impk |

elections to assure their accuracy and famess. The next major election is scheduled for the
1996, the end of the CDSS period. Nicaragua must begin to Iay the groundwork for these
elections which will be an znportant malestone i the coasolidation of democracy.

}‘mmlkmmlm In democratic systems of government, elections
determine who will fill important decision-making positions i the government. These officials

then have the responsibility o act in the interest of their constituents, according to the law, and -

in an ethical manner. To the extent that the Nicaraguas government institutions can
confidesce in the representative functions of democracy.

National Assemdly - The legisl - are is the primary representative body of the Nicaraguan
people and mwst play an important role in checking the substantial power granted the
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President in the Nicaraguan constitution - it will also play a central role in any constitutonal
-reform efforts. However, Nicaragua is bereft of legislative experience; though legislatures
" have been formed under the numerous constitutions since independence in 1821, aii of them,
including the one created by the Sandinistas, have been rubber stamps. Though the 1987
coastitution gives inordinate power to the executive branch, the legisiature has 2 very low
veto override threshold and the constitutional authority w interpret the constitution which
could be used to increase its institutional power. The 1990 election has produced a group of
legislators who substantially reflect popular opinion, but there is little understanding of the

rote of legislanires within the populace, no real prior experience amoang the legislators
themselves, no established procedures, and no experienced staff. In sum, the legislature can
be coasidered an institution in formation, It also suffers from an acute shortage of
budgetary resources which constrains its ability i acquire necessary equipment ar! attract

Presidency and Executive Branch - Because of the Latin American tradition of strong
presidential power and the level of coastitutional power granted the Nicaraguan president,
the actions of the Executive Branch will play a large role in shaping the course of
democratic transition. Presidental leadership can shape public opinion and choices
regarding policy direction, and tactics and strategy for resolving major domestic and foreign
policy issues and impilementation of policy wiil establish the context for movement toward
democradzation. Because it is the first democratically elected government in Nicaragua in
this century, the Chamorro Administration will esiablish standards by which cher
administrations will be measured - a unique opportunity and a heavy responsivility. The
' Administration suffers, however, from a lack of well-trained advisors and managers at all
levels, inadequate budgetary resources, 2 civil service that largely reflects Sandinista
patrocage. and Sandinista control of military and pohice. [See Section II.B.3 - Government
Effectiveness).

Municipal Level Government Insitudions - Local government has traditionally beea neglected
in Nicaragua, as in most Latin American courtries. The municipalities are woefully under
funded, the chronic meagesness of their revenue base aggravated by the depression -
Nicaragua has experienced ir the last decade. The existing municipal law is a further
obstacle o the loosening of the mmmicipalities’ fiscal bind: the central government must
appRove any new taxes or increased rates.  With the ceatral government itseif facing a
continuous fscal crists, the mumicipalities are at a clear disadvantage in the competition for
scarce resources. Finally, 2 number of mayors have disagreed publicly with the central
government’s policy of accommodation with the FSLN, further prejudicing their ability to
of the muaicipalities will be financial and technical obstacles to the efficient provision of -
. normal services, incloding trash collection, operation of city water and sewage systems,
m“mdmmaﬂmm ‘All the municipalities
aremkmmyphtmmg incloding zoning.

Checks and Balances - The political tradition in Nicaragua is 0 rule autocratically once
gaining power. A principal mechanism used to prevent abuse o1 power in dermocTatic societies
mdmmmmmmmmisasymofmmmmumgbm&
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government and among key political and governmental institutions. As noted above, a potential
problem area for the consolidation of democracy is ihe inordinate power of the presidency in
relation to other branches of government. During the 1990 electoral campaign, the Chamorro
campaign raiserd the issue of constitutional reform to address this issue; the Sandinistas, now out
of power, also recognize strong presidantial power as a lability. Though a strong movement
forcmstimtiona.refonnwaddmﬁﬁsandodmissmsofrelaﬁvepowaﬂmm

responsibility has not yet emerged, such rcform will be an important element assuring the long-
- lerm cstabhshmmt of democracy.

Loval Oppositicn - As of the drafting of the CDSS, the Sandinistas could not be considered a
"loyal opposition” - meaning that they accept a democratic system and its processes and
mechanisms as the means for making decisions. Over the first year of the Chamorro
Administration, Sandinista strikes and civic disruption were designexd to sabotage government
policy and initiative. Consolidation of democracy will require that the primary political factions
in the nation accept the system and resoive policy differences through representative legislative
and electoral processes. To the degree that objective decision-making processes can be designed
10 resolve major issues and the Sandinistas see that a2 democratic system of government offers
them future opportunity to hold power and influence decision-making, they will be more likely
_ 10 take on the role of loyal rather than disloyal opposition and represent their constituencies
through established channels. '

Access to Informatioe - A pluralistic society requires free flow of information, which is largely
the function of the press but also involves interest groups and opeaness from government and
political organizations. Citizens must know what is happening in society, government, and
political life; how their elected representatives are representing them; and the range of policy
" options along with their potential impiications. Though now free of censorship, the press in
Nicaragua is highly politicized and generally reports news from an advocacy position. Despite
a fairiy bread range of media outlets, Sandinista affiliates dominate the airwaves and
periodicals. To the extent that objective reporting takes place in the press and respoasible and
investigative journalism is practiced, represeatational functions are improved . There is also a
need 0 improve the outreach of various media throughout the country and improve the basic
infrastructure of both print and broadcast media.

Interest groups - An impostant representative function is filled by interest groups that represent
various elements of society - business, labor, consumers, students, the church, etc. Women's
groups and women leade-s are a critical resource for the process of broader political
representation as wedl Snchmphymmrdemmmumdm
members and lobbying for policies and government action that address their needs. Most of
these groups have suffered financiaily due to overall economic downtumn and many require new
and dynamic leadership to coafront changed circumstances and to move beyond ideological
positions. To the extent that these groups can be strengthened to accurately represent their
m@m%m&@a&ommﬁm
mterestsxsmxprwed.

Political parties are a distinct type of interest group with special imporance for the development |
of democratic socicties because of their role in presenting candidates for office and developing
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specific and broad policy alternatives. Nicaragua’s authonitarian history and persistent
factionalism have undermined the development of viable political parties. The Sandinista party
remains the best organized and strongest single party though it is undergoing significant internai
dissension in the aftermath of the 1990 election defeat. The UNO coalition is fragmented and
many of its member parties are quite weak, inexperienced in the basic functioss of presenting a
coherent, constructive message, and of mobilizing activists ind members. The 195C campaign,
however, served as an important icarning expenence regarding the value of political
organization, coaliton-building, and competitive elections which can serve as 2 foundation for
building improved party structures which represent their members’ interests.

2. Justice
Democratic societies also rest on a foundation of basic political and economic rights and the

rule of law. These form an absolute standard by which all members of society are guaranteed
just treatment and equal opportunity. A working syst=m of justice requires institutions and

~ processes that enact just laws and effectively enforce and implement them, protect and defend .

basic political and economic rights, and assure equality of opportunity. Central to the operation -
and effectiveness of these institutions and processes, however, are the underlying values of
society as reflected by those who embody these judicial instimtions and oversee judicial process,
andbyﬂmewhomumrmemhngsofﬂnsymmdworkmasmensfmmmd
effectiveness.

The concept of justice in Nicaragua has been perverted by the excesses of previous
governments. Family connections, association with those in power, pelitical 2ffiliation, or
wealth have ofien been the means of subverting justice. To move toward the democratic ideal
of a just society, whole institutions will need to be revamped and a fundamental reshaping of
societal expectations and values will need to begin:

Enactrment of Laws that Reflect Demnocratic Values - The rule of law requires a set of laws
that reflects idealized societal values and establishes processes to change, modify, and improve
that body of law - generally through a constitutional framework. The above analysis outlines

- changes, including revision of the Nicaraguan coustitution, that will help assure that the system

of representation works to enact just laws.

Law Enforcement - A central tenet of concepts of justice is that those who break the law
shouid be punished. But law enforcement also encompasses aspects of civil law that are critical
to the conduct of economic transactions and maintajning a framework of order in society. Law
enforcement has beea problematic in Nicaragua for a variety of reasons including problems
generic to government in recent times - tack of budgetary resources and well-trained personnel.
If law enforcement in Micaragua is 0 improve, however, ummpmb!emmube
addressed through:

Chvilian Control and Depoliticization of the Milizary and Police - The military and police

currently are dominated by Sandinista supporters. Loyalty of these instiutions and its
mbusk»ﬂnmgmmisqueniombicmmmmmmm
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disturbances over th.e last year have raised doubts about whether they respond to the dictates
of the party or the mandate of the government. These institutions must be

"professionalized” so they can perform their proper functions in society as guarantors of
security and justice. The role of the armed forces shouid be focused primarily on
confronting external threats to securnity.

Improved Functioning of Regulcrory Agencies - Many elements of law which help w0
establish a just society are not in the province of police or military but depend upon the
proper operation of regulatory agencies. Agencies such as the Comptroller General and the
environmental reguiztory agency, [IRENA, have been negatively affected by ideoiogical
preference and patronage and lack of budgetary and personnel resources. The newly created
Superintendency of Banks will also play a critical regulatory role. [See Section II.B.C -
Gavernment Effectiveness]

Improved Opera:wu of Civil Law -~ Aspects of civil law such as mfomunmt of contracts and
property rights are critical to creating a framework for a healthy economy and political
system.

Judicial Systema - The system of justice created by the Micaraguan constitution 1s workable in
theory but in practice has created a cancature of justice. Judges have been motivated by
idenlogy rather than by the explicit terms of the law; corruption has come o be an accepied part
of the judicial process. Instituticns both within and outside the formal system must be
strengthened to assure its proper operation. The Bar Associatious, for example, are weak,
disorganized, and unable to piay the professionat review and regulatory role found in other
countries. Some organization must be formed to strengthen the legal profession through o
licensing and ssif-regulation and to sexve as a mechanism for upgrading the standards of lawyers
in an advocacy system and as a training ground for judges. There is a need for critical review
of judicial appointments as part of a process of improved selection and performance cf judges in
addition to the establishment of judicial meckamisms which assure impartiality, Justrulmgsand
obective interpretation of the law.

Pratection of Humaa Rights - Protection of human rights and widespread respect for such
rights are the foundation of democracy. Civil and property rights assure equal treatment under
the law and protection of minorities and form the basis for equal opportunity in society. While
the principal responsibility for protection of human nights rests with the goverament, private
groups play a crucial role in assuring that government seriously undertakes its respoasibilities
and help mowve the weight of public opinioa toward respect and support for human rights. The
human rights situation in Nacaragua has improved since the Chamorro goverament ook power
_in April 1990. Freedom of expression, arbitrarily restricted under the Sandinista regime, is
exercised openly and vigorously across the political spectrum.  Criticism of the government is
prominent in newspapers, television, and radio, whick sperate without government censorship.
Freedom of association is exercised by diverse political groups without the systematic repression
that was evident under the Sandinistas. The right of organization and coflective bargaining by
workers is respected; independent unions, 2s well as the powerful workers® fromt which answers
totheopposmonSandxmms operate unrestrained,
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However, human rights violations have persisted. Local independent monitors report politically
motivated abuses by the Natonal Police and the Sandinista People’s Army, particularly in rural
regions. Cases of arbitrary detention, police complicity in mob violence, attacks against
demobilized members of the Nicaraguan Resistance, and threats against human rights activists
have heen documented. Nicaragua’s judicial system — politicized and dysfunctional — has
failed to respond o a series of violations of human rights or to uphold basic tenets of justice.

Two independent Nicaraguan human rights groups, the Comisidn Permanente de Derechos
Humanos (CPDH) and Asociacién Nicaragierse Pro Derechos Humanos (ANPDH) are playing
critical roles in investigating and pubbi~lang violatons of human rights. By drawing public
attention and gathering evidence in such cases, these graups have pressed ihe government to
respond to allegations: The Catholic Church has been an important voice in Nicaragua calling
for respect for human rights and pressuring for an end to human rights abuses. For overa
year, the Comisién Internacional de Apoyo y Verificacién (CIAV) aiso has played a vital
protection role for demobilized Resistance members, who have often been the target of recent
abuses. When CIAV compietes its work it will leave a void in this protection function. The
press also plays an important role in providing information on human rights violations and
keeping such xssuamt.he pubhc spotlight.

Agreement/Consensus on Basic Rights and Privileges - Justice will be improved in Nicaragua
tothccxwmlmyvalucsaremmahzedamongmepopmanonaxlargeandtboscwhoplaya
direct role in the operation of the justice system. These values include: -

_&iuaIOppomamyander Evcrymeshou!dhaveeqmlmmjobs.uedn,
educafional opportunities, etc. on the basis of merit - skills, training, experience,
performance, wedl-formulated ideas and plans, and hard work.  Opportunities should be
open 10 ali regardless of political affiliation, family connection, or gender.

Protecrion and Respect for Poiitical and Economic Rights - Nicaraguan citizens should have

hasic political and economic rights protected and respected: the right to own and use private
pmpmyforpermmlgan,freedomofmd!mdrdxgmnjudmalnghu,dc. All should
be reated equally under the law.

Respet for Private Property; Free and Competitive Enterprise - The right wo own and use
private propesty for personal gain is a critical ddement of a free market society and provides
the basic incentives necessary for economic growth., Markets operate effectively only under
conditions of free and competitive enterprise; regulation and intervention should be
minimized. :

-21 -




USAID/Nicaragua CDSS _ ' Analysis

3. Effectiveness

A cross-cutting need in all areas of Nicaraguan development that may be most closely identified
with the process of democratization is government effectiveness. If democracy is to flourish in
Nicaragua, and if démocratic institutions are to gain strength and legitimacy, democratically
ciected governments will have to show themselves 10 be responsive to the needs of the people
and effective in meeting their needs and desires. Government effectiveness is equally imporant
in addressing the key economic questions facing Nicaraguan society. The ability of key
ministries and agencies to enact and enforce effective economic policy measures and creaie a
climate for private sector expansion is critical to economic growth objectives. Government
cffectiveness is also a crucial factor in determining the degree to which social goals such as
preventive hezith and education are met.

Because of Nicaragua®s limited experience with democracy, citizens wiil largely derive their
opinions and attitudes from perceptions of the efficacy of democratic rule over the next two to
three years. Thus, the degree to which democratic principles are applied within all government
institutions will be a major determinant of democratization in Nicaragua. '

Nicaraguan government ministnes and agencies lack the basic requirements of skilled, trained,
and experienced staff, adequate equipment, effective management systems and procedures, and
sufficient budgetary resources, to be effective in carrying out their mission and functions.
These constraints limit the effectiveness and efficiency of government in developing appropriate
and workable policies and implemenring them, delivering services, and providing reguiatory
functions to assure access and competition and protect resources and minority groups.

OvuﬂncmnmofﬂnCDSSpuiod,ﬂnngmgmmluscﬁﬁmlﬂwdSwdevdop
effective management and financial systems and attract, train, and ke~p competent managers and
technicians. Improved government effectiveness requires:

Scaling Back the Scope of Governmment - Uader the previous government, the public sector
was increased dramatically to encompass production, distribution, and market functions in large
sectors of the economy. Mismanagement and lack of competition have meant that most of these
endeavors represent 2 major drain on public sector resources. The capacity of the Nicaraguan

. public sector is 5o limited that it must carve out only the esseniial government functions of
regulmmamiprownmofmnﬂmmlmandaﬂowd:pnmmmmduubas
many societal functions as feasible.

Increased Efficiency - The most serious problem is one of overall bradget levels. Overall
economic decline and the economic stabilization requirements of budget cuts has meant that
operational budgets are squeezed beyond the limits for effective programs and services. Since.
new and expanded sources of revenoe are unlikely in the near term, goverament entities will
have to find ways to improve their efficiency o get more out of the limited budget resources
available. QOwer the longer term, economic growth should provide a larger revenoe base. -

Institution of Immproved Accounting Systems and Financial Coatrols - Initial TJSAID -
expmmwxmanumbcofcmmtupanagmsmummaemammdfor

-
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accounung and management systems and improved financial controls. Allegations of corruption
at various levels have surfaced reguiarly over the past few decades. To improve the allocation

_ mdmhngofmmudmmdwp&muﬂforahuscwhmbwmﬂdmtmedmmm

transition, government agencies across the board must improve their accounting ard contracting
systems. The Office of the Comptroller General will also play an important role in overseeing
:mpm\ed accountability functions.

Apotitical Civil Service - The civil service in Nicaragua was used heavily for patronage
purposes by the previous government and recent strikes have demonstrated that for high

. numbers of employees loyalty to party remains paramount. The <ivil service must come to

represent an- apolitical body which implements policy in accordance with the direction of
government leadership.

Adequate Incentive Systems - The institution of socialism under the previous government
removed many important inceative mechanisms for government workers. Incentives need to be
made a part of the system in order o attract new talent and keep and improve the skills of those
currently performing well.

Decentralization of Appropriste Government Functions - In addition to reducing the scope
of government functions, it will be important to reduce the state centralization inherited from
previous govemments. Many governing functions can be handled most efficiently and
eﬁccnvdyatkomllevdsxfbmhmﬁonqandrmmuﬂbmmﬂmumuddcgamdmm
levels.

Valve Orientation Suppoxtive of Democratic Government - Values and aititudes both within
the civil service and in society at large are important determinants of government effectiveness
in that they frame the standards for service and behavior by government officials and establish
the parameters for government fenctions. Such vaiues include:

Professional Standards and Expectations of a Service Orierzation - Government should
operate of, for, and by the people; government employees have an obligation to serve the
societal good in a professional manner and behrave cthically in their positions.

Limited Scope of Government - Free markets should be the primary means of allocating
resources and form the basis of the economy; government should play an important

- regulatory role and address limited social needs such as education and public health. Private
enterprise is the most efficient means of mobilizing the factors of production to bring
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C. SOCIAL NEEDS: IMPROVING HEALTH AND LITERACY AND
MEETING NEEDS FOR GROWTH AND DEMOCRACY

1. Education

Education plays a critical role in both economic growth and democratization and contributes
direcily to personal well-being and potential. It is improved education at various levels that will
create the human capital needed to increase productivity and fuel economic growth. An
educated citizenry forms the basis of a functioning democracy - it may be an essentizl element
of an operating democratic system of government.

The previous govemnment placed a great deal of emphasis on improved education and literacy
campaigns. While these met with some early success, budgetary difficulties brought on by
general economic decay, loss of enthusiasm by volunteers, and the dislocation and distraction of
war served to decimate education efforts. Currently, though solid statistic are almost impossible
to find, the literacy rate is estimate in the range of 60%. The education needs of Nicaragua are
vast at all levels:

Basic Education - Basic education is of primary importance in building an educated populace as

it represents the foundation for future leaming and, for the majority of the population, is the

only formal schooling they receive. Despite an initial heavy empbasis oo basic educatioa in the
previous government’s budgers, basic education in Nicaragua today is in serious need of

 improvement:

- Efficiency and Access - Nicaraguan primary schools are producing students with literacy and
numeracy skills at an extremely low rate. Only 22% of those entering first grade complete
a sixth grade education and 16 student years of effort are needed to produce one sixth ~rade
graduate - leveds far below the average in Central America. Though enrvilment levels
appear to be high for both males and females and urban and rural dwellers, an influx of in-
migration and rapid population growth are putting heavy pressure on educational
infrastructure.  Available data indicates no bias against girls in cither access or efficiency of
‘1o be higher than that of males and female autritional status is better. Nicaraguan primary
sdmhhzwmpmmnnﬂashaghasﬁﬂ%mdhxghmmbasofmgedﬁkhm. Current
student teacher ratios are 34:1.

Educaticnad Infrastructure -~ School buildings and equipment are in extremely poor condition
~with an estimated 30% of ciassrooms needing rehabilitation. An estimated S0% of students
are without desks, and many schools lack blackboards, or other teaching aids; in some cases
classes are held in homes because of the lack of a suitable building. Projected increases in
Wmmmmmmmsssmwmmmwmme
more than 6,000 additional ciassrooms over the pext 10 years.

Educational Financing - Expenditure levels for basic education, after reaching a peak in the
mil-19807s, had declined below the level of 1970 by 1989 meaning a reduction in teacher's
- salaries and in all the other expenditures necessary to operate schools and classrooms:
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equipment, buildings and maintenance, textbooks, et¢c. The Ministry of Education’s

- proposed budget for 1991 was cut by 44% due to overall budget measures necessary for
economic stabilization and there appears to be little potential for increasing budgetary
resources.  One of the most serious implications of restricted budgets has been extremely
low salaries for teachers. Current salary levels are unlikely to attract and keep teachers
once economic improvement creates other employment opportunities.

Educational Administration - Confused and contradictory legal foundations impede reform,
regulation, and clear lines of authority for the Nicaraguan Ministry of Education. The
Ministry’s structure impedes appropriate integration and coordination of activities across
functional units and key processes; organizational operations and management tools are out
of date and ill-defined. Middle managers lack training, education, and experience to
effectively direct structural and operational reform. The Ministry has deconcentrated
anthority in the areas of staffing, discretionary spending, and materials distribution which
can be a basis for decentralization. However,lo..alpohtmlorgamzzmisnotmoduuvem
decentralization at this time. '

Teadzer Training - Of the 18,000 primary school teachers i1 Nicaragua about 7,000 are
unaccredited.  Regional in-service training programs accredit about 1500 new teachers per
year and twelve normal (secondary) schools accredit approximately 400 per year. Projected
increases in the primary school population mean there is a growing need for accredited
teachers that is not likely to be met by the current system. Teachers are trained in
thcnrpmgmmusub;ea—mnuhuedmamdewuyofmbjects. Tbeyracavehtﬂe '
'u-anungmmsmmandmnls.

&rﬁadmmﬂumﬁak-mmwidadmman?mﬂﬁmnewmnboobmpﬁmy
and secondary schocls in Nicaragua which replaced the heavily politicized textbooks used '
previously. Most of these texts wiil need to be replaced beginning in 1992 as they have a
short life span. In addition, these texts do not reflect active and bolistic earning, cognitive
strategies development, or other modem learning theory approaches. The Curriculum
Planning Burean has a number of experienced classroom teachers who have used
instructional maserials and have some sense of materizls design but they lack training in both
the systematic development of modern instructional or learning materials and in automated
technology. Efforts & curriculum reform are being coatemplated bat at present do not
include textbook development; Nicaragna has the capacity to print new textbooks in cour'ry.

Socio-Cubural Effects om Educosion - Educational potestial is Emited by the sitgation of
poverty encountered by most families. Nutriticaal deficiencies affecting 30-35% of school
children in marginal and poor areas of the couutry bave educational conseqoences: poor
cognitive abilities, decreased aerobic activities, and significant reduction in alertness. These
have an immediate bearing ca leamiing ability, school achievement, grade repetitica rates,
and school desertion. School feading programs have not been available for some years.
Another area of concem is the growing number (30%) of matrifocal housebeids, given
available data on socio-economic problems confronting children from such bouseholds.




USAID/Nicaragua CDSS Analysis

Adult Educarion - The low school compietion rate found in Nicaragua makes a focus on

. adult education imperative if a literate populace is to be formed in the near furure. During
the carly years of the Sandinista regime, heavy emphasis was placed on aduit eduction.
However, during the last few years the supply of literacy and noa-formal education for adult
men and women has decreased dramatically, probably due to decreased numbers of persons
willing to serve as teachers oa a voluniary basis. Since teachers recruit students, this has
also mean! 2 fall in enrollment. Asn inexpensive non-formal literacy program being
coasidered by the Burcau of Advuit Education has potential but new complementary textbooks
may need 1o be deveioped.

Vocational Education - The influx of demobilized soldiers and refugees has exacerbated a
situation where the unemployment/underemployment rale may range beyond 40%. Many of
these new unemployed have little formal education and few have any actual job experience.
Vocamxnimmngmphyama;ormkmmnngmshlbdwmsfwcnuymmpo&nom
created by private sector growth.

Vocational/Technical Training Needs - At the present time, firms are able to find skilled
workers from the ranks of the unemployed; current demand for vocational training is low.
However, private sector employers expect their training needs to expand as the economy
improves, especially in suoch skill areas as electrical mechanics, lathe operators,-and
industrial equipment and maintenance repair. The construoction sector also anticipates a need
for additional skilled workess in carpentry, masoary, plumbing, electrical installaticsy and
CONSLIUCTion eqUIpMENt repair once investmenis are made to rebuild Nicaraguan
infrastructure and expand the stock of housing. Firms anticipate a greater need for training
in manmagement than vocational/technical areas, especially in export marketing, financial
admigistration, computer systems. production systems management, and general
administration; middle management needs training mn personnel management and human
relations. Speaﬂcﬁanmmumhwmmfummmm
they are under-represented.

Nicaraguan firms note that the attitade and work habits of employees deteriorated under the
previous government due, in part, to a govemnment controlled economy that emphasized
ieology over work performamce.  Employers indicate 2 need w0 improve the attitode and
discipline of workers by integrating such training meo their own training programs.

Vocarional/Techmical Training Delivery Systems - Vocational Training is peovided through
Ministry of Education programs ard the National System for Training (SINACAP) as well
as smaller programs rua by PVO's and NGO's.

Miaistry of Education programs suffer from nefficieacies due ® excessive training costs
and high drop-owt rates. Training quality is also low doe 10 inoperable equipeent,
inappropriate training methods, poor instructors, and inadequate training materials.
Significant amounts of techmical assistance and substantial reforms will need to be made if
these schools are o become an effective provider of skilled workers.
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SINACAP is also operating at low levels of efficiency 2nd has many of the same problems.
However, it has the potential 10 be 2 highly responsive ::.i cffective training institution
because of provisions of law regarding estabiishment of a private <ector- represented
advisory board and executive director who the President could aopoint from within the
business sector. In additon, SINACAP has the capacity to be self-financing from 2 2%
payrok tax levied to fund vocational iraining :f it were properly coliected and monitored.

PVO and NGO vocational/techaical edv .3~ p~—_  ums generally offer high quality training
and empioyability preparation in a cost = ferri- - manner due W more consistent financing,
superior instruction and traising material:  well-maintained equipment, and stronger linkages
with the business community. They represent an attractive alternative to Ministry schools

farmrgmahmdgrmpsferwhomothenmnmgpmgnmsmghtbexmﬁmwandmfﬁam
tO access.

: Unive.rs‘ty Training - Nicmgm offers free university education in three primary universities to

those undertaking advanced stady. Since the revolution, the universities have all become
centers of radical activity and politics in varying degrees and they have generally had links to
scholars from socialist countries and institutions. Politics aside, the constrained budgets of

_these instinitions and the level of education for most entrants has severely eroded the cualicy of -

instructizn. The universites lack appropriate facilities for advan-.2d study - from equipment o

. books. Textbooks have been a severe constraint as students are ofien unable to find assigned

books or professors must build courses around the limited texts available. In shoet, the
universities o+ highly politicized and are unable to offer a quality education.

Offshore training has in the past been largely offered by the socialist bloc. Over 2300
Nicaraguans have received advanced training in the Soviet Union, Cuba, East Germany,
Bulgaria, and other formerly communist countries, including 846 high school scholarships to
Cuba. During 1991, an estimated 200 university scholarships will be granted by Eastern Bloc
countries.

Ah@nmmmmmfaﬂuﬂmiﬂum&mwAmgﬁm
Business Adnunistration Institute (INCAE). This gradnate level business school is a source of

mwmwmmu@mhmmmm
amalysis and research.

2. Population Growth

ngmhumdm&mamumhnmsmlmmmmdmm
growth has serious coasequences for both maternal and child bealth, and undermines
development efforts by expanding the number of poor, needy and economically dependent
individuals faster than services can be expanded. This leads W either a growing erosion in
social and economic well being or to a dilution in the expansion of economic and social
threat 1o Nicaraguan natural nesources.
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Population Rates - Nicaragua has an estimated population growth rale of 3.2% to 3.5% per
year, the highest rate in the hemisphere (compared to 2.2% for Latin America as a whole and
to 2.9% for Central America). The Total Fertility Rate in Nicaragua (i.e. the average numiber
of children borme by a woman during her reproductive life) is 5.5 compared to 3.8 for Lata
America and 4.8 t’or Central America.

Coutraccpuve Use The principal proximate means of reducing fertility and population growth
rates is contracepiive use. Though estimates of contraceptve use in Nicaragua range from 27%
(presumably of women in fertile age) to a confirmed rate of only 9%, the rate is clearly
significantly lower than the Lann American average of 40%.

Birth Spacing - Of no less importance is the relationship of birth spacing to infant morulity.
Throughout the world it has been proven that babies born 0 women over the age of thirty-five
years or under the age of eighteen years, babies born less than two years after their immediately
older sibling, or babies with four or more older siblings are more likely to die during infancy.
Since contraception is the only feasible strategy for regulating conception, almost every
developing country with a child susvival strategy has identified the provision: of birth
spacing/family planning services as one of its priogiies.

Family Planning Frograms - In most countries reproductive health needs are met by the
complementary efforts of the three main sectors: the public, the priviate cocmmercial {or non-
subsidized), and the private non-profit {or subsidized). [n marketing terms, this division of
labor responds to the segmentation of demand on the basis of the chieat’s ability to pay for

© services and contraceptives. During the last decade, the worsening of socio-economic
conditions in Nicaragua gradually diminished the availability of family planning services and
informmation for everyone in the country. The importation of contraceptives for the commercial
and the non-profit sector became seriously affected by the reduction of financial aid flowing into
the country from the traditional international fami'y planning donor community. In 1991, the
situation not only remains critically linked to the harsh socio-economic conditions which
currently prevail in Nicaragua, but it is likely to remain so for the next five years.

. Public sector priotities are placed ¢isewhere and the deterioration that is apparent in all aspects
of Ministry of Health infrastrocture is also reflected in the deficient availability of family
planning services. Nounctheless, the demand for contraceptives has been demonstrated by the
emergence of informal market activities and distribution networks. Pharmacies are now making
contraceptives available (restrictions on importation have besn lified), but both private
physicians® services and the commercially distributed contraceptives are, and will likely remain,
out of reach for the vast majority of the population due in large part to limitations in purchasing
power and disposable income. Family planning programs will largely be the province of PVO’s
- and NGO’s with programs in Nicatagua.
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‘3. Heolth Care

The health sector, probabiy moredmnanyoﬁwrsocialwc&or,fmpioblunsof:nmm:s

magnitude — problems of high visibility and immediacy because they affect people in the most
fundamental way.

While the immediate and obvious problems are ones of lack of equipment, spare parts,
operating experses for maintenance of equipment, medicines, and trained hezith care providers,
there are also major structural dysfunctions within the overall health care system that must be
addressed over the near future if Nicaragua is o move beyond its current predicament. The

| government’s assumption of monopoly status and free medical care simply makes no sense from

a financial or efficiency point of view. The government also needs w improve and reinforce
preventive approaches to bealth conditions, e.g. addressing the appalling potable water and
environmental sanitation situation in both urban and rural areas which is an underlying cause of
infant and child diarthea and other endemic diseases.

Primary Causes of Morbidity and Mortality - Leading causes of death and iliness among both
children and adults in Nicaragua are acute diartheal diseases and respiratory illness/pneumonia
which are largely the result of environmental conditions. Only slightly more than 50% of the
population has access to piped water - only 14% in rural areas. Water systems often are
insufficient and may dehiver poor water quality. Only 35% of the urban popuiation is served by
sewer systerns and rural latrine coverage is estinrated at 14%. Exacerbating these and other
health probletns are significant levels of malnutriion. Malnutrition among school-aged children

" may range as high as 20-30% and a recent stndy concluded that the principal factor inflvencing

peciatric morality was the nutritional sate of the child. Breast-feeding levels are relatively low
in Nicaragua. Maternal health problems are a major cause of high rates of neo-natal and peri- -
natal deaths. Nicaragua still experiences periodic measles outbreaks and malaria and dengue are

prevalent in scattered areas.

Health Care System - The deterioration of Nicaragua's national health sysiem is evident
throughout the country. The Sandinista government early on natonalized the heaith delivery
system. Most privare hospitals were brought under the control of the state. As Nicaragua’s
economtic and financial systems fell apart in the mid and late 1980’s, new investment and access
0 foreign exchange declined rapidly, thus severely limiting the health sector’s ability to import
medicines, spare parts, and equipment.  Accompanying the flight of trained Nicaraguan doctors

~ 10 the U.S., Canada, and other countries, the Sandinista government undertook to staff up the

state-nm hospitais with doctors brought in from Cuba and Eastern Ewrope. Over the last year
Nicaragua’s heaith system faced the following realities: _
Basic healith care stocks, including both basic medicines and equipment, were critically
scarce, with few procurements in the pipelines.
The physical condition of the state-run hospitals and clinics had deteriorated significantly,
since invesitment in heaith infrastrocture and. maintenance had dropped to practically zero.
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Most of the Cuban and Eastern European doctors who had been working in Nicaragua
departed the couniry.

The very tenuous health system was being subjected t0 new demands ané conditions, as
repatriation of the Nicaraguan Resistance began, including large numbers of persons with
severe medical problems. An already inefficient and inadequate national health system thus
was put under increasing pressure.

Nicaragua, however, has established a health care system which puts the highest priority on
preventive and primary health care and addresses the principal causes of infant, child, and
matermal mortility. Thesystmhashxghlcvdsofoommmtypmmmexwﬂcdcovmgc,
and administrative decentralization. Oral rehydration programs are well established and
immunization ampaigns have generally been well structured and have relatively high rates of
coverage. Community participation has centered around the recruitment of *brigadistas®™ who
work as health promoters in local communities. What the system lacks is sufficient budgetary
resources o procure adequate supplies of medicines and aquipment, maintain clinics and
hospitals, and attract, train, and keep qualified staff. Nicaragua bas suffered from severe
shortages of medicines and medical supplies and high umover among health personnel.
Because hospitals are under Ministry of Health controd, salaries for hospital workers consume a
major part of the national health budget. Privatization of some aspects of the health care system
and institution: of cost recovery measures could have a major impact on heaith financing.

'anmﬂﬂmnh-ngmmmmblewwMyMwﬂnmmm-
conditions - lack of potable waler and sanitation systems plus nutritional deficiencies - that must
be improved (o address the leading causes of mortality and morbidity. Enviroamental sanitation
is extremely lacking in both rural and urban environments; these conditions assume greater
importance in considering the curreat threat of cholera. In addition, Lake Managua is still
being used a water source despite the dangers of mercury poisoning from its heavily polluted
WalLTs,

While Nicaragua has prioritized its health care emphasis appropriately on primary and
preventive care it has debilitating needs for supplies, facilities, and personnel necessary for
providing both preventive and curative care at all levels andmroughmnthcmtry. Financing
the health system at 2ll levels is a primary concern in .2 sector.

4. Housing

Housing is an extremely obviors and visibie need in Nicaragua. Large numbers of people are
living in shacks constructed with scavenged cardboard, wood, and roofing materials. While the
growth of shanty towns in Managua and the low standards of housing in rural areas are very
visible, the most critical needs related to housing are not those of shelter, per se, given
Nicaragua’s tropical climate. Rather, the availability of services such as water and sewage
refated to environmental sanitation and health are of greater importance. The key (0 improved
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housing will be improvement in income ard security of land tile. Nicaragua has the capacity in
its industrial and construcdon sectors to produce better housing once family incomes improve to
the point that housing improvements and/or new construction becomes affordable.

D. AREAS FOR SPECIAL ATTENTION
1. Atlgntic Coast

The Atlantic Coast region, representing about half of Nicaragua’s land mass and an estimated
210,000 to 230,000 residents, is an autonomous region primarily inhabited by Indian groups in
the north and a mixture of ethnic groups of African, Spanish, and Caribbean descent in the
south. [t was particularly affected by the war beczuse of resistance camps across the border in
Honduras and repressive govemment poiicies in the region in response. Fighting, relocations,
restricions on freedom of movement, and forced conscription all had a negative effect on
economic activity and created enormous social and political problems for the region. In 1988
Hurricane Juana devastated a large portion of the southern Atlantic Coast region near Bluefields
and in =arly 1991 over 100,000 hectares burnied in large forest fires located in the north.
Though the process of dialogue and demobilization has brought relative peace to the region,
largs numbers of demobilized resistance fighters and refugees need to be resettled and integrated
into the Jocal economy. An assessiment of the curreat status of the region includes:

Nutrition - Independent assessments indicate that nutritional levels in the Atlartic Coast region
are about the same or better than the natioaal average. Though coasumption of rice and beans
is less than periods prior 1o the war, other food sources have remained available. Economic
reactivation in the region could further improve nutritional levels.

Health Services - The Northern Atlantic Coast Region is the beneficiary of a well-coordinated
$5 million muld-year international package of integrated hezlth development assistance by about
a dozen professional agencies who work in close coordination with the Ministry of Health. The
" Southern Atlantic Coast Region also has a number of health programs but the Ministry of
Health does not receive the type of logistics and personnel support for its rural areas which are
received in the north. Nooetheless, they appear o be actively addressing health needs in the
regioa within these imitations.

Economic Reactivation - The economy of the Atlantic Coast region remains stagnant; even
modest gains achieved in the late 1980°s appear to have been destroyed. Rice cultivation,

which was the source of much economic activity prior to the disruption of the last decade. has
not revived due to lack of seed stemming from losses sustained by heavy 1990 rains and losses
to pests.  Seeds for watermeloa, tomato, cabbage and other vegetables are also lacking and fruit
trees have been lost due to kack of attention. A region which was once largely self-sufficient in
all major food items has been importing rice, beans, vegetables, and other food products from
Managua at high prices accompanied by high transport costs. In the industrial sector, 2 number
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of factories using resources from the region are closed and 2ven most commexrcial lumbering
activities have ceased. Only a sugar mill, a sea-food processing plant, a couple of gold mines,
and some shipyards in Bluefieids remain active. In short, the modest industrial economy which
existed before the war is largely, although not entirely, at a standsall, Unemployrncnt raies in
the region are far above the national average.

Infrastructure - The very few roads in the region have deteriorated markedly Cue to lack of
maintenance and require substantial repair and drainage work. Waterways which form the main
transportation routes in much of the Coast are increasingly clogged with debris. especially
heavy tree trunks, which have not been cleared. Electricity networks are localized around the
region’s major cities of Bluefields and Puerto Cabezas and have suffered from deterioration
over the last ten years.

Forests and Environmental Activity - The forests which had been managed in an
environmentally balanczd manner are receiving no attention.  Although many forests affected by
Hurricane juana in the south are naturally regenerating, the new trees are being smothered and
rwisted by brush, and without assistance it is said that they will take 75 years to recover. Other
areas are not regenerating and require reforestation, Li the north, the reforestation planin = -
which so much was invested i the 1970's and 1980's is not continuing because of lack of fuads
to thin some 20,000 to 100,000 hectares. Tree nurseries are operating at a fraction of their
capacity; as a result refcrestation and planting of new fruit trees has been siow o begin.

In summary, agricultural production — particularly of the key commercial crop, rice, as well as
vegetables — is at 2 standstill; the industrial sector is largely stagnant; otherwise good roads and
waterways are deteriorating for lack of relatively modest maintenance; and the environment is
not receiving the attention which would offer some hope for the reasonable future for economiic
viability through proper management.

2. Former Resistance

Nicaragua faces a unique challenge in dealing with the need to sepatriate and resetite thousands
of ex-Nicaraguan Resistance (RN) fighters. Much has been accomplished during the period
since the peacs process began but the sinuation related to the ex-RN still requires attention.

Demobilization Process - Agreements emarating from a series of meetings of Central American
Presidents dealing with the Central American Peace Process and the surprise victory of the
UNO coalition in the Nicaraguan elections of February 25 provided a framework for the

~ demobilization of the RN. The demobilization process, ratified by the Agreement of Toncontin
(Honduras, April 19, 1990) entailed Resistance members turning over their arms and military
uniforms and equipment to the UN Peace Force (ONUCA) and humanitarian assistance through
a series of programs designed (0 sustain, protect, and aid the demobilized RN in the process of
reentry into Micaraguan society. The International Commission for Suppert and Verification
(CIAV), formed by United Nations (ONU) and the Organization of American States (OEA) to
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aid in the peace-making . ! peace-keeping process, has played a central role in this process.
AID has provided over $40 million to support the CIAV/OEA programs which include

1) monitoring the observance of the physical securily and legal rights of the demobilized RN,
2} provision of a basic ration for the demobilized and their families, 3) distribution of basic
tools as well as roofing material for the self-help construction of housing, 4) medical services,
5) surgical and rehabilitation attention for handicapped RN veterans, 6) coordination with
CIAV/ONU for the repatriation of RN members and family outside of Nicaragua, and 7) short
range «Jeveloprent projacts designed to aid in the process of converting the ex-RN into seif-
sufficient, productive members of a civilian population.

Current Situation - The fact that the demobilized RN population (22,500; 95,000 including
family mambem)isdispasedando&enmmamshasmmpﬁ@mdmmforcmvm
ts in itseif a symptom of the most serious breakdown in the dcmobmmonfmmegmnon
process.

Re-Sertlemens Problems - The original plan/agreement arrived at by Resistance and
Nicaraguan govemment negotiators, concentrated resettiement of the RN in "development
poles”, proved to be unacceptable to resistance members and both undesirable and
undeliverable from the government's standpoint, Deiays in identifying a land bank of
abandoned or confiscated or expropriated farms, land ir the possession of fictitious
cooperatives or under-utilized by them, or other lands under government control led

“members of the RN to identify land near their homes which met such conditions, occupy it,
and seek retroactive recognition. The majority of the farms now in possession of the RN .
vere obtained in this manner but the potential for conflict in this method is high and gets
higher as the targets for take-over become fewer or are disputed. 'Ihcrchavealsobm
difficulties in establishing legal title for these lands.

Ofm:mmlpopubﬁouofn,ﬂl)danobiﬁmdm,puhaps18,000mactivelys&ldngtob:
resettied on farmlands. Of these, appreximately 9,000 have been beneficiaries of some
360,000 hectares distributed by the GON (both Nicaraguan Agrarian Reform Institute
(INRA) and Agrarian Commission tities) to date. Of the remaining 9,000 about half have
found some temporary modus vvendi, but the remaining 4,000-5,000 are desperately
searching for the land they need for survival. The highest concentration of these are in the
North, Regions [ and VI. Since there are others in the ficld competing for available and
desirable land, not the least of whom are former, now demobilized, members of the
Sandinista Popuiar Army, the land issoe becomes strongly tied to security issues.

Re-Armed Resisiance Groups - Some groups of demobilized resistance, frustrated at their
inability to obtain land, have re-armed and created disturbances. Their complaints revolve
“around perceived noa-compliance of the Chamorro government with promises made at the
time of demobilization. The demobilized are concerned with the threat that a still powerful
Sandinista-dominated military presence represents for their safety; the right for various other

TEasons. Mymged&mmmmbemofomvmf«ﬁ:mlmgm
goals are not the same.
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Needs of the Demobdued Resistance - The demobilized resistance has 2 number of spec:‘i
needs which include the followmg

Securiry - The greatest need and the overwhelming concamn of the demobilized RN is, and
has always been, security. Giving up their arms and returaing to a country in which the
forces opposing them are still armed, and ied and manned by the same individuals, was a
difficult decision. CIAVY (and other human nghts organizations) have played an important
role in defusing this polentially explosive situation, but the fact of 47 verified homicides and
over 300 documented legal and human rights violations perpetrated on the demobilized RN
give credence w their concern.

Land - The critical economic need for the ex-RN is fand and it is one of the few resources
{ae GON has in abundance. Although there are competing demands from myriad sources, it
would szem that resolution of the “land problem® should be feasible and of the highest
priority. The potential for social disorder inherent in the failure to promptly and equitably
comply with GON commitments in this regard can be countered by the potential for making
major gains in social harmony by taking advantage of the fortuitous fact that the RN was a
peasant army. Most of their demands revolve about, and can be satisfied by, giving them
land. Implied in this priority, however, are aiso the ancillary benefits of credit,
infrastructure, technical assistance and social servizes which would need to foliow.

Credit - Once the 1and issue is resolved, access to credit assumes a significant role in the
process of becoming productive. Money is needed for seed, agricultural supplies, tools, and
basic supplies during the process of cultivation. The Nicaraguan Repatriation Institute
\INIRE) has implemented an "Emergency Pian for the Planting of Basic Grains® which
opens lines of credit backed by INIRE for recipients which would not otherwise be eligible
for credit. A positive repayment record should enable the loan recipient to establish a bank
credit rating; funds recaptured become part of a reveiving credit fund targeted toward the
RN. CIAV has also converted some of its donaticns of seeds, agricultural tools, and
tivestock to a loan basis, hoping ‘0 establish another revolving credit fund.

Infrastructure - Fairly large concentrations of resettled RN are in inaccessible areas.
Penetration roads with the requisite bridges and culverts are of high priority to make hese
areas economically viable, |

Ho:sing-Expemﬁaummisethonﬁngmddbepmwidedasmofmedalfm
various degrees of support for the concept of self-help housing through its development
program. mgoalumcmmhmlooommdnnﬂmbydnmdoflmy Housing
is an important factor in the stabilization of the population.

Other Needs - The needs of the RN beyond those outlined above begin to blend with those

- of the general population, although they have been given assurances of special treatment in

regard (o certain government services such as infrastructure, heaith and education services,
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and social welfare programs. Although the RN has dispersed considerably about the
country, the majority are located along the agricultural frontier where these govermnment
services ane minimal. Any extension of government services 1o these areas for the benefit of
the general population will obviously benefit the RN, Provision of government social :
services, however, has political ramifications, as well, in that government cadres at the level
of service delivery are still Sandinista-oriented; this can constitute another dimension to the
security problem especially in the area of health service delivery. CIAV will need 10
continue to monitor the polincally-motivated failure to deliver proner attention to the RN oa
the part of the Govcmment personnel.

The time frame for addressing RN-specific problems should be relatively short if the land issue
can be resoived. CIAV feeding programs were extended over a longer period than would have
been necessary had the land problem been more effectively addressed. Likewise CIAV's
development programs have been constrained by the need to dedicate rescurces to feeding that
might have been used more constructively and by the requirement that beneficiaries of such
programs be setied on the land.
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1. STRATEGY - Addressing strategic objectives

In the face of the overwhelming development needs of Nicaragua, the chailenge in crafting a
USAID strategy is to identify the key factors and interventions that will create the largest nipple
effect and address the critical path for development progress. While the mission expects that
levels of U.S. assistance will remain high in refative terms over the course of the CDSS period,
they will not be sufficient to meet Nicaragua’s development needs in every sector.  Matching
budgetary resources to critical needs requires careful choices and a strong focus on key issues.
The strategy must serve both as a guide for AID interventions and a justification for mming. -
down myniad reguests for assistance across the boara.

The foregoing analysis in light of the mission’s overall goals points to both constraints and
opportunities. [n confronting the situation facing Nicaragua, the Mission has struggled to focus
its attention in the most critical areas and address those areas where AID has a comparative
advanage. The mission has identified seven strategic objectives which address the decisive
issues and problems facing Nicaragua, and focus limited AID resources on the key development
constraints and opportumities in Nicaragua. They are:

Increased foreign & domestic investmert  Increased competitiveness and dxverf:ﬁca:ron in the
economy
Increased participation in the econonty .
' Improved productive/extractive praciices
Greazer consensus on democratic values ' I _
_ Improved quality and efficiency of basic education
Improved maternal and child health

Each of these is further elaborated, defined, and circumscribed below; as 2 whole, they
represent the missior.’s program for the next § years. The Mission accepts responsibility for

" undertaking - activities which will bring about change in the direction outlined by each objectve.

The mission also recognizes that the number and scope of these objectives is beyond that
attempted by many other programs and is likely to tax the abilities and resources of this mission
as well. The Mission believes, however, that the chiosen objectives can be realistically
addressed over the course of the CDSS period. Many of these objectives represent one of a
number inputs 10 other larger goais and others have been carefuily defined within realistic Limits
through identification of the indicators and benchmarks. In formulanngtlmeobvecuv&smc
mmucpuanngundaﬂmfoﬂomngmmpums. -

U.S. economik: assistance levels to Nicaragua will remain relatively high.
Recognizing that U.S. budget constraints and general lack of support for foreign aid may mean
a gradual general decline in AID resources, the mission nopetheless assumes that development

pmgresmNmmguamﬂmnamghpohnmlobjecuveaMdmmmduordaof
$200 million or more per year will be available for programming in Nicaragua.
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Other major donors will require a lengthy start-up time.

As of the beginning of the CDSS period, Nicaragua had only just cbtained sufficient financial
support from bilateral donors to clear arrears with the Inter-Amencan Development Bank and
World Bank. These institutions may be able to provide short-term balance of payments
assistance critical w economic stabilization efforts, but development of programs and projects to
address other development needs will take ime. While there are some sectors and acuvities
which are most clearly in the province of the major international financial institutions, as the
only major donor with an established presence USAID will necessarily have to shoulder a
broader range of activities. Once these institztions have resumed activity and donor
responsibilities have sorted themselves out, AID may be able to focus its strategy more tightly.

~The inter-relationships between goak and objectives require concerted effort on 2 number
of {ronts simmitaneously.

Discussions of mission strategy have repeatedly highlighted the strong linkages between
economic, political and social development in Nicaragua. Many of these linkages are outlined
in the analysis section above. Early in the CTSS period, USAID is unable and unwilling to
leave critical activities unaddressed which may have important linkages to other key areas of the
strategy. For example, progress in democratic values is clearly linked to basic education.

Based on these assumptions, mcUSA[D!Nmraguamassxonpmpossthcfonomg Strategy to
.address Nicaraguan development neexs and move toward the overall goals of broad-based,
sustainable economic growth, a stable, functioning democracy, and a healthy and Literate
population. It is formulated around the seven strategic objectives outlined above with special

* elaboration for the Atlantic Coast and members of the ex-Resistance. Where possible, objective
and measurable indicators for each strategic objective are outlined and initial benchmarks for the
CDSS period are proposed. Data sources in Nicaragua at the beginning of the CDSS period,
however, make any attemnpt to propose realistic goals for a five year period largely a process of
guesswork and aumbers used in deiineating benchmarks should be viewed primanily as
illustrative with some attempt to show levels of magnitude. The mission will attempt to refine
its estimates in its Action Plan submissions.

A. ECONOMIC RECOVERY & BROAD-BASED SUST AINABLE
GROWTH

The clear priority in USAID Niciragua's strategy is to stabilize and revitalize the Nicaraguan
economy. Without growth, Nicaragua will not have the resources to address social needs and
democracy will founcer. Four strategic objectives have been identified which the Mission
beiieves will creats the conditions for positive GDP growth which is both broac-based and
sustaimable over the long-term. The bulk of AID resources over the course of the CDSS period
will be addressed to these needs.
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" Because the agriculture sector is the foundation of the Nicaraguan economy, has substantial
export potential, and appears to have the greatest potental to quickly respond to a changed
policy environment it will be the early sector focus for USAID economic reactivation efforts.
Early in the CI)SS period a detiled assessment of industry and manufacturing in Nicaragua and
its potential will be carried out which will form the basis for consideration of a broader sector
focus .

I. Increased foreign and domestic investment

‘I‘hc numbcr one: priority for the L - ]
generate increased investment. Niciragua

" Private nvestment levels equal 1o 1977 levels by 1996
must have greamer financial resources to serve

as the basis for development than can be " Increased pumber of licensed businesses

provided by donors and the private sector o

must become the engine of growth, lacrexsed oumber of spproved foreign investment
Increased investment in Nicaragua will spphcanons

require progress in a number of sub- Increased foeeign direct investment levels in Balaoce
objectives which form the basis for of Payments

USAID/Nicaragua’s assistance. These _ _

include economic sabilization, a functioning Appearancas of U.S. fast food chain outlets in
financiai systers, impmved policy framework Masagea

‘activities:

Suebilimcion BanchamrionTelcntors

assoctatedwuhca..htm\sfemmllbemepnmary
means of addressing price instability. The mission :‘:_’::‘::‘;’“_’:::'f;“"”
wili provide balance of payments assistance in

support of econnmic stabilization measures at Pachengs e wbiliand of conpetiive rm 2y 1993.
levels ranging up to $125 million per year through
cash transfers and private sector mechanisms.
Conditionality in cash transfers will be focused om the following policy areas:

Fiscal targers - especially in relation to reducing government expenditure so that external
ﬁmmngmhml&kwexpanddwmmbmofﬂmﬁmnmlsymnmmm
funding government expenditures.

Monetary rargers - continued elimination of emissions.

Exchange raze targets - set at a level which provides current access to foreign exchange for
‘both current transactions and normal capital transactions without exchange controls.
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financial system is crucial for mobilizing domestic Fiasachal Srem indicutors/Brachmarts
savings for investment purposes and providing Futctiming Supeviciontnry of Benda ¥y 1992

services to foreign investors To improve the
functioning of the financial system, USAID will

10 privets Famncial smiamions cpeeeting by 1996
undertake the fol'lowing measures: Depasit base of famcal neiation wcrossd © 308 o CDP

by 1996
Support for policy reform through Pomirws 1o imreres s smblshed.

conditionaliry in cash transfer agreements or
non-project assistance. PoliCy measures
currently anticipated inciude further steps in creating and establishing a Superintendency of
Banks, continued progress in licensing private financial institutions, movement toward real
positive interest rates, and allocation of Central Bank financing to private institutions.

Expanding the resource base of private financial institusions through a stable source of
medium term financing. While mobilization of short-term resources will begin fairly
quickly, the confidence in longer term economic and political stability will take much
longer. During this period, it will be necessary for donor resources o augment the deposit
base of the financial system:. USAID will consider some formulation of a Private Sector
Commaodity Import Program (CIP) run through private financial institutions as a means of
providing financial resources through private institutions. A privately controlled medium-
term credit f-nd will be supported through local currency gene— doas from the private sector
- CIP.

Tedwcai Sugport for Private Financial Institutions and the Supemumda:cy of Banks will
be offered through project mechanisms.

Policy Framework Supportive of Investment -

Cash transfer conditionality will suppoct L it
implementation of the new lovestment Law and Iortsment yplications ecimtly provsed wd rostiacly
streamlining of the bureancratic requirements peed

necessary to undertake productive investioent in Cue-myp iaresmans fucecssing office in apecwion
Nicaragoa. Property rights questions will be . - .

addressed in the context of USAID's policy TR e Bl e mers ey Sy

sensitivities surounding the issues and they will o —_—
be the focus of further stody by the mission.
Ommmmwmmmpmmlmmumnbewmm
USAID analysis of needs and altemative proposals. AID also will assist the Nicaraguan privamwe
medmmemmmmmpdnymummdmm
conducive to private sector development.
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Investment Promotion and Support - AID wiil
provide technical and operational assistance to
government and privaie institutions working to
stimulate private sector response to an improved

policy environment by promoting investment in

Nicaragua. Services supported would include
information campaigns, trade fairs, support for

Strategy

l

[ -
4

Tl =y

2/ Benck:

informsigean cargaigs wditvay by nd-1992

Tvonment prosvsion oot pro-dieg ersieeeet v ol firmm
Wvealigaing WY Oy ortte

feasibility studies, investment orientation trips, etc.

2. Increased competitiveness and diversification in the econonty

USAID/Nicaragua believes the most
important element of improving
productivity is to open the economy to
increased competition both domestically

" and internationally. Open and compettive
markets will allow producers 1o find
arrangements for inputs and sales that
maximize their retumns and provide
incentives for new productivity-enhancing
investments. Parallel w policy
improvements, AID will support efforts to
PIoiGOote 4 VIgorous private sector response
to these policy initatives including an
emphasis on improved export performance.
AID will, thezrefore, promote greater
competiiveness and diversification in the
Nicaraguan economy through the following
activiges: '

Policy Dislogue to Remove Barriers to
Competition - A strong emphasis in

|
zl

Domestic prices in bne with neighboring

counnes and
world prices .

Decreased sumber of commodities Eacing trade

restrictions; redoced quantitative restnctioas and tanff
levels

Pﬁvﬂinﬂmofdmﬁcumm&ubfmbﬁemﬁm
Increased number of licensed butnesws

Increased percentage of sales by private sector firms in
areas that were formerly under moaopoly cootrol

Increased namber of products exported;
oou-traditional exports Incresse in volume and
Tncreased valwe-added iz masufscturing and processing
Certification of all agriculture and meat exports to U.S.

USAID policy discussions with the Nicaraguan government will be remwval of barriers to
competition in the economty. This policy dialogue, associated with cash transfer programs and

Food for Progress, will focus on:

Eliminarion of preferential treammere for public sector enterprise - Implicit or explicit
subsidies, mandated cyedit, targeted contracts, and mandated marketing or input

USAID will work to create conditions which

force public sector enterprise 0 compete on the

same footing with the private sector. USAID will also push for progress in privatization
efforts which are the most effective means of forcing public sector firms to compete in the

market.
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Increased private sector involvemens in areas previously under monopoly control - Monopoly
conditions in a number of major commodities {(including coffee, rice, and cotton) eliminated
competiive pressures and created inefficiencies and price distortions. USAID has pressed
for policy change to eliminate such monopoly arrangements of the conditions that create

“them. Though legal barriers in these arcas have largely been eliminated, AID will work to
assure greater private sector competition and involvement.

Reducticn of trade barriers - Nicaragua needs {0 become competitive in the world market
and have access to production inputs and new technology at world price ievels. USAID will
press for a liberalized trade regime with special emphasis on elimination of quantitative
restricticns. This will also reduce monopolistic and oligopolistic behavior.

Po&qdiabgmmgardingmdoﬁemwny-hpdkydimmﬁomUSAmwﬂl
stress the impormance of eliminating requirements, restrichons and barriers that would
prevent new types of enterprise from being established and the potential for promotion of
new types of business will be a part of all investment promotion activities. '

Support for Privatization - Privatization is cniical to creating an environment open o
expanded competition and the manner in which it takes place will have important implications
on the degres of concentration of ownership. To encnurage more rapid movement in
privatization and structuring of the process to maximize brvad ownership, USAID will provide
techrical assstance to the Corporaciones Nacionales dei Scctor Publico (CORNAP) which is
overseeing the privatization effort.

Medinm-Term Credit - USAID will utilize Jocal currency generations from cash transfers and
food assistance to provide medium-term credit t> agricuitural producers and businesses through
appropriaie mstitutions. Local currency generations from the Private Sector Commeodity Import
Program will remai in private financial mstitutions.

- Support for Diversification and Broader Export Sales - Broadening the structure of the
Nicaraguan economy offers new opportunities for private sector entrepreneurs and reduces
Nicaragua's vulnerability o world price fluctuations while improving its ability to eam foreign
exchange. USAID will provide assistance to Nicaraguan producers in gaining market access
- and establishing producer/market linkages for a wide range of products. in policy discussions,
USAID will address requirements for access to U.S. markets and will provide assistance in
establishing contacts. Export promotion activities supported with techmical and operational
assistance will focus on non-traditional exports which have greater need for promotion than
established traditiona! export commodities.

. Technology Transfer - If Nicaragua is to improve its competitiveness in the world market it
must renew its iechnological base and re-capitalize the prodactive sectors.  Technical assistance
and activities designed to introduce new technologies in new fields with investment and export
potential in Nicaragua will be financed by AID where practicable. Emphasis will be on
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potential non-traditional exports; activities will be coasistent with starutory restrictions mvolvmg
products that compete with U.S. production.

Participant Training - The Mission's participant training program will contribute to improving
the level of human capital necessary to bring greater competitiveness to the Nicaraguan
economy by targeting appropriate training opportunities to the private sector.

Infrastructure - USAID/Nicaragua {oes not intend to directly finance major infrastructure
construction or rchabilitation for reasons stated elsewhere (sse Section IV.B). However, the
most critical infrastructure problems, electricity and telecom...unications, lend themselves to a
private secior solution. To the extent that privale sector investors and producers identify
pardcular infrastructure constraints to private sector expansion, AlD may coasider limited
involvement in infrastructure projects through co-financing of feasibility studies and discussions
with the govermnment and other donors to facilitate other donor and private sector investment. In
addition, USAID may consider limited involvement in maintenance and cost recovery efforts in
areas where AIT has relevant experience and there are private sector alternatives. USAID
would consider such involvement in infrasiructure only toward the end of the CDSS period.

3. Increased participation in the economy .

To ensure that economic growth is broad-Dased
_and the benefits of growth reach as many as Participation [ndicators/Beachmarks

" possible, USAID/Nicaragua will undertake the ‘Redction in unemployment rute by 25%
following interventions: - .

. Number of registered businesses increases by 40%
Employment Generation Activities - It will

take time for private sector development to Number of busivess owners/agricultaral producers
generate new employment opportunities; in the facreases
meantime there will be a need to create short- Incressed pumber of visble smatl/micro eaterpri

term empioyment opportunities for Nicaraguan
men and women in order to address the serious
unemployment problems facing the country. Early in the CDSS period the Mission will
continue. Employment Generation acivities until other donor financing takes over and/or
economic reactivation begins producing long-term stable employment.

Policy Dialogue Related to Structure of Ownership - In policy dialogue discussions regarding
the creation of new financial instittions, privatization, and the direction of investment
promotion efforts, USAID will attempt to focus attention on the need for broad ownership and
the need to maximize employment potential. A first step will be to assure that legislative and
bureaucratic restrictions ot economic activity are eliminated. Cash transfer resources will be
focused in this direction.

-42-




USAID/Nicaragua CDSS | - Strategy

Polic Dialogue Related to Credit Allocation - Uiyitiligturs credit allocations. with the
‘government to assure that credit is available to 2 gty uOdu<ers in all sectors and that
the criteria used in granting credit is merit-based sy &% Byxogerly. Qualifications for

credit should not discriminate against women. UShyity2;#isfure that access to foreign
exchange from cash transfer disbursements is as o Rt - Albocations of local surrency
and conditionality in cash transfers can form the b Aiffcussions in these areas.

Support for Credit Unions - Because of their abiagpust JFfancal services w segments
of the population not likely to be reached by privaighy 0 wii provide technical
assistance to credit unions and access to maﬁum-ﬂwﬂe!w&m amilar to that available
to private banks,

Support for Micro-enterprise - Training and techyjiwiyl tvill be provided to smail and
micro-entrepreneurs through programs managed b'yy# Axhif™ate financial institutions.
Such programs may aiso create mechanisms to indyfeds®t 5of rricro-enterprises to credit.
Special consideration in the programs will be given Mty Hhe dsabled.

Te:haical Assistance for Privatization - Becauset.¥1% ; iw zich privatization takes place
has important implications on the degree of concemytvi\ethip, USATD’s technical -
assistance to the organization overseeing privatizash Wyt tvill smphasize the
importance of broad ownership.

Participant Training - The Mission’s participant i dhwifert willi provide opportunities
for expanded participation in the economy in its figth#ustse sector.  The participant
training program will recruit broadly with special tfh ly/hehen N areas in which they
are unger-represented and disadvantaged groups.

Broad-based Technology Transfer Programs - lg\tyiiwsting technology transfer
(e.g. agriculture extension) special effort will be Myt Tall producers.

4. Improved productive/extractive pt

The primary focus of this ubiecm’ e is to Wm——-—_
- . : ' Fodkmtwi/Benchmarks

Mmanage resources in a sustainabie way so they '\ My :

form the basis for long-term growth. The Ao emess n waer quality from

most effective means of conserving, protecting wmwwﬂmmm

and improving the resource base is to change 1 |

affect resource management. In trying i st deionwasion '

change the way individuals, government, and \ﬂV\ﬁf‘-—-——-—.-—-—-—-—

businesses use and extract resources for

prodmuvepm'pomtoadncvemmblc resourcii (vl fundertake the following
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Policy Dialogue Regarding Resource Use - Incentives and disincentives involved in various
productuve and extractive pracuoes ¢an be the most important factors in changing behavior
pacerns. Government policy is often a primary factor in establishing the structure of incentives
and disincentives and assuring that market prices reflect externalities and encourage sound
practices. Policy action can therefore be the quickest and most effective means of addressing
resource use patterns. A policy inventory will be undenaken early in the CDSS period and will
be the startung point for further analysis and discussion with the govermment.  AID will consider
non-project assistance to affect critical policy areas identified in this process and wall focus
project interventions on policy areas as appropriate.

Institutional Strengthening of IRENA - The Nicaraguan Institute for National Resources and
Environment (IRENA) can play a major role in addressing resource use through its regulatory
and investigative functions. [n addition, it should become the focus for policy analysis and
formuiation related to resource use and environmental protection. Plans are already underway
w provide significant technical assistance ard training to IRENA so that it can play its intended
role in improving sustainability of resource use. These activities will continue throughout the
.CDSS period.

Improvement of Agricuitural Practices and Watershed Management - Specific problem
areas related to water quaiity as affected by agricultural practice and soil consesvation will be
addressed through project activities. Currently, AID contemplates project activities to address
pesticide use practices, and project development of watershed management projects for ﬁmdmg
by other donors such as the World Bank or Inter-American Development Bank.

Re-Orienmﬁonof&on«nkAaivﬂyrehudtoMmedArm-Ammmdsmfm
project activities on resource extraction and productive activities centered in and around newly
protected forest and wildland reserves. They will address sustainable management and extraction
of forest resources, and aiternative economic activities such as appropriate agnicultural practices,
commercial fuelwood processing, and eco-tourism. AID will also support the development and
impleméntation of management plans for the reserves themseives.

Support for NGO’s and PVO’s Addressing Resource Use - AID will provide support to noa-

govemnmental orgamzmmsandpnvamvoiunﬂryorganmmnsmdemhngpmjemwhmh
' cmuibutetomsmmbhmm

TechndogyTnnd‘a'-Am-mppmwdmhnologyuansfammswiHempbaﬁze
. technologies which are appropriate and conducive to sustainable resource use.

EavmmatalEdnmon Amwmamtptxbﬁcmfmmnmanmgmandumrpom
ofmmmﬁﬂmmwmﬂymmefmmdschodmadm
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B. DEMOCRATIZATION

While growth is the most critical need for Nicaragua during the next five years, this period is
also critical for the consolidation of democracy and the two broad goals are interfinked.
Without economic stabilizadon and growth, democracy is not likely to flourish; economic
improverment will require effective action by democratic institutions and political freedom is an
important complement 0 the operation of a free market economy. In the Nicaraguan context, 2
successful democratic transition and improved functoning of key instimtions will clearly play a
-tole in improving investor confidence and providing the foundation for economic stabilization
and growth. The second major priority area in USAID’s strategy is support for the
consolidation of democracy in Nicaragua.

The Mission believes that transformation of the political culture is essential to the firm
establishment of a democratic systern of govemment in Nicaragua and will orient its support to
institutions and activities around that guiding principle:

1. Greater Consensus on Democratic Values

As the Mission has considered how
best to promote democracy in
Nicaragua, it has carefully reviewed
a broad range of potential

~ interventions, many of which have
become standard elements of AID
Democratic Initiatives projects in
other Missions. The mission
believes, however that the key
clement necessary for the growth of
democracy in Nicaragua is some
consensus on the rules of the gaine
or the underlying values which give
shape and substance to democratic
society. Of the variety of activitics
the Mission could undertake which
could have a positive impact oa the
operation of democratic
govermnment, the Mission will focus
its interventions around the
achievement of a consensus on
democratic values a; its primary

- BEST AVATILABLE

Democracy Indicators/Bencimarks

Increased acceptance of democratic values as measured in
independent surveys

Free and fxir elections successfully irpplemented in 1996
Reduction o politeally motivated disruption -
srkes/demonstranions

Decreased levels of human rights abose

Reduction in size of government in terms of percentage of GDP
ad numbes of governmment employees.

Devdnumofhdgﬂsﬂbﬂybhcdmﬁrw
govermnent feactions.

M&p«mofmrmdmmn&y
mumbyﬂ&mm management of the
¥, adminisering justice, fxirness, provision of services.

Eaab&ﬁmdm&ﬁdmmmdw
confrols ia key government entities.
Increased relevance of the Natiooal Assembly i decision makiog

a¢ meamred by the ratio of legisiation 1o decrees, smount of
legisative revision th administrative initistives, and sareeys.
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indirect impact in that area. The Mission views such a consensus as critical to the effective
operation and legitimacy of democratic institutions and an important means of assuring that
those in power act in accordance with the will of the people and protect individual rights.
Without it, Nicaraguan democracy will remain fragile; there will be form without substance.

USAID places special importance on the following valuesfattitudes related to democratization in
Nicaragua: 1) equal opportunity and merit, 2) protection and respect for basic political and
economic rights, 3) majority rule and institutional means of resolving conflict, 4) accountability
for public officials and checks on power, 3) access to information, 6) a limited economic role
for government, and 7) the right to private property and importance of free, competitive
enterprise. Activities in support of democratization will directly promote these and related
value orientations and also strengthen key institutions critical to a functioning democracy and
which play an important role in forging a consensus on the key elements of a democratic
Nicaraguan political system and government:

Civic Education - AID will supparnt efforts by private erganizations and interest groups which
initiate public education campaigns using media, workshops, and other means of promulgating
informadon and promoting values conducive to democracy. School curriculum changes to
incorporate civic education wiil also be supported.

Support to Key Organizations for Forging a Consensus on Values - USAID will provide
assistance (o organizations. interest groups, and institytions that play important roles in the
democratic process. A primary criterion for selecting these groups will be the role they play in

amaﬂmgmdmhevﬂwmdmnmmamdmmy These groups
include:

The Press - Newspapers, magazines, and broadcast media play an important role in the
dissenination and collective development of values and attitudes relaied to the political and
economic system. The kind of stonies and editorials that appear in the press, the type of
mvestigative journalism conducted, the level of coverage of the processes of democratic
government (legisiature, cabinet, courts, et¢.), and the degree of objectivity in the press all
have an enormous impact on the values and attitdes of the Nicaraguan public. USAID will
_ ﬁmnceacuwnaWMcumpponmmsedobjemmymﬂnprm(mchasummngfor
journalists), improved outreact, and a broader range of media outlets. -

SupponforSdcacdbumeups-USA[Dbdievamaipﬁvamhumanﬁgmsmlps
which investigate and publicize human rights abuses play a pivotal role in developing values
related 1o individual political and economic rights. Free democratic unions can offer
 alternatives to radicalized Sandinista unions by offering greater participation through internal
democratic processes. Finally, political parties have a particularly important role to play in
establishing standards and expectations regarding democracy in Nicaragua. To the extent
they conduct their activities within the channels and processes of a democratic system they
confer legitimacy on the institutions of democratic government and broader acceptance of
desnocratic procedures and mechanisms. USAID will support groups such as these which
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demonstrate 2 cornmitment to a democratic system of government in their efforts to create a
greater consensus around demociatic values.

Support for Coaustitutional Reform Efforts - Constitutional reform will likely be an expression
of societal consensus around democratc values. To the extent AID can piay a constructive role
in this process, appropriate activites will be considered.

Improved Government Effectiveness in Key Areas - Nicaraguan goverment institutions
operating under 3 democralic system of government must be able to at least partiatly meet the
high expectations raised during the election and c.:ate a positive early experiznce with
democratic rule. They must show progress in meeting the critical needs of society, demonstrate
accountability, and appropriaiely represent the people of Nicaragua. Thus, a number of _
government institutions also play an important role in the development of attitudes and values
related to democracy.

USAID/Nicaragua activities to improve government effectiveness will focus on 1) efforts in
support of reducing the size and scope of government activities and decentralizing government
functions where appropriate, and 2) suppotung improved operation of those government entities
which perform functions critical to improved representation, justice, and iccountability. '

Support for Efforts to Reduce the Size of Government and Deceniralize Appropriate
Government Funcrions to Local Levels - USAID/Nicaragua firmly believes that the scope of
government in Nicaragua must be radically reduced 10 restore greater efficiency and
effectiveness to those esseatial government functions of regulation, enforcement, and
prevision of certain limited social services. Economic stabilization pressures push for
reducing the size of govenment and Nicaragua's limited internal capacity argues for
concentrating skilled personnel and scarce budgetary resources on essential functions.
Appropriate decentralization of decision-making, implementation, and budget authority can
create improved respoasiveness and effectiveness in important areas of govemment
onsibility.

Policy discussions related to cash transfers or non-project assistance will focus on
privatization of public sector enterprises and functions to the maximum extent possible
and/or deceniralization to local levels &s appropriate. AID will support voluntary retirement
programs, privatization processes, and other efforts to reduce the size of government.
Whatprmsecmtﬂmmmawgmmtpmgmnums:mmmmlmﬂ:MD _
strategy, they will have preference for AID assistance.

Support for Goverrument Instiszzions Critical to Functioning Democracy ~ USAID wiil
provide support to those government entities whose effectiveness is critical to the functioning
of a democratic system of government. Of primary importance are those insiitutions which
carry out representative and judicial functions and assure accountability throughout the
government. These include:
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Nationa] Assembiy - Support to the legislature will allow it to fulfil its role as the
primary representative institution and establish greater institutional power vis a vis the
executive branch. Assistance will also be provided to improve its internal operations in
resolving conflict and forging consensus on divisive issues of national policy.

Electoral Commission - Late in the CDSS period, assistance will be provided to the
Electoral Commission to prepare for and monitor the 1996 national elections.

Iudicial Institytions - USAID will undertake a study of the judicial system early in the
CDSS period to determine appropriate means of support for judicial institutions.

Comptrotler General - To address the limited capacity for actounting, contracting and
managemen: in government institutions, USAID will provide support to the controllcr
general to establish such systems and install financial controls.

nici Vi tralized Institutions - In conjunction with substantive
policy movement toward decentralization and as 2 means of supporting devolution of
authority to local lev:ls, AID will consider direct assistance to local government
institutions where appropriate in implementing its overali stravegy.

Suppornt for Gowerrunent Institutions Critical to Progress in Other Strategy Areas - In areas
where government has a legitimate and impottant role, USAID will provide technical
assistance and support to those governmental institutions whose responsibilities are important
to the success of other strategy initiatives. Such support is identified in the outitne of other
aspects of the strategy and includes such activities as support for the Superintendency of
Banks, institutional strengthening of IRENA, and improved administrative efficiency in the
Ministry of Education. Appropriate indicators of these activities are identified under other
strategic objectives.

Participant Training - The Mission's participant training program incorporates a Caribbean
and Latin America Scholarship Program component which includes an orientation o U.S.
democratic institutions and processes.  Participant training will be designed to focus on
government organizations which piay 2 key role in improving government effectiveness and will
also provide opportunities for local leadership at regional and municipal levels.

C. QUALITY OF LIFE
While USAID/Nicaragua believes broad-based sustainzble economic growth and democratization
will have the largest impact on quality of life in Nicaragua there are other importan: factors that
‘need to be addressed. Among the most critical inputs to both economic growth and
democratization is education and it is a priority area for AID involvement. Unrestrained
population growth will quickly dilute the impact of economic and social advances and limit the
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prospects for widespread economic improvement in Nicaragua; thus, AID will support voluntary
-family planning efforts. Finally, AID will attempt to address the most critical health problems
facing Nicaragua. The following strategic objectives reflect these concems:

L Improved quality & efficiency of Basic Education

The clear priority in the realm of edwation "
over the CDSS period is primary education Education Iadicators/Beachmaris

focused on improved literacy and numeracy. Increased of children entert
USAID/Nicaragua views improved quality and pﬁmﬂuﬁmuﬁﬁpmbhuﬁﬂlm?;ﬁ:b
efficiency of basic education as the foundation 1995 equipped with greatsr skills

for improvements in education at other levels : N

and, because it reaches the largest percentage Reduced rates of repetition and drop-outs.

prepaning Nicaraguans {o participate effectively

in a revitalized economy and a democratic system of governmnent. To improve the quality and
efficiency of Basic Education USAID will support the following activites:

Curriculum Development - Technical assistance and equipment will be provided to improve
the capacity of the Ministry of Education to develop an integrated curriculum appropriate to
Nicaraguan needs and incorporate modem learning theory approaches. This assistance wiil also
develop the capacity to produce textbooks locaily so fumre textbooks can be procured/replaced
by the Ministry. Curriculum development activities will inciude incorporation of civicand
environmental education. . _

1n-Service Teacher Training - USAID will support a series of workshops addressing
instructional techniques which utilize demonstration, hands—a training, and role playing to
address a limited number of concepts. In addition, AID will support development of innovative
Teacher Training Centers for coordinated and de-centralized training of pritaary school teachers
using existing teacher training institutions in each Region including revitalized training
curriculum. Orther alternative strategies for accrediting teachers will aiso be explored. Budget
support from local currency generation may be provided so that teacher saiaries can be
increased. Trainers of trainers will be targeted under the Mission’s CLASP program to further
inculcate democratic values.

Improvement of Ministry of Education Administrative EXTiciency - Techmmlmstameto
re-organize the Ministry of Education will be provided to improve its overall efficiency. Policy

dulogucandmmcmndmmhtymybenmsarywaddruslegalobﬂdﬁmmpmved
organization of the Ministry.
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2. Improved marernal and child health

USAID's objectives in the health sector reflect o ——————
the fact that the most critical health problems Populatioa Indicatars/Benchmarks -
facing Nicaragua affect mothers and children
disproportionately and are best addressed
through a primary hezaith care approach.
Therefore, USAID will focus on interventions Contraceptive Prevaleoce Rubes increase by 10% by
which improve the health conditions of 1996. : '
chiidren and addrsss probiems refated w
childbirth. Certain regions of the country are
more affected by poor health conditions as reflected by Ministry of Health indicators. These
regions, designated by the Ministry as prionty regions, will receive special emphasis through
USAID programs. To fully address health problems in these regions, actuvities to improve rural
water and sanitation must also be implemented.

Reduction in infant mortality #¢ measyred in various
regions of Nicaragua '

AID’s priorities in the health sector are to improve the primary health care delivery system,
reduce mortality and morbidity rates due to diarrhea through improved water and sanitation
services, assure that basic measures for ensuring the health of children are widespread practices,
and increase contraceptve prevalence, Projects dirsctly managed by AID and by USAID-
funded PVO’s will reflect a regional approach. Because the issue of health care financing has
budgetary repercussions refated to public heaith measures, AID will undertake policy
discussions in that area.  ATD will support the following activities in coordination with
numerous other donors in the health sector:

Maternal/Child Health Activities - AID will support activities which focus on child survival
interventions (oral rehydration therapy, immunization, promotion of breast feeding, growth
monitoring, etc.) in priofity regional areas and municipalities. AID will also support regional
and municipal level programs of the Minictry of Health focused on maternal/child health in the
priority regions of the Ministry of Health’s Master Plan.

Improved Rural Water and Sanitation - AID will consider support for installation of potbie
water systems using appropriate technologies - gravity-fed piped systems and drilled or shallow
wells with hand pumps - in small rural communities and construction and use of simpie or
composting latrines as appropriate, AID's work in this area will be contingent on level of
assistance generated by other major donors, particularly the IDB, and will be coordinated with
their efforts. In coordination with construction of water and sanitation systems, AID would
support health and hygiene edoucation cfforts undertaken by community health workers and
partcipating PVO’s in rural communities.

Health Financing Reform - AID wiil provide technical assistance to the Ministry of Healih to
present and anaiyze options for financing health care at various levels in Nicaragua, AID will
also consider non-project assistance in support of identified policy changes related to heaith
financing and/or privatization of portions of government health iafrastructure. Non-project
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support funds could be provided to create 2 revolving fund for procurement of medicines for the
health sector.

Increased contfaceptive prevalence - The key element necessary to bring about improved
family planning in Nicaragua is increased use of contraceptives. AID will support the efforts of
private family planning organizations working in the following areas:

Expansion and hmimalimtion of family planning service delivery networks to all regions of
-the country.

Provision of regular and low-dose oral contraceptives, condoms, and spermicides at
affordable prices.

Establishment of family planning education programs to emphasize the benefits of family
planning and birth spacing to include maternal and child heaith education; family planning
education; sex educaton for adolescents; design, testing, and publicetion of informational
naterials; and other promotional activities.

Training of volunteer contraceptive distributors, physicians and nurses from the Ministry
of Public Health, social workers, and community leaders.

Development of strategies w foster the devdopment of alternative family plarning service
delivery systems.

D. TRAINING

-USAD/Nmmgmmdcsgmngama;«pammantumnmgpmgnmwmppmwmkmdlm
of the strategy and provide alternative training and educational opportunities for Nicaraguan
men and women. As poted z2bove, training is targeted to both the private sector and selected
public sector entities with key functions ia relation to the Mission’s objectives. Training
activities undertaken by the Mission will include long-term academic training at U.S.
universities but will focus primarily on medium-term training in the U.S. and third countries
designed to address particular technical and managerial needs. An important component of the
proiect will be the Caribbean and Latin American Scholarship Program (CLASP) which
provides training in technical siills or management as well as a basic orientation to the
functoning of democratic govermment in the United States and bolsters the Mission’s democratic
values objective. The CLASP program will support mission efforts in agriculture, education,

~ democratic initiatives, and heaith. Other areas of emphasis will be key ministries, critical
infrastructure and services, and private sector associations. The Mission estimates that up to
1200 Nicaraguans will receive some type of training through USAID programs over the next
ﬁveyws,spemleffmmnbemadetopmvxdemssmwnmgfwwomand
disadvantaged groups.
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E. ATLANTIC COAST

The strategic objectives outlined above all touch on problems facing the Atantc Coast.

Ongoing and planned AID activities to stabilize the sconomy, promaie increased agriculturat
production, improve basic education, etc. will have positive impact in the Adantic Coast region.
In a number of areas, however, AiD will make a special effort 1o assure that its programs reach
this 2rea and address its particular needs. These efforts include:

Employment Generation - AID has designed a specific component of its Employment
Generation project to address short-term employment needs on the Adantic Coast as part of a
broader economic reactivation effort for the region. As with other AID programs, empioyment
generation efforts will include opportunities for both men and women.

Infrastructure Improvement - Employment generation activities will be focused on small
social and physical infrastructure and mzintenance and improvements. to the major roads and
river transportation routes in the region. AID is also financing a major Rural Electrification
effort in the Bluefields area.

Natural Resource Frotection/Resource Use Economic Reorientation - AID intends to support -
the estzblishmeat and management of at least one protected area in the Atlantic Coast region. ' :
This inciudes support for management of the reserve and economic reorientation activities with.
the Jocal population. In addition, employment generation activities inciude thinning and
reforestation of large expanses of regenerating forest lands.

. Agricuiture Reactivation - AID is providing seed and tools through CIAV/OEA for agriculture
reactivation in the region and development of fruit tree seedlings.

Monitoring of Health and Nutritional Status - Though initial assessments indicate that there
are not exceptional bealth or autritional problems in the region, AID will suppott 2 continuing
study of the health and nutrition needs of the region and will also repair a number of rural
health centers.

Resettleznent Activities - AID will continue to monitor the CIAV/OEA/UNHCR and
goverument programs for refugec »nd resistance resettlement in the region.

F. RESETTLEMENT
Integration of the ex-Resistance and returning refugees 1. -~ Nicaraguan society is important for
both political and economic progress and AID has supportes this process through its support to
CIAV/OEA. Consistent with the winding down of this assistance and the Mission’s Short-Term

Strategy, USAID believes that the development of special programs or projects designed with
the ex-Resistance as scle beneficiaries is neither developmentally sound nor politically

e T - * : . . . .
i - PO J . - . - 3
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_ advantageous. All USAID program and projects will be designed so.that the ex-Resistance will
be able to participate fully and equally with all other Nicaraguan citizeis. USAID/Niczraguan
will undertake the following activities in suppont of reintegration goals:

Extension of Support for CIAV Security Program - Though support for broader CIAV
programs will be phased out, support for the Security Program will continue through June of
1992 o assure the safety of those resettled and contribute to maintenance of social order in
regions populated by the ex-Resistance. USAID will not previde additional assistance to CIAV
beyond this extension. :

Tracking of RN Participation in USAID Programs - USAID/Nicaragua will make a special
effort 10 track the level of participation of ex-Resistance members in specified prograas to
assure that they have access commensurate with other groups in Nicaraguan society. For
example, AID will track ex-Resistance participation in training programs and employmeant -
generation. AID will also make a special effort to assure that the geographic focus of ics
acuvities encompasses areas that are heavily populated by the ex-Resistance. The Adantic Coast
activities outlined above are an exampie.

IV. ROADS NOT TAKEN

In laying nut and explaining the strategy that will guide USAID/Nicaragua over the next five
years, it may be as important to state clearly those areas in which AID does not intend to be
active as to identify plans for action. USAID/Nicaragua has received innumerable requests for
assistance in a wide variety of activities which address critical needs in Nicaragua and are
generaily well intentioned. However, given the limits on USAID budget and persoaned
resources, the Mission simply cannot respond to them all. This setion attempts to clearly
wﬂmmo&mwhm&mﬁtmmmemmmandaphmwhythqmm
included.

There are also some areas which are not included in the strategy due to lack of sufficient
information at the time ‘he CIDSS was drafted. Generally these fit within the strategic
objectives outlined above, but the mission intends to retain flexibility in considering these and
‘other options for addressing its objectives.

A. Roads Deferred

The mission may yet consider activity in the following areas later in the CDSS period. At this
point there are still some holes in the mission knowiedge bese - while the destination may be
promising, there is no map, The CDSS proposes a number of studies or assessinents to outline
the needs and opportunities presented in these areas which could form the basis for project
design or some type of non-project assistance.  They include:
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INDUSTRY/MANUFACTURING - Though at this point the Mission is confident that a focus
on agriculture is appropriate, there is very litde information available on the saaie of industry
and manufacturing in Nicaragua. Once more information is available on other productive
sectors, the mission may consider some type of nvolvement to address particular needs or
opportuniues.

ADMINISTRATION OF JUSTICE - While there are obviously problems to be addressed in the
judicial system, means of addressing them have not yst been identified clearly. A planned study
will provide an assessment of the judicial system and recommend areas for USAID invoivement.
MUNICIPAL GOVERNMENT - USAID recognizes the importance of decentralization a5 a
means of providing citizens with a greater degree of control and improving efficiency of
government A study will help determine where there is a useful role for AID to play in

strengthening capacity at local and municipal levels or supporting the process of decentralization
and devclution of power 1o local levels.

B. Roads Not Chosen
In establishing its strategy, USAID/Nicaragua has chosen not to be involved in a number of
critical areas. Thcmmsmﬁeamsmnmamofmsmm:gymgmnyomofmc

followmg

OdzerDonorsamal:udymorplantobeacuvemﬂmm USAID activity would
crowd the field and have relatively less impact.

Higherpﬁorideshavebemd:mmhwdindwsﬂamgyaxﬂtakzpmwdmce.
Costs involved would detract from other priovity areas in USAID's strategy.

Instindtions or counterparts who would be involved in potential activities are so politicized at
this time that USAID involvement would not be productive.

Lackq‘EmameorExpermmﬂmmmmepanofAED msnotpanofAms
comparative advantage.

AID and LAC Bureau Objectives are not furthered by such activities.
AID Regional Programs can better handle these activities.

Among the substantive areas that are not included in this CDSS are:
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Infrastructure - Except for a relativelv small effort in the Atantic Coast region,
USAID/Nicaragua does ot intend to directly finance major rehabilimtion/reconstruction or new
construction of physical infrastucture. Though irfrastructure improvernent is a critical need in
Nicaragua and will contribute to the investineat climate and overall productivity. the Mission
believes that the costs associaxed with these programs arcprohibitive andtbatfoc AID 1o take

respmdmpmgnmzmdpo.xcyarcaswmchamukclytohavemctypeoflmgtcrmlmpact
needed to restore economic and financial viabulity to the Nicaraguan system.

USAI/Nicaragua staffing imitations also foreclose significant involvemnent in infrastructure
programs.

Thus, USAID/Nicaragua does nat intend to become invoived in construction and/or
rehabilitation of hospitals, schools, and municipal buildings, provision and insallation of
electrical generation equipment, building or refurbishing roads, replacemment of
telecommunications equipment, financing irrigation systems, coastruction and fumishing radio
and television broadcasting facilities, financing of warehouse facilities, etc.

These types of activities are among the strengths of the major international fisancial institutions
and AID will encourage the World Bank and IDB to consider investments in these areas.
USAID also believes that some aspects of Nicaraguan infrastructure could be privatized and
wouid be able to atract private investment funds. As noted in the sirategy, AID may be willing
to facilitate movement in this direction.

Housing - USAID does not plan to become involved in housing construction for reasons cited
above related 10 other infrastructure. AID's approach to bousing is 0 support housing finan=
schemes in support of a private sector solution to housing needs. Though USAID believes
economic growth will be the most effective means of addressing housing needs, the Mission will
continue to work with the RHUDO Office in Honduras, to see what assistance can be offered in
finding private secior alternatives to deal with housing conditions in Nicaragua.

University, Vocational, and Secondary Edocation - Tbmghtherem:ckarheukmms
beyond basic education, AID priarities will be on primary edocation. The participant training

- project will also address needs for advanced training.

Secondary education will benefit from general reorganization of the Ministry of Education
and from some curricelum development efforts but will not be a major focus of AID
. programs ia Nicaragsa. The most crifical need is for the primary education sysiem to
produce mmore :nd better qualified entranis to secondary school.
Vocazionad education proposals from PVO's will be considered for funding under USAID's
PVO Co-Financing Project. Given USAID’s assessment of vocational training needs,
however, thers does aot appear o be 2 need for additional investment in vocational trainicg
until more jobs have been created o employ those already skilled in the workforce.

-55.



USAID/Nicaragua CDSS Roads Not Taken

Universities will benefit from a University Textbook program run through the RTAC project
which will provide students with access to textbooks currently unavailable, Untl the
universities become rnore effectively administered and less politicized, additional AID
assistance is not likely to be effective,

In the area of primary education, a USAID assessment has recommended that a school feeding
program be initiated to address nutritional constraiats to learning. Because previous AID
experience with school feeding programs has not been positive, AID will encourage other
donors, possibly the World Food Program, to support such a program in Nicaragua. Other
bdamldammyhavemmmmscm&edmgpmgnmsdeOCAPuworhngmme
development of a “school cookie™ to provide basic nutrition to students.

CentraﬁzedMin'stry of Health Programs - The Health Semrisa-owdedwim bilateral,
multilateral, and PVO assistance from other donors. This support from other donors addresses
both institutional support for the Ministry of Health as well as programs in child survival
emphasized by AID. While AID strategy is to support such initiatives through PVO's and local
governmental instimdons, there is no compelling reason to become involved in ongoing
centralized efforts given the level of other donor support. USAID assistance in health financing
will probably have an :mmonmualuedpmgnmsbyaddrmngt}mrcffmyand their
potential for privatization.

Rehabilitation - The years of war have meant that many Nicaraguans have suffered disabling
injuries and their rehabilitatica needs have been extensive. However, a USAID assessment
indicates that ongoing programs, a number of which were funded under early USAID programs
in 1990, are meeting the demand for rehabilitation services and additional USAID involvement
would be counterproductive. The more critical need for disabled veterans or victims of the war -

C. Sidetrips - Targets of Opportunity

1t is impossible to foresee the future. Though the Mission is confident of the overall thrust of
the strategy outlined here, there will inevitably arise unforeseen opporturities and urgent needs
which AID will be well sitzated to address. An example is the university textbook program

3 ‘rich does ncr fit inso the strategic focus on basic education but presents the mission with a
high-profile, high-impast activity with 2 Jow management and resource burden for the mission.
Where such opportunities arise within Limited resource constraints, the mission will retain some
flexibility to depart from the strategy focus to address compelling opportunities and emergency
needs. :



USAID/Nicaragua CDSS Relationship to LAC Objectives

V. RELATIONSHIP TO LAC BUREAU OBJECTIVES

USAID/Nicaragua's strategy for the next five years fully supports the LAC Bureau objectives;
" in most areas there is total convergence between the Nicaragua strategy and Bureau objectives.

Broad-based, Sustainable Economic Growth - The primary Bureau and Nicaragua country
specific goals are identical and the strategy focus on policy to support investment, productive
employment, and competition and diversification coincides directly with Bureau objectives as’
does the concentration on private sector respoase, The mission's objective of improving
productive and extractive practices is designed to further preservation and sustainable use of the
natural resource base and is based squarely on affecting the policy framework, tnstitutional
capacity, and management of resources as identified in the objectives.

The Mission’s strategy addresses Bureau objectives of improving opportunities for the .
historicaity disadvantaged through its focus on expanded participation in the economy and the
“quality of life” strategic objectives addressing quality and efficiency of basic education, and
improved matemal and child health. While these have clear linkages to economic growth, the
Mission has separated them out because of their broader implications for democratization and
general social well-being. The strategy’s emphasis on the Atlantic Coast region and re-
settlement of the ex-Resistance also supports improved opportunities for the historically

. Support for the Evolution of Stable Democratic Societies - The Mission focus on building
consensus swrounding democratic values and improving the effectiveness of selected
government institutions coincides with the Bureau objectives related to support for democracy
anddnmghrgdyfmmmﬁn&umspummmr&amwm
objectives.

Respouding to Specific Challenges - The Mission’s attention to resettiement needs of the ex-
Resistance in cooperation with CIAV/OEA and its work to prevent environmental degradation
addmspmﬁcdnﬁmgesreqmmgmnomlm

VI. RELATIONSHIP TO OTHER DONOR ACTIVITIES

With arrangements in place t0 clear Nicaragoan arrears with the World Bank and Inter-
American Development Banks it is expected that they will become the principal multilateral
dooors. The straiegy presented here will complement what has been articulated by
representatives of these institutions.

World Bank - Once its arrears are cleared, it is expected that the World Bank will undertake a

major program of IDA-funded assistance. The Bank’s program in its early years will emphasize
fast-disbursing, policy-based assistance. The Bank is expected to provide an Economic '

- %7 -
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Recovery Credit of approximately $100 miltion in 1991. Much of this, however, will be
required to repay the bridge financing used to eliminate arrears to the Bank itself. However, in
1992, the Bank is expected to provide another Ecoromic Recovery Credit of 2 comparable
amount which will provide substantial assistance to the balance of payments. It is also likely
that the Bank will provide a policy-based program in one of the soc:al sectors in the first half of
our CDSS period.

The Bank’s policy matrix closely parailels thet of AID. In the early stages, the Bank will
emphasize reforms in trade policy and the reform of the financial sector. The bank will also be
studying policies related to infrastructure, property rights issues, privatization, and _
enviroomental issues. As the World Bank moves to take the lead in issues of macro-economic
policy, USAYD will facus greater attention on sectoral pohcylsmeswmpamauaremptmson
the private sector and creating a "leve! playing® field within the economy.

Inter-American Development Bank - The IDB, once its arrears are cleared, is expected to be a
major supplier of resources to Nicaragua. Design is already well advanced for 2 $60 million
water and sewerage rehabilitation project as well as a $30 million project, co-financed with the
Government of Denmark, to rehabilitate the electrical system. The IDB is also likely to

- undertake a feeder roads project in the $30-40 million range in late 1992. 1n addition, the Bank
will undertake major micro-enterprise activities if institutional obstacles can be overcome. The
DB will be supplying major balance of payments support over the CDSS period, including a
financial sector adjustment loan and probably an agricultural sector adjustthent loan. Later in
the period, the IDB may undertake a major project in the health sector,

Finally, the Bank will have an unusually large technical assistance program, reflecting the
weaknesses of Nicaraguan public institutions, with emphasis on strengthening the Social
Emergency Fund (FISE), CORNAP, the Central Bank, agricultural institutions in general, and
other institutions which will be implementing IDB projects.

Bi-Lateral Donors - In addition to the multilateral agencies, Nicaragua continues to receive a
wide variety of assistance, especially from European donors. While it is difficult to summarize
this assistance which goes to a wide variety of destinations in relatively small amounts, the most
important areas of other bilateral donor involvement are in 2 range of heaith activities. In
additon, Gerrmn assistance is being provided to rehabilitate the electrical system and both
German and French assistance is being provided to assist in the rehabilitation of the phone
system. The Swedes have been involved in environmental and forestry issues and other
European bilatesal donars are supporting government sponsored vocational education.
Significant amounts of cther bilateral assistance has been pledged @ support arrears clearing as
well as emergency employment and other countries provide emergency food assistance.

Since the major multi-lateral donoes are oaly just beginning to develop their program, AID will
work closely with them to assure that major programs are coordinated to avoud duplication or
overiap and serve to complement on-going efforts. The Mission will adjust and focus its
‘program in relation te that of other multi-lateral and bilateral dovors as appropriate. -
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VII. RESOURCES

Uldmatety, the USAID/Nicaragua strategy must be translated into budget and staff levels which
reflect the strategic focus and priorities. Outlined below is an initial attempt to attach numbers
10 objectives and goals. :

A. Progtam Funding Resources

The strategy articulated here requires a yearly program budget of at least $200 miilion in
combined Economic Support Funds and Development Assistance throughout the CDSS period
and also assurnes additional resources through food assistance. The external assistance needs of
Hicaragua are so enormous that even with the opening of financing through the World Bank and
Inter-American Development Bank, large flows of U.S. assistance will be required to stimulate
economic development and support efforts to consolidate democracy and address social needs.
The government of Nicaragua's economic stabilization and recovery plans are based on
consistently high levels of balance of paymmts support from AID and the project portfoho is an
essential complement to these efforts.

The Resource Table on the next page, based on Approved Planning Levels for the 1993 Annual
Budget Submission, provides an illustrative look at how the strategy transiates into budges
levels. The Table extrapolates forward from projects and programs currently underway (o
suggest how the strategic focus presented bere might manifest itself in projects and programs
throughout the period. The specific projects and programs identified are clearly oaly illustrative
for the latter portion of the CDSS period as determinations regarding interventions will be based
on further study, experience in ongoing projects, evaluation results, changes in the political,
economic, amt social situation in the country, and the activities of other dooors. Plans for the
next two years are more firm but remain flexible in order to be responsive 10 changes within the
Nicaragua, and new information. Further refining of this Resource Table will come in
successive Action Plans,

‘Though the Resource Table presented can only be considered illustrative, it highlights some

basic underlying themes and trends related to USAID/Nicaragua's planoed use of resources:

Allocation of Resources Toward Major Objectives - The Table shows approximately 75% of

- program resources dedicared to objectives leading toward the goal of broad-based, sustainable

economic growth. The remaining 25% is split more or less equally between democratization
and social objectives. This approximation reflects the Mission’s general sense of relative

Allocations of Balance of Payments Support - The Mission intends w allocate its balance of
payments support to three major programs: 1) direct cash transfers 1o the goverament with
policy conditionality, 2) a private sector commodity import program run through private
ﬁmlmﬂmmms,andnmmeammwswmmmplmw
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reduce the size of government and other sectoral policy objectives. The Table suggests the
reladve split the mission sees between these programs.

Increased Consideration of Non-Project Assistance - The Mission believes that non-project
assisiance moxles may prove to be effective aliermatives to projectized assistance in the latter
portion of the CDSS period. At that point, the policy boulenecks will be clearer and USAID
will be in a better position 1o analyze sector neads and imtiate policy dialogue on specific. sector:
issues. In a nussion with relatvely low staff levels compared to other missions with similar

programming ievels, non-pm;ect assistance 1s also a means of limiting the management burden
on USAID staff.

High ESF requirement - Unless Nicaragua is designated as a Relatively Less Developed
Country (RLDC) for alf AID purposes, the Mission's minimal ESF needs will be in the range
of $175 million per year throughout the CDSS period. While the Mission has a fairly large and
diverse portfoiio, the Nicaraguan govemment is not in a position to provide the 25%
counterpart contribution required in DA projects - which can be waived only for designated -
REDCs. Nicaragua meets all the requirements for designation as an RLDC but has been
designated an RI.DC for the purpase of debt forgiveness only. Inability to waive the
government contribution has created significant design problems for the mission and is a serious
constraint to the use of DA funds for a broad range ¢f project activities.

Food Assistarwe - Planning levels for the CDSS period are considerably lower than Food for
‘Progress levels in the first years of the USAID/Nicaragua program and are identified as Title
The Mission believes the planning levels represent only a mirimum level of food assistance for
the CDSS period. Food for Progress is a more flexible and appropriate allocation for the
Nicaragua program than Title IIi.

Mortgage Buy-Down - The rapid start-up of the Nicaragua mission in a situation where AID is
the only major donor has led to a large project/program porifolio which was created with oaly
~ minimal initial obligations. The Mission's mortgage level at the end of FY-92 is expected to be
$90-$100 million. New project starts are expected to be minirial in FY-93 in order to buy
down the morigage and concentrate mission attention on implementation.

Local Currency Use - The Resource Table does not reflect local currency allocations or levels,
Local currency is expected to be generated from cash transfers, the private sector CIP, food
assisiance, arxl some non-project assistance. The primary use of this local currency will be for
medium-term credit through appropriate institutions.

B. StafﬁngandOpcraﬁngExpem
Usmmmmmmwmgmms&xmﬁﬁgmm
expense levels over the course of the CDSS period. In response, the Mission is making a
concerted effort to k=ep its program as focussed and uncomplicated 2s possible to minimize the
management burden to the mission. Nonetheless, the Mission cannot establish and implement a
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program meeting essential Nicaraguan development needs as outlined in this strategy without 2
minimum of 24 U.S. direct hire positons and 5 U.S. personal services contractors funded from
operating expense funds. Current planning levels for staffing and operating expenses are
unrealistic for a program that aiready excesds one-half billion dollars and must meet high levels
of accountability. Over the carly part of the CDSS, USAID/Nicaragua is extremely dependent
on its U.S. direct hire staff because of the limited availability of Nicaraguan bilingual
professionals and support staff. For several more years, USAID/Nicaragua will b¢ hiring and
training a lecal staff to establish 2 normal FSN workforce. U.S. direct hire staff will continue
to have o carry out their own responsibilities as well as those they would normally delegate to
tocal staff.

VII. CONCLUSION

The strategy presented in this document is an zxtremely ambitious one. It is difficuit to
overemphasize the degree of change in the Nicaraguan economy and Nicaraguan society which
it envisions. Slightly mors than one year ago, when the Chamorro Government assumed
power, it faced a deeply polarized society with no tradition of democratic tra:xsfers of power or
acceptance of the rule of the majority on the part of a iosing minority. It immediately faced
general strik=s and an “"upnsing® from the minority but still well-organized Sandinista Front.
The Governmnent’s control of the apparatus of state power was tenuous at best. The economy
was a shambles, mtha.ggmgaxedm\andtotaﬂyoutofoonnol resulting in hyper-inflation and
pmdmlmnaﬁacﬁouoﬁt:p&kof&iﬂmmrsbefom, after seven consecutive years of
declining output. Social services, once supposedly the centerpiece of the Sandinista program,
were heavily politicized, extremely inefficient because of mismanagement, and seriously
underfunded due o the country’s #conomic decline.

Moreover, the country’s ability to cope with these problems had been disastrously eroded by the
institutional damage brought by the Sandinista years. Large numbers of professionals, skilled

workers, and entrepreneurs had either fled or been driven into exile, enriching their countries of
destination but disastrously weakening Nicaragua’s capacity for recovery. Banks, as financial
institutions, had been totally destroyed. Much of the productive sector was in the hands of the
state. Worst of all, years of politicization of the economy had eroded the work ethic.

The projected accomplishments of the CDSS period must be seen in light of this dismal starting
point. Central to the achievement of any of the CDSS objectives is a beginning of economic
recovery. Already, with substantial ATD assistance, the GON has achieved a balance of
aggregale supply and aggregate demand, although at a level unsustainable in the long run. - As a
result, inflation has moderated and confidence in the monetary unit has returned.  Important
progress has already been made with bur assistance in reestablishing a financiai system,
mmrmngmauupnmtopmamowwﬂnp andmanngmpeunmandmrtuprmsa
mmxgh(mtheeomomy.
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Qver the course of the CDSS period, we anticipate a major transformation of the Nicaraguan
economy and society. Although ambitious, nothing less will be sufficient to put Nicaragua on a
sustanable growth path and create a society in which democratic values prevail, human rights
are respected, and essential social services are available to the overwhelming majority of the
population. By the end of this period, the economy will be dominated by the private sector,
traditional exports will be growing rapidly, and a variety of non-traditional agricultural exports
will be well established. By 1996, enclave manufacturing will have moved beyond an inital
concentration in textiles into a wide vaniety of manufacturing operitions. The United States will
once agamn become Nicaragua's principal trading partner. Unfortunately, because of the ame it
will take 0 repair the institutional damage caused by the previous regime and restore confidence
in the sacurity of property and the rule of law, significant growth in per capita income will only
be achieved toward the end of the period.

By the end of the CDSS period, civic education efforts and the spread of a wide range of ideas

. through the media will have helped achieve general acceptance of demncratic ideas, attitudes
4nd valves. Such an acceptance of democracy and respect for human rights as the norm will be
unique in the history of Nicaragua. '

Finally, as a result of slowly but steadily increasing prosperity, and the implementation of key
programs and policies, essential social services will be fundamentilly ransformed. A non-
politicized primary educational curriculum and improved teacher training will provide the
educated citizenry and trained work force which will extend and deepen the gains made during
the CDSS pericd through the first decade of the next century. A focusing of the public health
system’s efforts and improvements in its management will continually improve levels of
maternal and child heaith and steadily reduce levels of infant mortality. These improvements in
the heaith and education begun during the CDSS period will, themselves, produce a more
productive workforce which wili be required as the Nicaraguan economy makes the transition
into higher value added activities which will be required in the first decade of the next century.

Thus, during the CDSS period, we will lay the basis for a free, prosperous, and democratic
Nicaragua which can realize its full potential in the decade 2000-2010.
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