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ASSISTANT
ADMINISTRATOR )
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DEPUTY TEeRiARL
ACTION MEMORANDUM FOR THE ACTING/ADMINISTRATOR
THRU: ES /- ,P
THRU: AA/PPC, Charles Paollllo : f
Cridn CU
FROM: AA/LAC, ab s (Aétlng)
SUBJECT: Program Assistance Approval Document for

Nicaragqua

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

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

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

Waivers: Section 604 (e) of the Foreign Assistance Act, as
amended, prohibits the procurement of any agricultural
commodity outside the United States when the domestic price
of such ccmmodity is less than parity. Rice, corn, beans
and sorghum, all parity items, currently are selling for
less than parity. Section 60« (e) seeks to assure that the
foreign assistance program is not managed in such a way

as to “lepress the market for U.S. agricultural products.
Under section 614 (a), the President has the authority to
waive FAA section 604 (e) when it is important to the security
of the U.S. The proposed transactions are clearly necessary
to support the long term political and economic stability of

L(.iu A '.7
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Nicaragua. The President has signed the Waiver. In
addition, because orf the critical timing involved in
implementation of thess activities, your approval is
requested to permit procurement of off-the-shelf items
having thelr origin in countries included in AID Geo-
graphic Code 935.

Justification to Conaress: Congress held hearings on the
proposed program on September 11, 1979. The 653(b) and

Advice of Program Change waiting periods expired on August 10,
1979, and August 15, 1979, respectively. The objection to

the reprogramming request was withdrawn on September 13, 1979.

Recommendation: That you sign the attached PAAD Facesheet.

Approved: <:’

Disapproved:

pate: /1 7/'7<7

Clearances: <Z)
LAC/DR, M. Brown datec) U"h’g

LAC/CEN, R. Gomez {Subs) date 9/25/
GC/LAC, J. Kessler ./ & &' date ~/7& /-
FM, D. Stafford (Subs) A\ cate 9/26/7
SER/COM, %. Schmeisser e} date ﬂa1?§
PPC/PDPR, B. Sidman__ (Subs) | date 9/25/79
GC, M. Ball AR date” 7/2¢/75
LAC/DR, C. Leocnard {Draft) date 9/25/79
LAC/DR, I. Levy K date_

LAC/DR, R. Mathia (Draft) date 9/25/79

LAC/DR:SJacobscon:ew:9/26/79:x23404
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Commodities to be procured with the local currency proceeds of the
cash gran+ include rice, sorghum, beans,scales, motors, pumps, ccrn,
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Th» recent civil strife in Nicaragua has strained that countrv's
financial resources and left its cconomy ir shambl:s. In addition

to physical damage to many of the urban centers, there has becn
severe dlbruleon of economic activity resulting from extensive
losses suffered by the country's banking, commercial and industrial
enterprises. Unemployment is estimated to be as hieh as 30% of the
labor force. Agricultural production has been sharply reduccd and
credit is virtually nonexistent. Capital flight has left the
country's fOTLl”n cxchange reserves at a precariously low level,

The country is virtually bankrupt.

The purpose of the $3.0 million  cash transfer _ _ is to provide
immediate budgﬁtarv support for critical rehabilitation activities
and to provide much neceded foreign exchange to help maintain
economic stability and ameliorate balance of payments nroblems.
Local currency generated by the grant will be used to support a
graln stabilization program ($6.0 million) and a shelter program
i_] m11110n1 The local currencies generated will anangQ_Lnem___
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purchase of agricultural commciities, and supplies and equip-

ment for the srain ctabllicatricon orozram as waell as construc-

tion materials and contract services to regfair and replace

homes that were destrcocyed Jduring the recent cilvil war.

It ic centexplated that because of the energesncy nature of

these activicies, procurcement of most commodities (other than
moton vehlicles) will ccrur in lilcaragua.  Appraval of prccure-
ment of ‘~the-chell conmedities, having theirorigin in countries
included in A.I.D. 3eographic Coce 935 (free VWorld), 1s resuested.
Exclusion of procuremnent from free world countries would seriously
impede attainnent of U.S. Ioreign policy objectives and objectives
of the fecreign assistance programn.
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II. Svmmarv and Recommendations

A. Grantee

The Grantec 1is the Government of Nicaragua (GRN). A Grant
Agrecment will be signed by the GRN and USAID providing up to
$8 million to the GRN in Lconomic Support Funds (ESF). The
USAID will si:n separate activity agreements with the Ministry
of Housing (MDV) for $2.0 million to implement emergency repcir
and reconstruction of houses damaged or destroyed by the recent
war and with the Instituto de Comercio Exterior e¢ Interior (INCEI)
for S6 million to {inance a grain stabilization progran, under-
take needed repairs to silos and other equipment damaged by the
wan.iﬂd purchase additioral equipment *to maintain the grain distri-
buticn system,

B. Goal and Purnpose

The purposes of the $8 million cash grant are to provide

immediate budoctary support for critical rchabilitation activities
and to provide much neceded forcign exchange to help maintain
economic stability and ameliorate balance of pavments problems.
The GRN will use the cash grant to establish a local currency
account that will be used to: (1) permit INCLEI to purchase

rice, sorchum, beans, and corn from small farmers in Nicaragua

in order to ensure stablc and rcasonable prices for both consumers
and farmers; and (2) support a shelter sector pregram for approxi-
mately 9,000 urban and rural poor people who are largely without
shelter as a result of the recent civil strife. The goal of the
cash crant is to cuntribute to the short-term recovery of the
Nicaraguan economy,

C. Outputs

Major anticipated outputs will be: (1) a viable program of pur-
chasing and selling basic foods through the Instituto de Comercio
Exterior e Tnterior (INCEI);and (2) approximately 1,500 new or
rehabilituted homes located principally in the Managua and
Masaya area. On 2 more general level, the project should help the
GRN control its balance of payments problems.

D. Beneficiaries

Approximately 1,500 rural and urban families in the Masaya and
Managua areas, most of whom are currently without shelter, will
benefit from the housing program. More than 400,000 small
farmers will benefit from the grain stabilization program, as
will the vast majority of the urban poor population, estimated
at 250,000 people, who will be ablc to buy basic grains at a
reasonable price.



E. Inputs
The $8 million cash grant will be disbursed to the Central
Bank as soon as the agreement is signed. Local currency will

then be utilized for critical rehabilitation activities such
as those described below:

1.. Instituto de Comercio Exterior e Interior
(INCEI) ,
a. Local purchase of grains $5,000,000
b. Emergenc, rcpairs and
procurement 1,000,000

Sub-total $6,000,000

2, Ministry of Housing (MDV)

a. Small repairs $ 70,000
h. Major repairs and

rehabilitation 1,430,00¢C
c. Reconstruction 500,000

Sub-total 2,000,000

INCEI will purchase approximately 32,000 metric tons of corn,
beans, ricec and sorghum. The crops will be stored in approximately
100 storage depots and two terminals and will be sold at 23
distribution points in rural and urban areas. Up to $1 million
will be used by INCEI to repair silos damaged by the recent
fighting and to purchase spare parts and equipment that were

elther damaged or stolen during the war.

The $2 million will be used by the MDV to hire foremen and other
personnel to supervise rcconstruction and to pay for construction
contracts between the “MDV 2nd private contractors. The MDV also
will establish a materials bank consisting of cement block,

sheet roofing, beams, etc. purchased from local suppliers.

> )

F. Disbursement Procedures

The $8 million grant is being provided as an emergency cash
grant to the GRN. The GRN will set up ang0 million cordoba
account in the Central Bank and all disbursements for INCEI
and the MDV will be from this account. The Central Bank will
be required to follow normal financial reporting requirements
showing how the local currency 1is used. '



G. Procurement Procedures and Waivers

Goods and services financed with the local currency proceeds of
the cash grant will be procured consistent with sound commercial
practice. Most purchascs are cxpected to be made off-the-shelf
in Nicaravua or trom neighorins Central American countries.

The eligible cturce and origin of off-the-chelf commodities will be the
Free wWorld (Code 935)% All motor vehicles purchased will be

of U.5. manafacture. Conmodities to be financed under the cash
grant include rice, sorghum, beans, corn, scales, motors, pumps,
temparature sensing devices, belts, screws, vehicles, seeds,
fertilizers, cement, and other construction materials.

Approximately 55 million of the cash grant will be used to
purchase 32,000 metric tons of agricultural crops, including
corn, sorghum, rtice and beans. Section 601(e) of the Foreign
Assistance Act of 1961, as amended, prohibits the use of foreign
assistance funds for the procurcment of any agricultural
commodity outside the United States when the domestic price of
such cemmodity is less than parity. The market price of corn, pbeans
rice and sorzchum 1s below the agricultural support level.
Section 6li(a) of the Act permits rne President to authori:ze

the use of funds made available under the Act for offshore
procurement of agricultural commodities wit!out regard to
Section 004i{¢) if it is determined to be important to the
security of the United States.

The needs of the people of Nicaragua are immediate, and pressing,
and the purposce of the cash grant can be achieved only 1if the
U.S. Government can respond rapidly to those needs.

The President has#etermined that the purchase of the agricul-
tural commodities in Nicaragua is important to the security of

the United States and approved the waiver request. (See
Annex 2g .

III. Backeround

A. Introduction: The Disaster in Perspective

The damage to the Nicaraguan economy from the recent war is
incomparably greater than that of the 1972 Managua earth-
quake. While the amount of physical damage is comparzble -

the damage in both disasters falls within the $§500-3800 million
range - the economic consequences of tne recent war are
considerably more severe. The Managua earthquake destroyed

the capital's commercial center and scme of its housing;

the recent war has sericusly interfered with economnic

activity nationwide, including the planting of cotton and

*We estimate that app~ =inately 57.°19,397 5111 be procured locally.
| S +- _“"‘ o "'"‘."" cC - .
Our_au1¢*gi _o_peft urjent needs bv purchasinag local supplies and
equipment for INCET and the MDV 13 critical to the success cof the
proposed activiti=s.
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focd crops, the conduct of commercial and industrial activity
through looting and destruction of Inventories, and destruction
or damage to manv of the country's industrial installations.
Housing, particularly in the cities oI Es i, Managua, Leon,
and Masava, was also hard nit (see Tapie . The war's

impact on the balance orf payments, the Cross Dcmestic Product,
the fiscal defici:t and employment 1is particularly sevare.

Whil=s the aforementioned offascts ¢f the war can be cuzanti-
fiad, several other equally serious ccnsequences cannot,
Examples of the latter inclucde departurz of many of the
country's entrepreneurs, managers and technicians; the
disruption enta: lad bv the nationalization of Somoza's
estates and the need to rearganize and restarr the z2nterprises
that he owned; the confusicn and uncertalnty concerning

the new covernment's policies, iwtﬁﬂti“ ns, and direction; and
the restructuring ot scveral xev 1&1*1‘Lan institutions. These
factors are having, and will 7\qt1nuo ‘or some time to exert a
profound inpact on the Tovel of inxoﬁtmont and economic activity,
Morﬁ fﬁk, the war comes at 2 time when the Nicaraguan econony
was already beset Dv dirfficult economic problems., Wnils

the LQ 2 earthguaxe :found Nicaragua 1n a rather strong
balance of ravments pcsition, the recent catastrorhe cane

at a time wnen Micaragua Is conirontling a very serious debdt
servicing problem as a result of a substantial amcunt of
short-term berrowing from foreign banks incurred by both the
private a 1d oLbL;b sectors in recant vears. The maturing

of over $300 million in sher<t-term loans in 1979 would have
raised serious ccncern even without the war and its after-

rrects.

As a result of the convergence of these various factors,
Nicaragua now finds itself inm a mcst desparate situation that
1t cnlv can hepe to cope with by means of massive foreign

economic assistance from all prospective donors. Equally
important is the formulaticn oy the new government of a

set of pOllClDS cavable of inspiring the conifiidence of the
country's entrepnrensurs, managers, pro;essionals, and
technicians whose full cooperation 1is essential to Nicaragua's
recgonstruction.

3. Physical Damage Estinates

Preliminary estimates of the pnysical dam.:2 resulting from
the recent war 1s recapitulatad in Table 2. The total damage
comes to about U.S. $380 millicn, with heaviest damage to the
commercial sector (&70 million) and to manuZacturing

industry (3200 million). Note the heavy damage to inventor-
ies: $235 million for beth the commercial and industrial



Table 1

DAMAGE TO URBAN BUTLDINGS BY CITY AND SECTOR
(In Thousands of Cordobas)*

Dcpartmenﬁs Cammearoce Industry Services Housing Total

Estell 47,834 15,592 35,060 118,847 217,333
Matagalpa 18,094 - 19,631 12,022 49,747
Rivas 9,877 - 11,285 12,254 33,416
Managua 12,414 104,746 4,058 80,764 201,982
Chinandinga 4,474 - 1,622 1,823 7,919
(hichigalpa 400 - 252 388 1,040
Misaya 51,540 9,356 850 43,556 105,302
Lebn 53,846 1,722 27,286 44,511 127,365
‘TUTAL 198,479 131,416 100,044 314,165 744,104

Souroe:  Study prepared by the Vice Ministry of Plannirz,

* 10 Cérdobas

= US$1dollar

Ministry of Housing and Settlement
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Table 2

NICAPAGCA: PHYSICAL DAMAGE RESULTTNG rAii CIVIL WAR
(In Millicns of U.S. Dollars)

Housing 42.7
Infrastructure 35.3

Ecucaticn 10.3
Health 10.6
Urban Infrastructure 6.2.
Teleccomunications 2.2
Pcwer 1.1
Transgort 5.0

Livestock 27.7
Manufacturing Industry 200.0

Machinery and Ecuimment 80.0
Buildings arnd Instz=llaticns 20.0
Inventcries 60.0
Frozen Unccllectakle

Accounts Receivebles 40.0

Camrercial Secter 270.0

Buildincs 20
Furniture and Equizment 5.
Inveatcries 175
Accounts Receivables 70

Other 5.0

Scurce: CZPAL - Nicaracua: Proveccicnes Ecendmicas de lcs
Acontecimicentes Polfiticos Pecientes, ~ugust 14, 1379 on
the basis cIf cata sugplied by the Government cf
Nicaragua




TABLE 3

AGRICULTURE PROBUCTION

(1958 Cordobas zonverted to USY)
Year 197771973 1978/1979 1979/1980
1 2 3
Total $143,020 $164,060 $103,460
Export Products 106,870 120,110 67,670
Sesami 520 650 650
Cotton 47,490 52,750 9,980
Cotton Seed 6,560 7,430 1,410
Banana 6,320 6,760 5,390
Coffee 35,160 41,460 41,020
Sugar Cane 9,530 10.020 8,500
Tebacco 1,290 1,040 720
Domestic
Staples 36,150 43,950 35,790
Rice 6,090 7,540 6,380
Roane 5,400 7,270 3,500
Corn 6,620 9,280 4,200
Sorghum 1,950 2,910 2,940
Tobacco 730 820 590
Other 15,360 16,130 16,130

Source: CEPAL Repercussions Economicas de los Acontecimientos

Soliticos Tecientes, 14 de Agosto de 1979.
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sectors. In the iudustrial sector, damage to machinery
and equipment is heavy. Damage to buildings is only a
fraction of the damage to inventories in both sectors.

The CEPAL repcr: estimates that of thefcur hundred indus-
trial enterprises that were in oreration before the conflict,
about one hundred have suffered serious damage which in some
cases resulted in total destructio. of the buildings,
installations, machinery and inventories. About half of
these arz medium and Particularly severely affected
are the industries the Northern Highway of Managua.
These include plan s of botflﬂng, plastic manu-
ffacture, paints, £ .CS, paver and printing.
Substantial damage establishments occurred
in Esteli and Masaya.
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The econonic impact of ¢he war on the agriculture sector is
equallv as sericus esnecially glven the country's extraordinary
denerdence upon umr1c111v1¢. The agricuiture sector and parti-
cularly cottee, cotton and cattle account for 60% of the exports
Forty-six percent of the economically active population works

in the agriculture sector, and a high percentage of industrial
investment is feound in the agricultural transformation and
agricultural service industries.

The war has seriously deplcted .. © - «iv0" - food reserves. The
total supply is estimated at only metric tons (6% of
normal):

(8]

Food Reserves

Crop Quantity
(metric tons)
Corn 9,250
Beans 345
Rice 850
Sorghum 940
Total 11,285

The food crop situation is rather aggravated by shortages in
fertilizer and sceds, supplies, insecticides, tools and other
equipment, and the working capital required to plan the next
scason's crops. Supply 1is not expected to increase appreciably
during the present harvest. Major fighting occured in prime
growing areas during April and av when the land preparation
and planting season began, therebv reducing the spring

harvest and delaying th2 fall planting. The latter is limited
almose sclely to scerghum,

Currently there apnecar to be adequate food crops planted to
discount any possibility ~% major tamine, but future supplies
and price levels are uncertain. Much of the irrigated rice
lana was experimental and only part has becn planted.
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The above table also shows the negative impact
of the war on traditional export crops. Cotton production,
traditionally a small farm crop, is about 1/4 to 1/3 of
normal and coffee production is expected to be off bv up to
20%5. As a result, foreign exchange earnings will drbp
significantly.

Dairy, beef, pork, and poultry production also suffered
severe losses during the war. The following table gives
estimates of losses in thesec areas that are related to the
civil war:

Table 4

Meat and Dairy Losses

Type Quantity

Dairy and Beef Production

Bulls . ' 300 head
Inventory reduction in female cows 100,000 head

Lost milk production 1,500,000 liters
Porl: Production

anrs 30 head

Market hogs 5,00V head
Poultry

Laying hens 100,000 hens

Fryers 130,000 chickens

Source: CEPAL ard Banco de Desarrollo Agropecuario

C. Impact on GDP and Emplovment

More significant than the amcunt of the physical damage are-
the consequences in terms of lost production. In the case

of crop production alone, CEPAL estimates that the production
in the crop vear 1979-1930 will be 37% lower than the level
of the preceding yezr as a result of the conflict. There

is no comparable figure for industryv. However, CEPAL
estimates that as a result of the conflict, emplcyment in
manufacturing industry declired from 30,000 tc 45,000.
Additional 2llowance should be made for income foregone

due to the paralysis of business establishments, for capital
flight, and for the "plundering" of foreign exchange reserves
by the previous gzovernment just prior toc its departure.

The -total foreign exchange losses through capital fliight or
illicit withdrawals are estimated at about $600 million.
Thus, the total damage could be estimated at §1.5 to §2.0
billion, broken down as follows:


http:product.on

-11-

Physical Damage $580 million
Reduction in the Gross

Domestic Product 1/ _ $630 million
Loss 1in foreign exchange

reserves $600 million
Total $1810 millicn

The §1.8 billion estimate exceeds (by 20%) the whole amount
of the country's 1978 GDP 2/. The estimated value of the
physical daﬂage alone constitutes 39% of the 1973 GDP.

The Central Bank's projection of GDP in constant 1958

cordobas for the period 1979-80 appears in Table §. Note

that the ccuntry's Gross Demestic Produc* nad already declined
by 7% 1in cons‘ nt terms in 1978, and 1is projectad to decline
by another 253% in 1679. All sectors are scheduled to decline

5

this vear - agzriculture by 3%, manufacturing nﬁustry by 273,
constructicn oy 54%, commerce by 429%, and *er iary activities
generally by 225%.

A substantial recovery of the GDP (by 18%) 1s projected for
1980. The highest rates ot Tecovery are projected for

cons<truction (105% , commerce (49%), power (20%), and other
services (37%). The recovery pro‘actea for manufacturing
industries in 19380 -- 13% -- mignt well be greater. On

the whole, the 1950 pr o*ection stTikes us z2s being plausible,
though conservative. Da“1d Tecovery in tne two vears following

a disaster is in line with recent experience in other
countries, notably during the nost-earthquake period in the
case of Ni;arbgua (1972-74), and Guatemala (1976-77), owing,
in large part, to substantial activity in the construction
industry and its ripple effacts on other sectors. While the
structural problems currently facing Nicaragua are obviously
much more serious than in the case of these cther disasters,
a substantial recovery of GDP over 1980-81 can nevertheless
be expected, provided the country receilves prcmpt and sub-
stantial economic assistance and that the government 1s able
to formulate a set of specific policies that are reassuring

1/ Calculated on the conservative assumption that the 1979 real
GDP would have been identical to that of 1973 without the w

2/ Equal to 15,026 million cordobas (in current prices) or
US §1,503 million at US §1 = 10 cordobas.
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NICARMGUAIGIRISS DAMESTIC pRCHUCT
(In #illions of Constant 1958 Corxdcbas)

COS IVHESTIC PRODUCT Percent Changes
1977 1978 1979 1980 1978/77 1979/78 1880/79
LSS W itE e vRODUCE 6,822.8 -6,355.3 4,764.8 5,631.7 ~6.9 -25.0 i8.2
Priiary fotivities 1,497.2 1,594.4 1,392.4 1,450.1 6.5 -12.7 4.1
fariculture 961.1 1,034.5 G53.0 921.6 7.6 -7.9 ~3.0
Larestoch 4.11.9 4c64.1 378.8 454.2 5.0 ~18.4 19.9
Sitlvicaluure 39.3 38.4 23.0 23.6 ~2.3 ~40.1 2.6
& Merine Praducts 54.9 57.4 37.6 47.7 4.6 ~34.5 26.9
' Seaulary Activities 1,958.5 1,817.0 1,280.9 1,530.7 ~7.2 -29.5 19.5
Mot cctere Industry 1,599.5 1,597.7 1,170.8 1,321.6 -0.1 -26.7 12.9
Gonstiraction 340.4 199.9 §2.4 130.5 -41.3 ~53.8 10€.2
Mining 18.6 19.4 17.7 18.6 4.3 -8.8 5.1
Tertiary foetivities 3,367.1 2,943.9 2,091.5 2,656.9 -12.6 -28.9 26.7
Coonnerae 1,4688.1 1,261.7 737.8 1,102.4 -14.1 ~41.5 49.4
Gunieval Govevionent 314.6 384.1 377.0 395.9 11.5 -1.8 5.0
Tratojort aodd Conunications 373.2 307.4 253.7 291.8 -17.6 -17.5 i5.0
Boodis, lncarences and '

(lier inesoial Institutions 225.6 210.7 176.1 184.1 ~6.6 -15.0 2.8
Ponacr and potable Hater 189.3 175.3 156.3 1¢0.4 ~7.4 ~14.3 20.0
Houzir g 329.8 266.5 157.4 227.0 -9.8 -33.4 15.0
Other Scervices 437.5 308.2 18G.2 269.3 -29.6 -36.3 37.3

Source:  Centrel Bank of Nicaragua
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show only disbursements of existing loans that have alrecady
been signed without making provision for new loans expected
or under negotiation; in addition, all ameortizaticn pavments
that fall due during 1979-81 are included for nrivate and
officia! capital, revardless of whether they are owned by
private banks, forcicn governments or international financial
institutions. The overall balance of payments deficit is
approximately US §826 million in 1979, then declines
sharplv to 3312 million in 1989 and to 5145 million in 1981.
Over the three vear veriod, 1979-81, external resources gap
is &pproximately 51.3 billion.

Suggestions as to how this deficit will be financed are
extremely hvpothetical at this time. Annex 1 , Table 4
sheows the projected financing from all donors (plus refi-
nancing of the maturing debt) at $532 million for 1979,
leaving an unfinanced gap of $794 million. Over the threce
year period the unfinanced cap is $3i7 million.

The reasons for this large balance of payments gap are
numerous.

1. A very substantial private capital outflow:
according to the Central Bank's still very preliminary
estimates, capital flight comes to scme $377 million
for 1970, While this amount is treated as a private outflow,
it includes the foreign exchange resources withdrawn by
officials of the Somocza government just vprior to its cbllapse.

2. A substantial amount of short-term private
debt contracted by both the private non-banking and the
financial sector due in 1979. The sum is estimated at §323
million (Sce Annex 1 Table 4.

3. A substantial amount of short-term public debt
also maturcs in 1979, This debt was contracted for the most
part by autonomous public institutions such as the housing
bank 1/ and the National Bank which had overextended them-
selves and recalized large operating losses as a result of poor
management and political interference. According to available
official estimates, total public sector loans falling due in
1979 amount to $281 million, of which $147 million Z/is short-
term debt.

1/ BAVINIC

2/ Includes obligations of commercial banks that were
recently nationalized.
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4. Finally, exports are expected to be seriously
depressed in 1979 as a result of reduced coffee prices and
a substantial decline in manufacturing exports.

On the assumption that amortization payments due in 1979 will
be refinancei (i.e., converte’ into medium-term loans), and
that capital flight will cease, the balance of payments
problem in 1380 will be limited to the current account.
However, th: current account deficit will deteriorate dras-
tically in that vear. It is expected to change frcm a $36
million surnlus in 197% to a $239 million deficit in 1980.
Exports are expected to decline again in 1880 to 3524 million,
or 19% beiow the 1978 level. The main factor behind this
decline is the fact tnat the 1980 cotton crop 1s expected

to be some 66% below the normal level owing to the unavail-
ability orf rfertilizer and insecticides at planting time as well as
interference with plantinz as a result cf fignting  and
threats. 2/

imports should be expected to rise substantially in 1930 on

the assunption that the international community will make
foreign exchange available to finance reconstruction and

minlmum consumption requirements - substantial increases are
projected in the importation of intermediate and capital

goods for both industry and agriculture to repnlenish inventories
and provide spare parts and replaccment machinerv essentiatl

to reactivate the economy. Total imports are expected to
increase {rom 5459 million in 1979 to $760 million in 1980 and
$798 million in 1981.

E.- The Fiscal Gap

The war is expected to have a substantial impact on govern-
ment revenues and on the fiscal deficit in both 1979 and

1980. During the first semester of 1979, revenue collections
declined by 13% in comparison with the £first semester of

1978 in spite of government efforts to raise receipts

through new tax measures and improved enforcement. The
outlook for the second half of the year is considerably worse.

Current revenues in 1979 as a whole-are expected to decline
by nearly 30% in relation to 1978 as a combined result of
reduced agricultural and industrial production, depressed
business activity, lower incomes, and a substantial reduction

3/ Many planters were discouraged from planting by direct
threats of vinlence during the months preceding the
ccllapse of the Somo:za government.
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in the importation of non-essential consumer goods throughout
the year. Moreover, the tax administration machinery simpnly
ceased to function in June and July and was still in a confused
state in August.

In the area of current expenditures, the Central Bank's
projection shows a slight increase in 1979, but only because
of the substantial increase in interest payments on the
external public debt. If we subtract interest pavyments from
current cxpenditures, the projected level is about $166 million
for 1379 and slightly higher in 1980. The capital account pro-
jection for 1979 is about $1.8 billion cordobas (5180 million).
This includes fairly high amortization payments to the commercial
banking system.

The Central Bank nrojections and the CEPA projections both indicate
a fairly drastic cutback in capital expenditures, other than

debt amortization pavments, from $87 million to $11 million.

(See Annex 1, Table 35).

Current revenues according to CEPAL are expected to show a 10%
increase in wage payments over the 1979 level as well as moderate
recovery in other items. The Covernment expects to improve
revenue collection procedures in 1979 and 1980 and projects

that the deficit in current account operations will decline from
900 million cordobas in 1979 to 435 million cordobas in 1980.
(Sce Annex 5, Tabie 2) Capital expenditurcs, other than debt
amortization are expected to return to the 1978 level in 1980,
while the overall budgetary deficit is ferecast at US $140
million, or slightly below the 1978 level.

Although bascd on preliminary estimates the facts that clearly
emerge from this analvsis are: (a) current revenue collections
in 1980 will be at least US $50 million below tue 1973 level,;

(b) the US $76 million in external debt amortization chargc that
falls due in 1979 cannct be »naid and will require refinancing,
(c) even after the drastic cutback in actual capital expenditure,
the overall 1979 budgetary deficit will reach US $180 million,

or 15% above the 1978 deficit level and double that of 1977,
Thus, the government is facing a serious fiscal problem at a

time when additional resources are required to reactivate
the economy and begin the reconstruction task.

F. Rationale for Use of Cash Grant

The cash grant mechanism is the fastest and most efficient way

in which the U.S. Government can respond to both the priority
needs of urban and rural Nicaraguans and to the country's pressing
economic requirements. The country is bankruot, both with
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respect to forecign exchange reserves and fiscal resources. The
situation is especially precarious in the agriculture and con-
struction sectors. Approximately 25,000 people are now homeless
as a result of the war. Fcod shortages are becoming more
common, even with contributions from the international donor
community. Although corn and rice are now be.ng harvested,

the commercial and government banking systems do not have the
resources to purchase these products and distribute them
throughout the countrv. Thus, the country faces the verv real
possibility of farmers leaving the Larvest to rot in the field:
and consumers facing spiraling prices for agriculture
products.

The proposed cash grant will help aleviate the situation. It
will nrovide approximatcely 32,9 million for materials for
rebuilding homes damaged or destroved during the civil war and
approximately 55,1 million {for working capital for INCEI, the
grain stabilization institution, to purchase part of the harvest.
An additional S1.0 million from the cash g¢grant will be used by
INCEI to repair silos and procure vehicles and other equipment.

The country's needs are immediate. An effective grain stabili-
zatlon policv will enable the GRN to purchase needed agricul-
ture products - at a reasonable cost and distribute these

products to the rural and urban population. Delavs in executing
this program may lead to unforeseen hardship, tood shortages
coupled with a hich rate of inflation in the snort run and
jeopardize the new government's avillity to develop new programs
and policy that will benefit the rural and urban poor.

G. Implications of the Analvsis for the U.S. Economic
Assistance Procranm

To have maximum impact on the economy's recovery prospects, the
cash grant should meet the following criteria:

1. Immediacy: the most desperate need is for foreign
exchange NOW. Aid received during the next six months (begin-
ning September, 1279) has a greater value to the Nicaraguan
economy than assistance received a vecar from now.

2. The program should, 1r 2t all possible, contribute
to the rcduction of both the balance of payments and the govern-
ment's fiscal deficits.

3. Funds should be channelled into programs that
generatz immediatc emplovment. The unemplovment problem is
expected to be narticularly severe Jduring the balance of 1979
and the first quarter of 1980.
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4. Help in removing bottlenecks to the resumption of
economic activity in both the agricultural and manufacturing
sectors. There 1s an urgent need for the importation of a
broad variety of raw materials and intermediate goods to feed
current production and rebuild inventories. There is also an
urgent need for replacement parts for vehicles and machinery
and for new machinery to replace that which was seriously
damaged or destroyed.

H. Policies of the Government of National Reconstruct1on
TLRV

MAusterity, producticn, and equity are the principal themes
0f the GrRN's approach to the monumontal protlems it facos.

znX is pursuing a nen-inflationaty credit pollicy,
lihTatlng Crodlt expansicsi witi o acgulsition
ciaange 1t hes temperarily doflated the soonony
T 500- andg 1000-cordoba notes fer sivomonths,
> Ttino 1t to channol mare Crodll to hlignosti

S0, Vlrtuallv all of the littlc credit that
created is being dedicated to production.

e covernn Tity to ajgricultursl
product TT o 2ot 28 qauch
crain = nine weexs of o the
plantins an AeIoTm s TOros-
tedly ¢ ZTnO1S Droauctlon
and tha not undernine the
urgcnt
The ban facilitating the
TooupeT 1ts pinched
rcsourc
Lquity creciderntirns nesirnsn tha wolicies of the G e
S July 1070 "Dep e o b Teega R f‘*{'."”"“ AU L

SE O PAGSULTR D the Junta oor tle Government of

Nallonal Hoconno-uctiant containg tho Ishicwliie werdy:
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"This program...sets the foundation of the new
Nicaragua and of a democratic state committed to
social justice, and it initiates a revolutionary

and nationalistic process ot profound transformation
which will assure full participation of all sections
in the political life, reconstruction, and integral
development of the nation and in the humanist trans-
formation of Nicaraguan society...

(The goal is) the substitution of the traditicnal

paternalistic principals of government, with respect
\ to the economy, with governmental action which pro-

motes and stimulates individual and collective

participation of all Nicaraguans in the solution

of their own problems...

A medium-term plan of reconstruction, transformation,
and socio-economic development will be elaborated and
executed. Its goal will be the substantial improve-
ment of the level and quality of life of our people,
based on the expansion of national production and on
equitable distribution of wealth.”

I. Strategv
By far the biggest constraint on Nicaragua's economic recovery
is the shortage of forzign exchange. High priority import needs
e.g. for acricultural inputs, agricultural and industrial
machinery, raw materials and transport -- far exceed its mini-
scule reserves, and in the best of circumstances, there are

going to be shortages for some time to come.

In order to relieve these serious foreign exchange shortages,
the U.S. is tentatively planning an FY 79-81 program which will
disburse about $175 during this period. This will be broken
down as follows:

Assistance Obligations FY 79-81 Disbursements
1. FY 80 supplemcntal
package
a. CIP 75 75
b. Development
loans 20 17
2. FY 81 development
loans 30 5
3. Title I PL-480
(FY 79-81) , 38 38
4. Eximbank and OPIC
(FY 79-81) _40 _40

[y
[l
(9]
-]
~J
w

Total
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However, even before any large-scale relief effort, the U.S.
is planning an $8.8 million emergency program in FY 79. This
will be made up of $800,000 for operational program grants
and $8 million for a cash grant, which is the subject of this
PAAD.

J. Other Donor Programs

1. Export Import Bank and OPIC

Eximbank and OPIC lending and guarantees will reach at least
$40'‘million during the FY 79-81 period. As a first step, on
August 23, Eximbank approved a $7.5 million guarantee of a
$10 million Wells Fargo one-year loan for purchase of agro-
chemicals.

2. IDB
The IDB has developed a major program of reconstruction assist-
ance for the GRN and it will commit $100 million in new projects
by the end of CY 79,as follows:

Agricultural credit $ 43.5%
Industrial credit 30.0
Small Projects
{5 COQP loans) 2.0
From Venczuelan Trust Fund
for counterpart®# 20.0
Technical assistance 5.0
$§100.0

The Bank is also actively working with the GRN on a public works
reconstruction program for public buildings, schools, etc. on
the order of S$S50-565 million to be committed in late CY 79 or
early CY §80.

The IDB also has a $87 million pipeline for the Rio Blanco-
Siuna highway, feeder roads, rural health, rural electrifi-
cation, university education, agrarian reform, industrial
credit, small city sanitary systems, and technical assistance.

3. IMF
The .0 has just approved $21.5 million of compensatory financing
for hicaragua. We are estimating that an additional 35117 million

will be disbursed between now and the end of CY 1981 from standby
agreements, the Extended Fund Facility, and .perhaps che Witteveen
Facility.

* including 512 million from IFAD.
¥* 25 vears at 7

o,
9
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4. IBRD

The first »nost-revolution IBRD team is scheduled to visit
Nicaragua in September. The IBRD is considering a $50
million program loan which will start disbursing early in

CY 1980. ©New projects are also likely in such areas as agri-
culture, power, water supnly, and housing.

The IBRD carries a $10 million pipeline: $18 million in
power, $9 million in education, S10 million in Managla water
supply, and 53 million in rural sanitation.

5. Others

Several European countries have contributed to emergency
relief programs, and some pledges have been made for recon-
struction assistance by Germany ($10.9 million), Spain ($7.7
million), and Sweden ($3 million). The UN High Commission

on Refugees is making available $3 million for housing, and
Canada has offered 55 million for agriculture, education, and
health.

At leuast five donors in addition to A.I.D. have vplans to help
Nicaragua rebuild and repair homes. The United Nations will
provide 3600,000 for new construction and repair of damaged
homes in the Esteli area and possibly elsewhere. The Govern-
ment of Venezuela will contribute cash and prefabricated homes
for approximately 1,000 familiec¢. FUNDE and CEPAD are donating
$250,000 for self help projects using A.I.D. funds, and the

IDB is discussing modification of its hcusing construction

loan to include emergency construction.

Iv. Detailed Description of Uses of Cash Grant

The proposed $3.0million emergency cash grant consists of two
components: (a) up to $.0 million to finance a grain stabili-
zation program, including the purchase of basic grains ($5.0
million) and the financing of emergency repairs and equipment
($1.0 million) for the Instituto de Ccmercio Exterior

e Interior (INCEI);and (b) up to $2.0 million for low-cost
housing repair and reconstruction. The grant will be disbursed
to the Central Bank as soon as the Project Agreement is signed.
The USAID will sign activity agreements with the two implementing
agencies, INCEI and the Ministry of Housing (MMDV). INCEI will
manage the grain stabilizatlon program, and the MDV will be
responsible for carrying out the housing repair and reconstruc-
tion program. The Mission is also reauesting authority to
transfer up to $1.5 million between the two activities.
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A. Grain Stabilization Procram

INCEI's food reserves have decreased tremendously, in part
because of general disruption within the commercial sector
which began even before full scale fighting erupted and in
part because its food stocks werc looted and facilities and
equipment damaged or stolen during the war. Tnis has created
short term focd shortages. However. perhaps even more impor-
tantly, until I[I/CEI reserves increase sufficiently to.allow
it tq stabilize prices for consumers aud farmers, Micaragua
will experience excessive price fluctuations which in turn
discourage food gra2in production. Also, in the short run,
there is the urgent problem of assuring the purchase and
storage of the "primera' harvest, which commences within a
few weeks, at a time when INCEI's purchasing nower has been
drastically reduced. '

In order to deal with this problem, approximately $5.0 millicn
of the grant 1s for budget support to INCEI. It will be used
to purchasec rice, corn, sorghum, and beans from the date the
agreement 1s signed through February 1380. This amount,
coupled with sales during the period, should assure adequate
reserves for the drawdown during the months of March through
August.

INCEI plans to purchase up to 50% of expected crop production
in its traditional areas of operation. The projected purchases
are:

AJI.D. Other Total
Metric Value Metric Value Mletric
Crop Tons (US $000) Tons (US S000) Tons Value
Corn 14,912 $1,809 10,535 $§1,274 25,447 $3,083
Beans 2,068 1,046 2,168 740 5,236 1,786
Rice 5,110 1,043 3,878 737 8,088 1,780
Sorghum 8,829 1,102 6,716 779 15,545 1,881

5,000 23,297 $3,530 55,216 $8,530

“_r

Total 31,912
INCE1l's most pressing needs over the next two years are:

Operating Capita?

Budget Support

. Repairs and Recqu . pment of Storage Facilities
Replacement of Heavy and Light Vehicles

SN =



Only 12,007 metric tonc of tasic Zrains are currentlv stored
in INCEI warz2houses, about six percent of its total capacitv.
About 3,740 tons are 1vately owned, leaving INCEI with 9,000
tons of bas:ic rai control consumer nrices. This is far
less than 1s reguirc In order teo control Zonsumer prices,
INCEI neeis to purchase abcout 22,000 metric tons of basic
grains 13,330 tons of corn, 7,200 tens of sorzhum, 5,000
tons of rice, and ,000 tons of bheoans). Procurcment of these
basic creops will cost gboutr 3 miilion. They will occupy
about cne-thnirld orf INCLI's storage capacity; private stocks
will use an alditiconal eone-thivrd of scorage capacity and the
remaining third will be avaliladble to handle food donations and/
or surplus producticn
2. Buduct Suprert
While it is possible for a price Stlblll“at‘on program to break
even or operate 4t 1 nrotit, most basic grain programs lose
[NCET nns ¢en no oxceptiocn. Unwise nrice fixing,
ation oI Ccosts of services, and political factors
tbuted to 1ts current Jdebt of about 521 million.
gailv o without cash.  Its nornal vearly onerating
about 31.5 million INCET must start itswarly
noovoic during September 1278, so that all coperating/
osts must come fron the hudoet and not {rom gross
1 omargins In essence, INCEI wi1ll run a hudgetary
700,909 for the last half of CY 1979 and about
in CY 1239, Transaction margins snould catch up
fullv available in CY 19S1.
5. Repairs and Re-couirment of Storace Facilities

Reports from more than 170 storage areas and the three main
terﬂinﬂls {total storage capacitv otf 3,320,000 aq) indicate an
immediate necd for ecquipment “aulacemhn,, repairs and deferred
maintenance LoLalllng about 1.7 million. Some of these rerairs

will be Jdecne in the Sentcmber-Decenber period, but most can
probably be deferred until into 1930. All must be comnletad,
however, by September 1230 in order for INCEI to achieve full
operaticnal status. The Mission has completed a detalled
inventoryv 5I each storage facilitv. Each will be restored to
its orizsinal condition so that it has sufficient materials and
equipmen: 12 pbuv, test, clean and dry and store the basic
grains. In addition to financing repair of the facilities,
the cash grant will be used to purchase scales and electric
motors that were stelen during the war, replace stolen or
damaged tomperature sensing devices, and replace belts and

SCTrews.



4. Vehicle Replacement

The cash grant also will be used to replace passenger vehicles
and trucks that were rendered unservicable during the civil
war. The Jdisnersed nature of producing and consuming areas
requires <close supervision and frequent shifts of basic grains
between collection and storage points.,

B. Low Cost lHousing Repairs and Reconstruction

Approximately $2.0 million will be used for housing repairs
for disaster victims who are poor or disadvantaged. No AID
funds will be used to repair commercial structures.

The Ministry of Housing estimates that the damage to housing
in Nicaragua is approximately $36.2 million, including more

than 4,149 homes Jdestroved. AID funded repair work will be

located primarily in lanagua and Masaya.

Housing repairs and construction to be financed by the cash
grant fall into three categories:

1. Minor damage to be repaired through self-help methods
by owner or occupunt - 570,000;

2. Maior repairs and rehabilitation by a foreman and a
small team of workers under MDV contract - $1,430,000; and

3. Replacement with new construction of houses damaged
beyond repair - $500,000.

The Ministry of Housing will establish a materials supply fund
to purchase basic materials, including cement block, shcet
roofing, beams, ectc., directly from local factories. The
Hinistry is designing three housing models that will conform
to the post <arthquake construction code.

The recipients of new or remodeled housing will be expected to
pay for the construction services on the following basis:

a. No charge will be made for self-help projects
restoring individual homes ® original size and condition;

b. Enlarged or improved construction will be reimbursed
at cost; and

c. New shelter construction will be reimbursed on the
basis of ability to pay.
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V. Implementation Procedures and Institutional Analvsis

A. Implementation Period

1 be disbursed to the Central Bank immediately
grant agrcement. A.I.D. will sign activity
agreenents covering the proposed $6.0 million for the grain
stabilization program with INCEI and $2.0 million with the
Mdinistry of Heusing. Both INCEI and the ‘linistry of Housing
plan to disburse the cash zrant within the next six to nine
months.

The cash grant wil
after signing tne

B. Implementing Institutions
1. TInstituto de Comercio Exterior e Interior
(INCET)

Under the Somoza Government, INCEI's primary responsibility
was the rcouiation of commerce in agriculture production
(principally basic grains) by interceding in the internal and
export/imnort mariets. INCEI's responsibilities have been
expanded, and it now regulates the exportation of all agri-
culture products, including cotton, meat and coffee and the
importationr of agricultural inputs.

At present INCEI is undergoinyg reorcanization and will probably
be upgraded to cabinet level status. The central office will
consist ¢f a Minister and one assistant and two major staff
offices, the 0ffice of Studies and Plans and a Commercial
Office. 1t plans to imnlement 1its programs through & series

of Empresas, one for each major export crop, ¢.¢. cotton,

basic grains, coffec, or meat.

At this point, INCEI's operating policies with respect to
export creps are still uncertain. The immediate problem is
the continuing management of the Empresa de Productos Basicos
essentially basic grains for domestic production.

2. Ministrv of Housing

The Ministry of Housing will be responsible for rebuilding and
repairing damaged homes and building new homes. The ~roposed
project will be under the direct supervision of a Special
Coordinator who reports directly to the ‘Minister and Vice
Minister. All activities will be channeled through the MDV
Execution and Control Division which is under the control of
the Vice Minister.
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The MDV propcses to establish a materials bank which will
purchase the materials needed for the project for local
supplies. Minor Jdamage will be repaired through self-help
methods by owners and wilth materiais provided bv the MDV with
MDV technical advisors. New construction will be done by
construction contract supervised by MDV personnel.

Separate accounting and reporting will be maintained on the
A.I.D. funds. Under the AID-MDV Agreement threce operational
steps will be followed to account for how A.I.D. funds are
used!

1. Identification of specific work to be financed;

2. MDV formal request for funds with an approved work
plan; and _

3. Signed contracts to perform the work.

The above format already has been used by the MDV to rebuild
and repair damaged homes and for new construction caused by

the earthquake in 1977. No operational problems are expected
in 1implemcnting the procedure. Coupled with this prior experi-
ence, the MDV 1s currently implementing a major new home
construction nronicct financed hy the IDB. This experience
adequatelv demonstrates that MDV personnel are qualified to
undertake the purchase of construction materials, supervision
of self-help construction, and contracting/supervision of

other construction activitics.

VI. Financial Pluan

The §3 wmillion cash grant will be disbursed to the Central
Bank as soon as the agreement is signed. The Central Bank
will disburse the funds to INCEI and the MDV on the basis
of signed activity syh-asrecments hetween A.I.D. and the imple-
wenntlng organizacions. The ‘Mission estimates that the funds
will be budgeted as rollows:

Amount
Ministry of Housing
a) Minor Repairs $ 70,000
b) !Major Repairs and Rehabilitation 1,430,000
c¢) Reconstruction 500,000
Sub-total .§2,000,000
INCEI
a) Purchase of Basic Grains:
Corn 1,809,000
Bean 1,046,000
Rice 1,043,000
Sorghun 1,500,000
b) Repair and Reconstruction 700,000
c) Vehicles 300,000

Total $8,000,000



-27-

VII. Procurement and Disbursement Procedures and Waivers

A. Procurement with Local Currencv Generations

The procurement of goods and services with the local currency
proceeds of the cash grant will be made consistent with sound
commercial practices. Off-the-shelf purchases will predominate
and commoditics of Free World (Ccde 235)r origin will be eligible.
All motor vehicles purchased will be of U.S. manufacture. The
GRN will be required to submit periodic reports on procurement
and disbursecment acrivities showing how the funds are being
spent. The commodities to be financed with local currency
proceeds under the cash grant include rice, sorghum, beans,
corn (approximatelv 52,000 mt.), scales, motors, pumps, temper-
ature scnsing devices, pumps, belts, screws, vehicles, sceds,
fertilizers, cement, and other construction materials. The
purchase of basic agricultural products is authorized under the
provisions of a waiver described below. lormal AID regulaticrs
covering the tranzrert of zzods and services will Le fcllowed.

B. Waiver

Section 604(e) of the Foreign Assistance Act of 1961, as amended,
prohibits the procurement of anyv agricultural commodity outside
the United States when the domestic price of such commodity is
less than parity. Rice, sorchum, and corn. all parity items,
are currently selling for less than parity in the United States.
Section 604 (e) seeks to assurce that the foreign assistance pro-
gram 1s not managed in such a wav as to depress the market for
U.S. agricultural products. The purpose of the proposed pur-
chase 1s to nermit the GRN to purchase basic agricultural
products from small farmers in order to ensure stable and
reasonable prices for both consumers and farmers. This will
assure purchase of the current crop despite recent severe

market disruptions and will eliminate excessive price fluctu-
ations and will contribute to the interim recovery program for
Nicaragua. Under FAA 614(a) the President has the authority to
waive TFAA 694 ) when it 1s in the best interest of the U.S.

The proposed transactions are clecarly necessary to support the
long term political and economic stability of Nicaragua.

C. Disbursement Procedures

Since the necds for foreign exchange and budgetary support are
so critical, the entirc cash grant will be disbursed upon signa-
ture of thec emergency cash agreement. Concerning the expected
drawdowns of local currencies, INCEL will spend approximately
$§2.5 million in October/Novembar, 1979,and $2.5 million in
April/Mav, 1930, to purchase basic food crors. Most of the
remaining $1.0 million will be used to purchase badly neceded
equipment and supplies to reestablish its marketing and

“Praocurement Srom Code 335 1is critical t¢ the suxzcess o7 the pro-
posed activities. The requirercrtsof INCEI zanc che H“J are urgent
and can D¢ met only by permitting the 3SRV to procure cifi-the-snell
and from neighboring countries.
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distribution network. Under the MDV timetable, the $2.0 million
will be disbursed over a 7-month period. Most of the grant will
be needed Jduring the first 3-4 months to purchase supplies and
equipment for a materials supply bank and to finance construction
mobilization exrenses. Thus, local currencies are expected to

be utilized quickly, supporting the initial disbursement of

the full $3.0 million.

Upon deposit of the $3.0 million witi the Central Bank, a
special local currency account for up to t0 million cordobas
will be established. The Central Bank will submit periodic
reports describing the commercial transact.ons to USAID.
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Table 1
NICARAGUA: SUTLARAR! CF BALANCE CF PAYTENTS
(In Millions of U.S. Dollars)
1977 978 1979
Cutrent Rcccunt Balance, Net =175.7 9.9 ég
Trade Balznce, Net -101.8 52.1 109
Bgorts (FC3) Y/ 636.8 646.0 568
Imperts (CF) 2/ -738.6 -593.9 -459
Services Salance, YNet - 84.9 - 52.2 ~143
Tronszors, heo IT 0 7TI0.0 70
Private Carisal, MNet - 62.6 -275.1 —§2§
Direct InvesTents 10.0 7.0 2
Loan Cisturserents 16.0 9.0 -
Amcrtizaticn - 9.0 - 10.0 -322 3/
Camercial Credits ard Cther
(Capital Flicht and =Zx s/
ard Quissicas for 1979-31)- 79.6 -231.1% -3778/
Official Carcizal, Net 196.4 50.9 -lgi
Loan Distursarents 2/ 245.3 101.6 115
. Amcrtization3/ - 50.2 - 52.2 -281 6/
Other 1.3 1.5 2
Arrezrs - 39.4
Errcrs ard Qnissicrs -14.7 - 10,3 -
Overall 2alznce (1 throuch 5)- 56.5 -224.3 -826

(Finarcing of ceficit cn following page)

a/ Projectad as a3 res:dual v

Ntk &

e Central Bank

ANNEX I
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1981

25
- 34

71
-107
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6.
7.

8'

(Centinued)

1980

=312

1981

-145
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Page
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Tctal

1979-31

-1283

Disbursement Projectzicn

Table
1979
Balance of Pavrents Teficits ~-42€
Pro-ectad Yev Tinoncirg
(Ctrar —nan Sew. .S . dsgice-
ance)
Amcunt
Anthorized
ITB s1272/ 15
IBRRD 858/
hegid) 138> 22
Verezvelz Invest-
ment fund 20 20
Cther Ccrcrs
(Bilztaral) 30 10
AID Ererzency 10 10
Insurcrnce Pavments 20 10
Pefinarncing cr
Private Ssctor
Dest 203%/ 203
Refinancing of
Public Sector
Debts o Coomm
rcial Bark-
ing Systen 40119/ 232
Pefinzncirg cf
Ccneessicraory
Debt from
Donor Countries 40 10
Tctal $1074 532

Uncovered gap (-) over 1979-81

$1283 - 966 = 317 -294

25
40
40

10
10

40
20
40

77

15

+57

80
60
102
20
30

10
20

203

401

40

=317
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. Page 3 of 10
Foctnctes to Tzklel

1/ For breaxiown, see Takle S
2/ Breaxic.n in Table 6
3/ greavico.n in Table 7
4/ Central Zank projecticn, The item ccnsists mostly of capital flight,
5/ Central Zank orojecticn ¢n the kasis of existing active lcans only.
nt arcreizaticn payents of new lcans {1.e., not

=d.
6/ IncluZes sheorz-term fubklic sector ckhligaticns to foreign banks in
the Verezuela Investment fund whnich is shewn
es rewWw IDB lcans cnly.
‘cn (urcenditicrnal advance) = SCR LT

smoTad that the SR 17 millicn s

-

a
79, arnd tha*x the I will ke

7
n oamnually beginning in 1880.

10/ Prciectzd bv the Cantral Zank cn the assarcticn that all external
T public dekt to the banking system cutstanéing cn December 31, 7

romegotiated. The arcunt is so large in 1379 cwing to the
censiceracle amcunt of shorsterm debt ¢ autcncmcus cublic insti-
t Zzlls dee in that year.

Scurce: For 1977-78, Banco Central de Nicarzcua. For 1979-31, rrojected by
AlID Eccncic aﬂ'"i':e_~ in clcse collabcraticn with stas of Econcmic
Research Secticn of the Central Z2ank.
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Table 2 Page 4 of 10
EXPCRT PRCCZCTIqlsS 1979-281
(In Millicns of U.S. Dcllars)
1977 1978 1979 1980 1981

Total Ceficit, 7C3 636.8 646.0 563 524 710
Acricultural arZ Marire Products  401.8 375.9 331 281 424
Cotten 150. 4 140.9 145V 58 L/ 163/
Cotfee 198.8 199.6 1572/ 1922/  222%/
Seafood 22.3 14.7 12 10 13
Bananzs 4.5 4.8 4 8 6
Tcbacco 4,2 3.0 3 3 3
Ctrer 21.9 12.9 10 12 15
Manufacture Przducts 225.3 259.3 227 233 275
Focdstuiss 84.3 110.8 123 117 137

eac 3.3 6.7 883/ 703/ 872/

Sugar 27.8 19.6 17 23 25

Cther 20.2 23.5 18 24 25
wood Procducts 10.8 9.7 6 5 5
Textiles 12.0 11.5 6 6 8
Leather ard laather Goods 4.8 8.3 6 5 7
Cramical Prducts 51.0 52.2 43 49 55
Coticnsesed Sv-Products 10.9 12.3 10 6 15
Other 51.5 54.5 33 45 48
Minerals 9.7 10.§ 10 i0 11
1/ Projected by Central Bark. Assumes the follcwing:

In 1979, exzert of 2,460,900 quintalss at a price of $59.0 per cuintal

In 1980, axzcrt cf 13,000 cinwles at a prica2 of $63.0 per guintal

In 1981, exgert of 2,579,000 quintales at a price of $64.0 per cuintzl

2/ Projectad cn basis cf

In 1979, exzcrt of 1,
In 1980, exzerT cf 1,2
In 1981,exgert of 1,3

3/ Assuming an cuttut of
T with an average zrice
1.25 in 1°31.

Scurce: For 1977-78,
AID Eccrcmic

follcwing assuncticns:

2C3,000 cuintales at a price of $120 per cuinta
730,000 cuintales at a price of $160 rer cuintal
90,000 cuintales at a nrice of $160 per cuintal

abcut 70,000,000 ocunds annmallyv gver 1979-81

ger pourd of $1.25 in 1979, I1.00 in 19580 and

. ank of Nicaragua, for 1979-381,
Acviscr In collabcraticn with Cantral Bank

2
il
i
[9¢]
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o) 3
Table Page 5 of 10
IMPCET PROTECTIANGS
(In Millicns of U.S. Dolliars)
1977 1978 1979 1980 1981
Total Imports, CIF 761.9 793.9 459 760 798
Consurer Goeds 177.0 147.9 145 157 141
Non-Durzbles 110.6 93.1 127 130 108
Food 30,7 3.2 Y 52y T3
Pharmaceutical Products 32.3  29.2 47 2/ 40 2/ 35
Other 47.6 37.7 36 38 40
Purakles 66.4 49.8 18 27 32
Passercers Cars 43.5 33.6 E—E/ IEE/ 132/
Other 22,9  16.2 83 13 153/
Intermedizte Gocds 252.5 2i7.28 148 250 255
Mater-zis -cr acriculturs T4g.2 36.7 20 =/ 354/
Materials for Industry  212.3 1381.1 128 2004/ 2103/
Petrcolen Broduces 103.0 89.1 88 123 156
Cruce anz rarzially
Refincd 78.0 57.4 70 85 110
Petrolerm Cerivatives 25.0 31.2 18 38 46
cital Goeds 225.3 139.0 78 230 246
Egricualture 19.5 2.8 10 20 18
Indust=y 113.8  75.2 38 1253/ 1253/
Machirery 51.8 51.9 - - -
Other 62.0 23.3 - - -
Transoercaticn Ecuipment 60.0 25.4 16 356/ 38
Corstructicn Materizls 32.0 25.6 14 502 55 8/
Cther .2 .2 - - -

;/ Inclusive cf decnated foed, Additicnal food imsorts are estimated

as follows:

For 197¢:

Corn:

Beans: 400,000 cuintalas x $35
Scrghum: 100,0C0 quintales x §7
Rice: 100,000 cuintales x S15

For 1980:

Corn: 2,000,000 cuintales x S$9 cer cquintal
wintales x $15 per cuintal - $ 3,000,000

Beans:200,000

300,000 cuincales x $9 per quintal = $2,700,000
5 zer cuintal=
Ter cuintal=
rer quintal=

$6,CC0,000
$700,000

3,000,000

$13,960,000

= $18,000,000

$21,0C0,0C0
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Footnctes “c Table 3 (cont.)

2/ Impcres cf charmaceutical creducts thxouch May cf 1979 totalled

T $12 millicn. It was estimated that $35 millicn will be neeced during
the rest of the year to replace locted and destroved inventcries.
Mcst of this is being brcucht in as denaticns. A further $10 million
allcwance Zor inventery replacement was mace fcr 1980.

3/ Assume:r strict centrol over importation of nen-essential consurer
goeds cver 1979-31.

4/ Allcws Zor the follewing rates of inventory replacement in 1980 and

" 1981:
1980 1981
Materials for acriculture $12 million $15 million
Materials fcr industry $55 millicn $35 ndllicn

In projecting the impert demand for raw raterials and intermediate coeds
acccount was taken of the fact that the recuirements to fesd current
outzut will be belcw ncrmal in 1979 and 1930 cwing to camage to plant

ard ecuizment.

in
5/ Allcws SSQ millicn/1980 for the impcrtaticn of machinery and parts tc
replace destrcyed or cdamased ecuimrent. Roughly similar allcwance wes

macde for 1931.

6/ Assumes an extra requirement for construction materials of abcut
$25 millicn in 1930 and $30 milli~=m in 1981.

Source: For 1977-78, Central Bank of Nicaragua. For 1979-80, AID Eccncmic
Advisor in collaboraticn with Central Bank stafi.
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PRIVATE SECTOR ENTERNAL FINANCIAL CBLICATICNS
TO EE PAID I 1979 AND ANCUNT CF RETIIENCING REQUIRED

In Millicns of U.S. Dollars)

Private Nen-2Banking Sector

Banking Sectcr, Loans Dre

Debt Subject to Bank Guarantees
Amount in Arrears

A3diticrzl Guarzntses That Will be Maturing

Total Cwed or Falling Dve in 1979

fFange Cwed by Central Bank

Totzal of Abcve
Amount Included in Puklic Secter 2cccunt 2/

Total Net Privete Sector Ckblicaticns
Fallirng Due in 1979

Amount Paid Curing Jan.-May 1979

Net Amount Recuired Refinancing

213.0
53.2

322.8
-120.0

202.8

v Pecple who alrezdy paid cordckbas fcr foreicn exchance (to
pay dekts or imzcorss) but have nct received the dollar proceeds.

2/ since orivate banks weres token cver by the ccovernment, their
dekts wers treatad as ¢ £lic serccr cblicgaticns and entered in

the public sector acccunt.

Scurca: Banco Centxal de Nicaraqua, Centro Bancario
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NICARFGUN: REVELTZS AD EEZTITURES O THE C2RAL GOVERSIDT

Current Fevertves 1796 1621 1155 1763
Tax Feverie s 1638 1448 _907 1575
Direct Taxes 392 _363 223 394
Incame Taxes 274 270 173 294

Prcrerty 62)
93 35 102

Other Direct 56)
Indirect (cn Cecnsupticn) 711 626 383 679
Foreign Comerce _494 384 _215 417
Inpert Taxes 453 377 207 408
Expert Taxes 41 7 8 9

Transacticns & Lsgal

CUTENTS | 41 75 81 83
Nen-Tax Faevenues 138 173 _248 182
Currenz Tvoerdituraes 1462 1979 2056 208
Wages arc Salzaries 569 702 9511 1002
Purchase ¢ Goods & Services 385 615 409 449
Current Transisrs 323 362 257 283
Interest cn Public Debt _185 _300 479 _474
Internal 14 53 35 130
Extermal 171 247 444 344

Savings cn Current Cperaticns 334 - 358 - 901 ~ 485
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Table 5
(Continued)

1977 1978 1979 1980

CETRAL

CEPAL  BANK
4. Capital Brerditures 1229 1203 _899 216 931
Direct Invescrent, "Real" 1/ 535 402 61 61 402
Finarcial Investnant 2/ 212 234 14 14 234
Indirect Investment 3/ 206 185 45 44 185
Debt Amcreizaticn 226 382 779 96 110
Internal 58 69 19 19 -
Extarnal 168 313 760 77 110
3. Total Expenditures 2691 3182 2955 2272 3139
6. Overall Surplus cr Deficit -~ 895 -1561 -1800 =-1117 -1331

1/ "2eal Diract Investment" refers to investment directly ancdertaken by the

Cantrzal GoverrTent, such as rcad ¢r scnool constructicn.

Z/ "Financial Invesorent" refsrs to Central Governmant investm

throcuch an zutorncmcus insticuticn which chanrels furds to the
such as a hcusing tank or zn acricultural crsdit kan.

3/ "Irdirect Investments" ars mainiy transfers or subsidies to public

instituticns such as the University.

Scurce: CZPAL Report (Cp. Cit) and Cantral Z2ank

ent undertaxen
orivata seckor,
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Table 6

NICARNGCA: FPLANGED BANK CRZDIT ZaNSIQI, 1879-80
(In Millicrs of Cordchas)

1976/77 1977/78 1978/79 1979/80
Tot2]l Dorestic Bark Credit
Ex<rarsicn ﬁi 1318 _8_:72_ 1303
TO:
Central Cecverrment 69 579 715 800
Autcnacus Instituticns 5 =22 0 0
Private Sectcr 568 338 62 604

Scurce: Central Bank of Nicaragua
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A. GENERA

3A(1) - COUNTRY CHECKLIST

CRITERIA FCR COUNTR)

FAA Sec. 6

FAQ Sec. 481, Has it been determinod
that th2 govereent of recipient country

has failed to take adequate steps to
prevent narcolics druss and otner con-
trolled substences (as defined by the
Compretiensive Dhug fbuse Prevention énd
Control Act of 1970} preduced or nro-
cessed, in vhole or in part, in such
country, or trencported through such
country, from teing cold ilicaally
within the jurisdiciicn of such country
to U.5. Gavernment personnel or their
dependents, or from entering the U.S.
unlavwfully?

FAA Sec. 620(h).
governn

If ascistance is to a
wnt, nas the Secretary of State
deterniinad il 1s ot controlied by
the interuational Cemnunist niovement?

t.’l.‘:

FAM Sec. ’”"(g, If assistance is to a
governnent, is the covernment liable as
debtor or unconditional guarantor on any
debt tc a U.S. citizen for gnods or
services furnichzd or ordered wnere (a)
such citizen has cxhauited available
legal remedies and (L) aght 16 nov
denied or contested by such governnent?

620(r)(1). If assistance is

to a governaent, has it (including
government aoencies or subdivisicns)
taken any action which has tha effect

of nationalizing, exnropriating, or
otherwise scizing ownership or control

of property of U.S. citizens or entitics
beneficially cwned ty them without taking
steps to discharge its ohlications

toward such citizens cr eatities?

103. 1Is
unist country?
stance be proviced to the
Republic of Vietnan (horth
Cambodia, or

FAA Sec. €20(f); Aro. Sec.

recipient cou qtry J Lo
Yill assi
Democratic
i)y South Vietnam,

Vietna
Laos?

The Government of Nicaragua supports
the provisions of the Drug Abuse Pre-

vention and Control Act of 1970.

Yes.

No

No

No




10.

1.

FAA Sec. 620(i). Is recipient country in
any vay involved in (a) subversion of, or
military agaression against, the United
States or any country receiving U.S,
assistance, or (5) the planning of such

subversion or aggression?

FAA Sec. €20(j). Has the country per-
mitted, or failed to ‘3#ﬂ acdequate
measurns to prevent, the damage or
destruction, by mcb J»thﬂ, of U.S.
property?

FAA Sec. 620(1). If the country has
failed to institute the investment
guaranty program for the specific risks
of expropriation, inconvertibility or
confiscation, has the 41D Adrinistrator
within the past year considired denying
assistance to such governmant for this
reason?

FA Sec,
AGLIESECHEOT

620(0): Fishermen's Pro§97'1\n

§ES 5. If country nas seized, or
iiposed any penalty or sanction against,
any U.S. fishing activities in
internaticnal waters,

a. has any deduction required by
Fishermen's Protective Act been made?

b. has complete denial of assistance
been considered by AID Administrator?

FAA Sec. 620(q): Aop. Sec, 504. (a) Is
tha recipicnt country in default on
interest or principai of any AID loan to
that country? (b) Is country more than
one year in default on interast or
principal on U.S. loan made pursuant to

program for which funds appropriated under

Approp. Act, unless debt was carlier
disputed, or appropriate steps taken to
cure default?

FAA Sec. 620(s). What percentage of
country buduet is for military cxpendi-
tures? How much of forecign e<cninga
resources spent on military enuipment?
How much spent for the purchase of
sophisticated weapons systems?
tion of these points is to t2 ceordinated
with the Bureau for Proaraam and Policy
Coordinaticn, RPeaional Ccordinators and
Military Assistance Staff (PFC/RC).)

{Considera-

No

No

Nicaragua has instituted an Investment .
Guarantee Program,

Nicaragua has not seized, or imposed
any penalty or sanctions against, any.
U.S. fishing activities in international
waters.

\’.

The GKN is not in default on interest or
principal of any AID loan. Since the new
government is bankrupt, some of its

loans will have to be rescheduled.

Since the government is new, this infor-
mation is not available.Under the
Somoza regime, the expenditures were
close to g, 1%0f the country's budget.




\

12, FM Sec. €20(t). Has the country No
severed aiploratic relations with the o 5
United States? If so, have they bcen
resumed and have new bilateral assist=
ance agreements been neqotiated and

entered into since sucn resumption?

13. FAA Sec. 620(u). What is the payment The country is current on its

Status of tna country's U.N. oblications? : 4
1f the country is in arrears, were such obligations to the U.N.

arrearaces taken irto account by the AID
Adainistrator in determining the current

PR SR

; AID Operational Year GBucget?
. 1 1
14. FM Scc. 620A,  Hes the country granted No
sanctuary from prosecution to any indivi- :

dual or group which has cermitted an act
of international terrorism? !

15. FM Sec. 659, If (a) military base is Nicaragua does not have any U.S.
Yocated in recipient country, and was +1 4 :
constructed or is beiny :.a':;.tair.ed cr military bases. |
operated with funcs furnished byithe
United States, and (b) U.S. personnel
carry nut military operations from sucn
base, has the Precident deterinined that
the government of racipient cuuntry nas
authorized recular ¢ccess to U.S.

(' correspondents to sucn base?
16. FAA Sec. 666. Does the country object, on No

basis of race, religion, national origin or
sex, to the presence of any officer or employee
of the U.S. there to carry out economic

\ development program under FAA?

17, FAA Scc. 669. Has the country delivered
or received nuclear revrocessing or No
enrichmant equinment, materials or
technology, witnout specitied arrangements
on safeguards, etc.?

FrA Sec. 670. Has the country deiivered
5r FecETVed nuclear reprocessings The country does not have any known

equipient, material or tochnolocy? s nuclear reprocessing equipment, material
the country rot a "nuclaar-weapon state”  or technology.

as defined in Arcicle IX(3) of the Nuclear

Non-Froliferaticn Treaty and on which

detonates a nuclear expiosive device?

19. " FAA Scc. 901. Has the country denied No

{ts citizens the riaht or opportunity
to emigrate?

FUNDING CRITERIA FOR COUNTRY

8.

1. Security Supvortina Assistance Country
Criteria

a, FAA Sec. £023. Has the Department of
State made fin2ings wnicn indicate that
the country his ongaccd in a ceonsistent
pattern of qgrass violations of
{nternationally rocognized numan rights?
1f so, is program 1n accordance with
policy of this Section?




b. FAA Sec. 531, Is the Assfstance to be
furnishced to a friendly country, organiza-
tion, or body eligible to recefve

assistance?
¢. FAA Sec. €09, If cormodities are to  The GRN will receive an emergency cash
be granted <o that sale proceeds will grant in lieu of commodities.

accrue to the recipient country, have
Special Account (counterpart) arrangements

been made?

2. Development Assistance Country Criteria '
34 FAA Scc. 102(c), (4). Ilave criteria New criteria are being developed to \
been estabiished, and faxzen into account, cover these sections. /

to assess coimitment and progress of
country in effectively invclving the poor
in development, on Such incexes as: ==
{1) small-farm labor intensive agriculture, 7
(2)reduced intant mortality, (3) popula-

tion arouth, (4) equality of income

distribution, and (5) unemployment.

b. FAA Sec. 115. Will country be Yes
furnished, 10 same fiscal yoar, either

security supoorting assistance, or Middle

East peace tunds? If so, has tha Congress

specifically authorized such funds, cr

is assistance for population programs, :
humanitarian aid through international )
organizations, or regional programs? Vas

c. FA Sec. 116. Can it be demonstrated
that contemplated assistance will directly
benefit the nredy? If not, has the Depart-
ment of State made findings wnich indicate
that this covernment has engaged in a
consistent pattern of arnss violaticns of
internationaliy recognized human rights?

3A(2) - NONPROJECT ASSISTANCE CHECKLIST

A. GENERAL CRITZRIA "OR NONPROJECT ASSISTANCE

1. App. Unnumbored; FAA Sec 653(b)

(a) Describe how Committees on Appropria- Hearings have been held before the

tions of Scnate .nd icuse nave becn or : F ign Operations
5 will be rotificd concerning tne nonproject subcommittee on Foreig P 2

assistance; House Appropriations Committee.

(b) is assistance within (0Operaticnal No, the assistance is incremenial to

Year Fulqet) covitry ar internaticnal the level that was reported to Congress.
groanizstion ailccation reporced to the  The Advice of Program Change and 653(b)

Sedseasiloninofiore iianislint] Lol notifications have been sent to Congress

over that figure :1' < 10%)? : .
. : and the waiting periods have expired.




TN

cc. €11(a){2). If further leqgis-

ative action 15 required witnin recipient
country, what is basis for reascnabie
expectation that such action will ve
completed in tine to permit orderly
acconplishment of purpoce of tne
assistance?

2. FM S

3. FAA Sec. 209, 619. Is assistance more
efficiently and cffectively given through
regional or multilateral ornanizztions?
If so why is assistence not so given?
Information and conclusion whether assist-
ante will encourace regional cevelogzment
programs, If assistance is for newly
independent country, is it furnished
through multilateral organizations or in
accordance with multilaceral plans to
the maximum extent appropriate?

4. TIM Scc. 661(a)s (and Sec. 201(f) for
deveicpiwent lo2ns). Intormagion and
conclusions wnatner assistance will
encourage efforts of the country to:
(a) increase tne flow of interratianal
trade; (b) foster private initiztive
and competiticn; (c) encourage deveiop-
ment and use nf cocraratives, credis
unions, and savings ard loan associations;

d) discourage ronopelistic practices;
e) improve technical cificiency of
industry, acriculture,and cocrmerce; and
(f) strengthen free labzr unions.

FAA Sec. €01(b). Information and con-
clusion on how assistance will encouraqe
U.S. private trade and investrient abroad
and encourage private U.S. narticipation
in foreign essistdnce proarams (including
use of private ti'ade cnannels and the
services of U.S. private enterprise).

FAA Sec. 612(b); Sec_636(h). Describe
steps taken to assure that, to the

maxinum extent possible, the country is
contributing local currencies to meet

the cost of contractual and otlier services,
and foreic¢n currencies owned by the United
States are utilized to aect the cost of
contractual and other services.

FAA Sec. 612(d). Does the United States
own excess foreign currency ard, if so,
what arrangements have becn made for its
relcase? .

T AT

No further legislation is required.

The project is designed to provide
immediate budget support to the GRN.
It is doubtful that more effective or
efficient assistance could be provided
through regional or multilateral
organizations.

The project may enable INCEI to market
agricultural products more efficiently
and improve their technical ability to
manage the grain stabilization program.

The project is not designed to support
thesg objectives. The FY 81 program
may include assistance programs to
encourage U.S. private trade and
investment programs,

The emergency cash crant is designed to
enable the GRN to meet local currency

requirements related to the rehabilitation
program.

|

i STV o ters R B e

The U.S. does not own excess foreign
currency.




8. FUNDING CRITTRIA FOR NONPROJECT ASSISTANCE

1.
2.
<
q £2b

honoroicct Criteria for Security
Supparting Assistance

a. FAA Sec. 531. How will this 2ssistance The assistance will permit budget support :
sunpwt promote econciiic or political to ameliorate pressing balance of payment |
stability? s

: problems.

Nonoroicst Cri.eria for Development
Assistarce !

a. FAA Sec. 102(c): Soc. 111: Sec. 281a, _ :
Extent to wnich activity will (1) erfec- The.pPOJECt will assure a market for
tively involve the poor in development, by basic crops to the vast majority of

extending access to econony at local level, Njca 1 ;
increasing labor-intensive production, caragua’s rural farmers, and will

spreading investment out from cities to provide housing fof about 1,500 rural
smali towns and rural arecas; and (2) help and urban poor families.
develop cooparatives, assist rural and ; o

urban poor to help themselves toward
better 1ife, and otherwise cncouraqe
democratic private and local government
institutions?

b, FAA Sec. 103, 103A, 104, 105, 106,
107, 1Is assistince being mcde available:
[inciude only anplicable paragraph --
e.0., a, b, cte, -- which corraesponds

to sources of funds used. If more than
one fund source is used for assistance,
include relevant paragraph for each fund

source, ]

(1) [103] for asriculture, rural develop= : : : ;
ment or UL tion it f s iastar iy Assistance is being provided to

which activity {s specifically designed encourage small farmers to grow
to increase oroductivity and income of more basic crops.
rural peor; [103A] if for agricultural

research, is full account taken of

needs of small farmers;

(2) [104] fur population nlanning or
health; if so, extent to which activity
extends low-cost, intsqrated delivery
systems to provide noalth and family
planning services, especiaily to rural
areas and poor; extent to wnich assist-
ance gives attention to intorrelation-
ship betwzen (A) popuiation qrowth and
(B) developrment and oversll irprovement
in living standards in aeveloping
countries, Is activity desicaed to
build motivation for simall fanilies in
programs sucn as cducation in and out
of schcol, ratarnal and child health
services, agricultura croduction,
rural davelopnent, and assistance to
urban poor?




e

A

- . . e e - - — - ———

(3) (105] for education, public adminfstra-
tion, or human rescurces development;
if s, extent to wnich activity .
strengthens nonfcruial education, makes
formal educetion more relevant,
especially for rural families and
urban pcor, or strenqthens nanagement
capability of institutions crabling
the poor to participate in development;

(4

~

(106] for technical assistance, cnergy,
research, reconstructicn, and selected e
development probless; if so, extent B |
activity is:

(a) to help alleviate energy problem;

R E———.

(b)recmmtnmtianafterrmtura]or Approximate]y $2.000 000 is .
A qAid1 i s s provided
flannads disaster; to reconstruct homes and build new

(c) for special developrent problem, homes destr‘Oyed during recent civil :
and to enabl2 proper utilization of war. i
earlier U.S. infrastructure, etc,,

assistance;

(d) for programs of urtan develcpment,
especially <all labor-intensive

enterpriscs, marketing systems, and ;
financial or otier institutions to |
help urban poor participate in {
economic and social development. !

(5) [107) by grants for cocrdinated pri-
vate ef fort to develeon and disseminate
internediate techrciogies appropriate
for dcveloping countries.

G, FM Sec. 207; Sec. 113, Extent to The project is designed to support 5

;L‘;‘;L‘szsgg"'(,‘) P agricultural self-sufficiency in rice, i
[} 1< - . NC (-J ] g ah |

of democratic, cconomic, political, and sorghum, beans, and corn.

social instituticns; (2) celf-telp in

meeting the country's food needs; (3)

fmproving avaiiebility of traincd

viorker-power in Lt country; (4) programs

designed to mzot the country's health

needs; (5) cthar important arcas of !
economic, politicel, and social develop- I\ :

ment, including inzustry; irce labor )
nions, cospuretives, and Voluntary L

Agencies; transportation and comnunications
planning and puclic administraticn; urban
developnant, and rodernization of existing
Jaws; or (6) intcgrating weian into the
recipient couniry's national (concmy.

d. FAA Scc. 221(h). Descrile ecxtent to The project utﬂi;es 1ocq1 _manpower both
which program recosnizes the particular to manage the grain stabilization program
necdsydenines uties Jacll sl il and rehabilitate homes destroyed in the

people of the country; utilizes the
country's inteiicctual resourcas to
encouraqe instituticnel develrn; ment; and
supports civic clucation and ;rainjng in
skills requircs for effective participa-
tion in qovericintal énd wolitical
processes esscntial to self-government.

civil war.
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GRANT AGREEMENT
BETWEEN THE
REPUBLIC OF NICARAGUA
AND THE

UNITED STATES OF AMERICA

By this Agreement made and entered into on the ___ day

of Suptember, 1979, the Republic of Nicaragua (herein-
after referred to as the "Grantee"), and the United States
of America, acting through the Agency for Ianternational
Development (hereinafter referred to as "AID"), hercby

agree as follows:

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

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

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

by AID of documentation pursuant to which disbursement will
be made, the Grantee will, except as AID may otherwise

agree in writing, furnish to AID, in form and substance
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satisfactory to AID, a statement of the name or names of
the persons holding or acting in the office of cthe Grantee
specified in Section 12, and a specimen signature of each

person specified in such statement.

Section 3. Notification of Satisfaction of Condition
Precedent. When AID has determined that “<he condition
precedent specified in Section 2 has been met, AID w'll

promptiy notify the Grantee.

Section 4. Terminal Date for Condition Precedent. If
the condition spevified in Section 2 has not been met with-
in ninety (90) days from the date this Agreement is made
and entered into, or such later date as AID may agree to

in writing, AID, at its option, may términate this Agree-

ment by written notice to the Grantee.

Section 5. Disbursement. Disbursement of the funds
made available under this Agreement will be made in one
installment pursuant to a request for disbursement by the
Grantee and subsequent to satisfaction of the Condition
Precedent to disbursement under Section 2. The request
for disbursement will be submitted to the M‘ssion Director,
USAID Mission to Nicaragua, on AID Form 1130-2 (Financing
Request). In accordance with the request for disburse-

ment, AID will deposit the funds into an account of the
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Grantee at a United States bank designated by the Grantce.

Section 6. Terminal Date for Requesting Disbursement.
The terminal date for requesting disbursement of funds
will be six (6) months from the date this Agrecement was
made and entered into, evcept as AID may otherwise agree

in writing.

Section 7. Special Accounts for Developmént Programs.
A. For the purpose of financing the local currency
cost of development programs, the Grantee will establish
two special accounts, and within three months from the date
cf disbursement of funds under this Agrsement, deposit
therein currency of the Republic of Nicaragua equivalent
in amount to the United States Dollar disbursement made
under this Agreement and in accordance with the terms of
Subsection B below. The highest rate of exchange which is
not unlawful in the Republic of Nicaragua on the date of
dollar disbursement shall be used in determining the total

amount required to be deposited in the account.

B. Funds deposited in the special accounts shall be

used as follows:



(i) $2,000,500 to
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finance local currency costs

of the Ministry of Housing (27) relaved to repair
and reconstructicn of houses damaged or destroyed
during the civil war, such ectivitics to be more
specifically described in an activity agreecment to
be entercd into between the MOD and 21D; and

(ii) $6,000,000 to finance local currency costs
of the Instituto de Comercic Exterior e Interior
(INCEL) related to & grain stabilization procram
and repalrs to siloc and othar eguiorent (or replace-
ment thercof) of INCEI damzged durinc the civil war,
such activiities “0 Le nore speciiically described in
an activity agreserent to be entered into between
INCEI and ~ID.

Upon written awvproval of AID

account to the ¢

14

exceed $1.5 millicn 2QUlY

c.

opment precgram

2len

, funds may be transferred from
ther; provided. that not to

T in Tine aggregate shall Le 80
the special accounts for devel-
criteria set forth in Section
antze in acceordance with such

as cdetermined to be appropriate
at all funcds deposited in the
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special account shall be disbursed within eighteen (18)
months from the date this Agreement is made and entered

into.

D. The Grantee will provide to AID at six month
iqtorvals following the date this Agreement is made and
entered inteo until such time as all specizl account funds

have been dishbursed, financial reports which show:

(a) cumulative deposits to and disbursements

from the special accounts; and

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

cumulative disbursements.

These reports, certified as correct by the President of the
Central Banx of Nicaragua, subject to audit, will be sub-
mitted to AID within sixty (60) days after the close of

each six month period.

E. The Grantee will, at mutually agreed upon times,
afford representatives of AID the opportunity to observe

activities financed under the special accounts,
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Sectién 8. Taxation. This Agrecment and the amount to
be granted hereunder shall be free from any taxation or
fees imposcd under any laws in effect within the Republic

of Nicaragua.

Section 9. Use of Funds. The Grantee agrees that the
funds provided hercunder shall not be uszd to finance
military regquirements of any kind including the procure-
ment of commodities or services for military purposes.
Section 10. Records. The Grantee agrees that financial
records relating to the utilization of funds granted by
AID under this Agreement and the funds deposited into the
special accounts by the Grantee shall be kept in accordance
with the Grantee's usual accounting procedures, which shall
follow wgenecrally acceptcd accounting procedures. All such
financial records shall be maintained for at least *three
years after the final disbursement of funds from the special
accounts, and shall be macde available at any reasonable

time to authorized representatives of AID for the purpose

of examination and inspection.

Section 11. Communications and Language. Any notice,
reguest, document or other communication submitted by

either party to the other under this Agreement will be in
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writinag or by telegram, cable or radiocgram, and will be
deemed duly given or sent when delivered to such party at
the following addresses:
To the GCrantece
Mail Address:
Alternzte Address for Cables:
To EID
Mail Address: USAID Mission to Nicaragua
American Embassy
Managua, Nicaragua
Alternate Address for Cables:
All such communications will k2 in English, unless the
parties hercto otherwise agrce in writing. Other addresses
may be substituted for the above upon the giving of nctice.
The English language version of this Agreement shall be

controlling for purposes of interpretation.

Section 12. = Representatives. For all purposes relevant
to this Agrcement, the Grantee will be represented by the
individual holding or acting in the office of the '
and AID will be represented by the individual holding or
acting in the office of the Mission Director, USAID Mission
to Nicaragua, each of whom, by written notice, may desig-
nate additional representatives for all purposes other

than revising project details. The names of the represen-
tatives of the Grantece, with specimen signatures, will be

provided to AID, which may accept as duly authorized any
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instrunent signed by such representatives in implecmenta-
tion of this Agreemcnt, until receipt of written notice

of revocation of theilr authority.

IN WITJESS WHEREOF, the Republic of Nicaragua and the

mecica, each acting throuzh its duly

hal

United States of
\
authorized represcentative, have caused tnis Adreement to

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

year first above written.

Republic of Wicaragua

By:

Title: Minister of Finance

e

By:

Title: President, Central Bank

of Nicaraqua

United Statecs of America

By:

Title: Director, United

States AID Misssion to

the Republic of Nicaragua

GC/LAC:GMWinter:ew:9/21/79::29182
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