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NICARAGUA
PUBLIC EXPENDITURE REVIEW

Improving the Poverty Focus of Public Spending

Executive Summary and Recommendations

i. In 1990, Nicaragua opted to introduce a liberalized, private sector-led,
market-oriented development model. This triggered a comprehensive reform process
that has been maintained through two successive administrations. These reforms,
together with the termination of civil war and a general improvement of the external
environment, halted the continuing deterioration in living standards that had been
taking place since the mid-1980s, and eventually succeeded in restoring economic
growth in the second half of the 1990s. As documented in the World Bank's recent
Poverty Assessment of Nicaragua, this economic improvement also manifests itself in a
decline of poverty. The decline observed so far has been modest, however, and
concerns have been raised about the country's capacity to sustain the poverty-reducing
momentum in the future. This means that poverty reducing efforts need to intensify if
the pace of improvement is to be maintained.

ii. Nicaragua is one of the most heavily indebted countries in the world and
in September 1999 the Boards of Directors of the World Bank and IMF declared
Nicaragua eligible for assistance under the HIPC Initiative. Nicaragua reached the
HIPC Decision Point under this Initiative in December 2000 and completed a Poverty
Reduction Strategy Paper (PRSP) in July 2001. The PRSP was approved by the Boards
of the World Bank and IMF in September 2001. A central principle underlying the
PRSP is that it be developed from a solid understanding of the nature and determinants
of poverty. Another is that it be results-oriented, building on the relation between
public actions and poverty outcomes. The World Bank has provided assistance in the
first area with analytical underpinnings for a poverty reduction strategy through the
recently completed Poverty Assessment, which includes a poverty profile and diagnosis
of the principal determinants of poverty in the country. This Public Expenditure
Review (PER) aims to assist in the second area described above by focusing on the link
between public actions and poverty outcomes.

iii. The PER has two broad objectives. The first is to analyze the pattern
and evolution of public expenditures in Nicaragua with a view toward assessing their
consistency with the priorities expressed in the recent PRSP, as well as recommending
ways to improve their poverty reducing impact. As the Interim-PRSP was being
completed in mid-2000, the government initiated the preparation of the 2001 fiscal
Budget. It is too soon to expect the 2001 Budget to fully reflect the priorities
established in the PRSP. However, we should expect at least some changes at the
margin in the budget allocations. (Such changes have indeed taken place, as
documented in various parts of the report.) The PRSP puts heavy emphasis on the
social sectors and the rural sectors: projects in these sectors account for 80 percent of
the total portfolio of poverty reducing projects. Accordingly, the sector reviews in this
report mainly focus on these two sectors, plus Transport, which has the single largest
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sector investment program. Municipal finances are not covered in this report for lack
of adequate information.

iv. The second objective of the PER is to diagnose Nicaragua's institutional
capacity to implement the poverty reduction programs to be defined in the PRSP and
recommend measures for raising that capacity. The Joint Staff Assessment of the
Interim and full PRSP point toward the need to prioritize further the poverty reducing
projects and programs envisaged by the government. Such a prioritization is likely to
require a significant reallocation of public resources that could strain the limited
capacity of the public sector's planning and budgeting framework. As part of this
institutional diagnosis, the PER also evaluates the tracking mechanism to monitor the
use of HIPC funds, and recommends measures for strengthening it.

Macroecononic Overview

v. The restoration of fiscal discipline played a crucial role during the 1990s
in the transformation of Nicaragua's economy toward a stable, market-oriented system.
The advent of hurricane Mitch at the end of 1998, however, triggered an expenditure
increase that threw the process of fiscal adjustment off-balance and raises several
related concerns about sustainability. One is with regard to the future evolution of aid
flows and Nicaragua's fiscal position. The other concern is with regard to the
sustainability of recurrent spending that is required by the high capital spending levels
induced by past aid flows.

vi. Now that the reconstruction assistance that fueled the expenditure rise is
winding down, Nicaragua's policymakers face a two-fold adjustment challenge. One is
in relation to the extraordinary spending levels reached in 1999-2000, while the other,
more immediate, adjustment challenge is with respect to the 2001 Budget, which aimed
to spend even more than in 1999-2000. In the very short run, there is little scope for
major revenue adjustments, and the government's borrowing capacity is extremely
limited. This means that the adjustment with respect to the 2001 Budget has to come
mostly from the expenditure side. In the medium term, however, there is more scope
for considering revenue raising measures. This presents Nicaraguans with the need and
opportunity to choose a preferred public sector model. The choice is between a smaller
public sector, achieved by scaling down public expenditures to the levels prevailing
before hurricane Mitch, and a larger public sector by opting to remain near the higher
spending plateau established after hurricane Mitch. Under the second option, much of
the reform effort would concentrate on mobilizing more domestic revenues to
compensate for declines in foreign aid.

vii. With regard to the immediate challenge of adjusting the 2001 Budget,
the analysis of fiscal sustainability found that, under the most generous donor behavior,
a primary fiscal surplus of less than one-half percent of GDP would not be sustainable
under the 3 to 4 percent GDP growth that is projected for the medium term in the
PRSP. This means that there is a gap of at least 7 percent of GDP between the deficit
implied by the 2001 Budget and what could be a minimally sustainable deficit. The
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Authorities started to take steps in mid-2001 to address this challenge under an IMF
Staff-Monitored Program.

viii. With regard to the medium to long term challenge of choosing the
preferred scale for the public sector, this report argues in favor of a fiscal adjustment
that combines a greater revenue mobilization effort with reductions in the overall
expenditure level. Taking as benchmarks (i) the average level of central government
expenditures in Latin America and the Caribbean, and (ii) the average foreign aid
inflows received by Nicaragua in 1997-98 (i.e., before hurricane Mitch), the greatest
adjustment needs lie on the side of revenue mobilization and improving public service
quality (value for money), rather than on the side of reducing the overall level of
expenditures. This result emerges after correcting for the estimated sub-valuation of
Nicaragua's GDP. It turns out that Nicaragua's central government spending as a share
of adjusted GDP is only marginally higher than the Latin American average, even after
the public spending spike induced by post-Mitch reconstruction. Its level of revenue
mobilization, on the other hand, is significantly lower than regional and world
averages.

ix. With respect to revenue mobilization, it is important to recognize that
tax rates in Nicaragua are already at the levels prevailing in neighboring countries.
This argues in favor of focusing revenue mobilization efforts on expanding the tax
base, rather than on increasing tax rates. An important step needed on the way toward
expanding the tax base will be to revise the national income accounts in order to obtain
a more accurate reflection of total economic activity. To the extent that the sub-
valuation of GDP is due to the growth of the informal sector, a tax base expansion will
require special efforts to integrate infonnal agents into the formal economy. Also, any
decision to raise tax revenues must take into account the quality of public services
rendered in exchange for the corresponding public expenditures. The remainder of this
report points to a number of instances where program duplication, inadequate targeting
and fragmentation have resulted in allocational and operational inefficiencies. It is
important to correct these sources of inefficient spending in parallel with any decision
to raise tax revenues.

Sectoral and Economic Composition of Government Expenditures

x. Between 1992 and 2000, central government expenditures increased by 12
percent of GDP, with almost two-thirds of the increase occurring after hurricane Mitch.
Spending in the social sectors accounts for almost half of this net increase, followed
closely by the Infrastructure & Production sectors. Expenditures on Debt Service and
General Services increased by lesser amounts, while spending on Defense & Police fell
by 3.1 percent of GDP. By focusing on social spending and the creation of economic
infrastructure, this shift in the inter-sectoral composition of public spending clearly
points in favor of raising growth and reducing poverty.

xi. From an economic perspective, the increase in central government spending
observed in the 1990s is entirely attributable to higher capital spending. More
investment is normally associated with faster growth and, thus, is consistent with the
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poverty reduction strategy, except for concerns about the sustainability of such a capital
intensive composition of public expenditures, which are summarized below.
Furthermore, concerns that the higher public investment may have led to a crowding
out of private activity, thus undermining private sector-driven development, are not
borne out by the findings of this report. Total current expenditures maintained a more
or less constant share of GDP during the 1990s, even though their composition shifted
toward higher spending on debt service (interest) at the expense of goods and services.
The increase in debt service is a byproduct of normalizing financial relations with
creditors, and a significant portion of this increase should be reverted as the HIPC
Initiative takes effect. The decline in spending on goods and services raises concerns
about the reduced ability of public employees to deliver public services. Taking into
account the previously mentioned sustainability concern, a reallocation of capital
expenditures toward current expenditures on goods and services should be considered.
(Because many current expenditures are misclassified as capital spending, a definitive
recommendation needs to wait until expenditures have been correctly reclassified.)

xii. A related concern refers to the low productivity of labor in the public sector.
Having declined significantly during the 1990s, public sector employment does not
appear overly large by either historical or regional standards. However, the skill mix of
the public labor force is inappropriate and the current salary structure provides
insufficient incentives to attract new workers with higher skills or encourage existing
workers to invest in training. To correct this problem will require a major civil service
reform, such as the one contemplated under the civil service law that is currently before
the National Assembly.

Aid Dependency and Investment Spending

xiii. The post-Mitch hike in public investment exacerbated a trend that had
already started before the advent of hurricane Mitch. This trend is closely linked to
Nicaragua's high aid dependency. (In 1998, before most the post-Mitch assistance
became available, official development assistance represented more than a quarter of
the officially measured GDP. Currently, two-thirds of the public investment program is
aid-financed.) High aid dependency has led to an over-emphasis on capital spending,
both at the expense of recurrent spending and in terms of a widespread
misclassification of recurrent expenditures as capital expenditures. To the extent that
the higher investment spending results in the accumulation of capital, it raises concerns
about the ability of future budgets to absorb the recurrent expenditure implications
associated with that higher capital stock. To the extent that the higher investments
represent misclassified current expenditures, it raises concerns about gaps in the
provision of public services that are likely to emerge in the future, when the flow of aid
reverts to a more normal, lower level. (In the transport sector, for example, it is
estimated that roughly one-third of the increase in capital spending between 1992-93
and 1998 represents misclassified recurrent spending.)

xiv. The dependence on donors also has tended to undermine the public
sector's limited expenditure management capacity. One manifestation of this is the
inordinately high fluctuations in capital spending, which reduce program effectiveness.
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The reduced program effectiveness, in turn, may be linked to the comparatively low
rates of total factor productivity growth observed in Nicaragua during the 1 990s. To
improve the effectiveness of programs, the Nicaraguan authorities and donors together
need to review and reorder their public expenditure management systems and
operational relations. Broadly speaking, this entails strengthening the government's
medium term planning capacity and expenditure control mechanisms, as well as a
greater donor commitment to support the strengthened public expenditure management
system, preferably on the basis of sector wide approaches.

xv. According to the macroeconomic projections contained in Table 5 of the
Nicaragua PRSP, foreign savings are expected to decline from about 36 percent of
GDP during 1995-1998 to around 22 percent of GDP by the middle of this decade. At
the same time, total investment is projected to remain more of less constant at the
current levels, which implies that the decline in foreign would have to be entirely made
up through higher domestic savings. While an increase in domestic savings is clearly
necessary, the envisaged rise by almost 15 percent of GDP over this period may be too
ambitious. It is likely, therefore, that total investment also will have to decline, at least
temporarily, in response to the projected decline in foreign savings. Unless such a
decline of investment rates is compensated through higher productivity growth,
Nicaragua's rate of income growth would fall, rendering the task of poverty reduction
much more difficult. In this context, the allocative and institutional reforms discussed
in the remainder of this report become particularly important, since their aim is to
increase the impact of public spending on poverty reduction.

Rural Expenditure Review

xvi A common finding in virtually all studies on poverty is the existence of a strong
link between economic growth and poverty reduction. Consistent with this finding, the
PRSP focuses on achieving rapid economic growth as the first of four pillars
underlying Nicaragua's poverty reduction strategy. In this context, considerable
attention is devoted to the rural sector, and to agriculture in particular, which reflects
the sector's importance in the economy and incidence on the welfare of the poor.
Nevertheless, public spending in agriculture remains a small and variable share of
public spending. Since the PRSP envisages the private sector as the lead agent in
promoting faster growth, an increase in total public spending in the sector may not be
the most appropriate. But efforts should focus at least on reducing the variability of
public expenditures in the sector in order to raise their impact.

xvii. The government's rural sector policies have not been clearly articulated and no
specific indicators for monitoring rural development are contemplated in the PRSP.
Meanwhile, the rural sector projects to be funded through HIPC debt relief still are at
the concept stage. Considering the significance of rural development for the
Nicaraguan economy and its great potential to be a major force in poverty reduction, it
is critically important to develop a sound rural sector strategy, which lays out sector
priorities and their rationale, and to include specific indicators in future versions of the
PRSP to measure progress in the implementation and effectiveness of that strategy.
Such a strategy is essential for providing a policy framework that guides all the agents
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that are active in the sector and for establishing investment priorities, particularly for
donors who finance most of the capital budget.

xviii. The review of individual projects in Annex G reveals that there is considerable
scope for improving the effectiveness of existing rural development programs.
* Many rural programs (e.g., Repob./Mej. Genetico Ganaderia or Proyecto

Desarrollo Rural Sur) are poorly targeted and, thus, not particularly pro-poor, even
though they are included in the PRSP portfolio. These programs need to be re-
targeted.

* Most programs, even when they specify a target population, do not have in place
mechanisms to systematically collect information on the beneficiaries assisted by
the program, versus other control groups. This makes it impossible to measure the
programs' contribution to poverty reduction. Developing such monitoring systems
should be routinely included as a component in all new projects.

* Some programs, such as the school lunch program, are clearly out of place in
MAG-FOR and are better housed in a social sector institution.

. Some programs (e.g., Apoyo Mej. Seg. Alimentaria), which clearly have a
compensatory assistance objective in response to certain emergencies, need to
define the duration of their programs and criteria by which beneficiaries "graduate"
from the program.

* Some programs (e.g., KR II) do not appear to provide a public service, and instead
may constitute unfair competition to private suppliers of similar services. Such
programs should be discontinued for being inconsistent with the private sector-led
development sought in the PRSP.

xix To improve the focus of poverty reduction efforts, the concept of poverty
reducing programs needs to be defined more narrowly for operational purposes. About
80 percent of the capital budget associated with rural development spending is
registered as poverty reduction spending in the PRSP. This high share reflects a
general tendency to include all programs in some sub-sectors classified as important for
poverty reduction in the PRSP portfolio. (This tendency is even more pronounced in
the social sectors.) Only those programs that have established a link between spending
and poverty indicators should qualify, however, especially programs that have a proven
record in raising the capacity of poor rural workers to generate more income. Some
programs may be designed to reduce rural programs indirectly by promoting faster
sector growth and employment, such as those involving technology transfers and
investments in infrastructure that supports production (roads, electricity, irrigation,
etc.). In that case, a link between spending and growth needs to be established.

xx. The incentive structure facing agricultural producers needs to be reexamined,
with the aim of removing identified obstacles to the agriculture sector's development
potential. In that context, special attention must be devoted to the firming up of
property rights and the impact of public policies on the sector's ability to compete. In
the first area, the focus is on the intensification of rural titling programs and the
modernization of the property registry. In the second area, the focus is on reviewing
and assessing (i) the long-term effects of fiscal incentives currently provided on
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imports of agricultural inputs and machinery, (ii) the importance of export distortions
in agriculture, and (iii) the role of the State in agricultural factor markets (including the
provision of credit, financial services, marketing services). Once an action plan has
been defined to remove the obstacles inhibiting sector development, it is important to
establish a publicly verifiable system to monitor the implementation of relevant rural
sector policies and achievement of targets contained in the PRSP.

xxi. Finally, the effectiveness of public spending in rural development has been
severely limited by the high variability of that spending. An important reason for the
high variability in sector spending is its heavy dependency on external funding, which
also raises other concerns about sustainability. Even though donor funded programs
often finance recurrent expenditures, they are generally classified as capital spending,
which disguises the vulnerability of public services in critical areas to interruptions in
aid flows. To promote a less disruptive sector spending pattern, better sector planning
and coordination of donors is crucial. Two steps that would contribute toward this
purpose are to (i) define explicit eligibility requirements that all public sector projects
must meet to obtain external financing and grants, and (ii) investing the Technical
Investment Committee with the responsibility to ensure that the projects financed with
external resources are compatible with government priorities, as called for in Decree
61-2001 on the Creation, Organization and Functions of the National Investment
System, which was passed in June 2001. What remains to be done in this case is to
carry out the provisions in Decree 61-2001. Enforcing eligibility requirements means
turning down donations and offers of assistance that do not comply, and encouraging
those donors to modify their offers of assistance.

Social Spending Review

xxii. The social sectors, including social protection, have been the main
beneficiaries of the post-Mitch expenditure increase and also represent the largest share
of the proposed PRSP project portfolio. Between 1996 and 2000, central government
spending on the social sectors increased from 11 percent of GDP to around 16 percent.
The lion's share of this increase is accounted for by higher spending in education and
health, including through the social investment fund, FISE. In spite of having received
this much increased attention, social spending remains among the lowest in Latin
America on a per capita basis, primarily due to Nicaragua's very low income levels.

xxiii. The programs contemplated in the 2001 Budget by and large reflect the
priorities expressed in the PRSP, and these priorities address most of the key social
sector issues in Nicaragua. However, virtually the entire social sector investment
program has been included as part of the PRSP portfolio, which means that many
programs are included that are not especially targeted to the poor and have little to do
with poverty reduction. This could dilute poverty reduction efforts. Also, while the
PRSP recognizes the importance of institutional reforns in the sector, progress in the
implementation of the reforms has been uneven across sectors.

xxiv. There are several important deficiencies that cut across different sectors
and important gaps in coverage within sectors that need to be addressed. Important
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program deficiencies observed across different sectors are (i) a duplication of programs
in many areas, (ii) the absence of systematic data collection to evaluate and compare
the cost effectiveness similar programs, and (iii) an excessive focus in several instances
on infrastructure investment in relation to other expenditures, which raises concerns
about a possible over-investment and unsustainable recurrent expenditure requirements.
The main findings with respect to individual sectors are reported below.

xxv. In Education, Nicaragua has made tremendous progress in
decentralizing schools and involving the community in school governance. An
important step remaining in this process is the passage of the school autonomy law to
strengthen its legal foundations. Important progress also was made in expanding
primary school coverage through an extensive school construction program, while the
share of untrained teachers ('empiricos') has been significantly reduced. Public
spending largely focuses on the primary level (which is consistent with the PRSP), but
under-invests in pre-school and, especially, programs for 0-3 year olds. Given the
importance of early childhood development programs for children's later success in
primary school, this is a major deficit. Attempts to fill this deficit should emphasize
programs that integrate nutrition, health care and early stimulation efforts, that would
preferably be executed in another social sector ministry, such as MIFAM. Another
significant gap in coverage concerns the absence of education programs for rural youth
who do not attend school. Also, there appears to be duplication of efforts (especially in
infrastructure, teacher training and the provision of pedagogical materials), and a high
emphasis on infrastructure investment, which may be excessive in some areas.

xxvi. In Health, there is a cohesive sector strategy in place and the main sector
programs conform with sector policy in that they support the extension of health
service coverage among the poor and groups at high health risk (children and women of
childbearing age), and mostly focus on preventive rather than curative care. Consistent
with these findings, access to basic health care services, especially among the poor
have improved during the 1990s; para. 3.7. However, there is much program overlap
and duplication, little information on program costs and effectiveness, and excessive
emphasis on infrastructure investment relative to household outreach activities. Also,
central administration expenditures have increased significantly in recent years, with
unclear benefits in terms of increased service delivery. A notable example of
duplication is the use of 8 different PHC models in the public health system.
Significant efficiency gains could be reaped by identifying the most cost-effective
model and adopting it as the sector standard. Also, the sector's absorptive capacity is
low and progress in the implementation of institutional reforms has been slow. Many
of these reforms are difficult to implement and require a concerted effort, both at the
technical level as well as to build and sustain stakeholder support for the reforms.
While the reforms in the health sector enjoyed considerable support at their inception,
they have lost their momentum and need to be revitalized.

xxvii. Public spending on housing constitutes a response to Mitch-induced
housing shortages, but does not obey a clear strategy, as is evident from the extremely
wide range in the benefits offered under different housing programs. Existing
programs remain too modest to make more than a very small dent in reducing the
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existing housing shortage. In view of the severe fiscal budgetary constraints facing the
government, public efforts should consider focusing instead on facilitating private
solutions to the housing shortage; e.g., through a widespread titling program.

xxviii. Individually, the social protection programs are generally well targeted,
but as a group they are very fragmented. The existing program coverage is modest.
The Government's future flagship program, the Social Protection Net, is designed to
stimulate demand for health and education among the extreme poor, complementing
other supply-side efforts to build human capital. The Net needs to be evaluated to see,
among other, whether the value of transfers is appropriate and fiscally sustainable once
it is expanded. Also, less effective programs should be cut to generate fiscal savings.
A comprehensive social protection strategy needs to be developed that goes beyond the
current focus on building human capital in children, and at least also addresses the
vulnerability among the working age poor to sudden income losses caused by natural or
economic shocks.

Transport Expenditure Review

xxix. The Ministry of Transport and Infrastructure (MTI) is the lead
government institution in charge of the transport sector. Though also responsible for
overseeing water and air transport, the bulk of sector spending is on roads and
highways. Transport sector investments account for over 20 percent of the total Public
Investmnent Program, but most of those investments are not included in the PRSP
portfolio. While the main thrust of MTI's investment program is appropriate in terms
of economic justification, a greater effort needs to be made to integrate poverty
reduction into sector strategy formulation.

xxx. A transport sector review carried out by the World Bank in 1995
focused on giving greater attention to (i) road maintenance, especially along the main
export corridors, (ii) sector deregulation, (iii) institutional capacity building in MTI,
and (iv) urban transport planning and development. MTI has advanced considerably in
the rehabilitation of export corridors and improving road maintenance, and in carrying
out institutional reforms to improve MTI's implementation capacity. Also, most of the
previously existing harmful economic regulations in the sector have been eliminated.
Further efforts are needed, however, to complete the process of reforms that have been
initiated in the areas of maintenance, institutional strengthening, and urban transport.

xxxi. The share of total road expenditures allocated to maintenance (around
25 percent of the total road expenditures) appears adequate. The use of the resources
allocated toward maintenance, however, is not being optimized because a large share of
them are assigned to the state construction enterprises through non-competitive
contracts. These contracts would generally yield better value for money if awarded
competitively to the private sector.

xxxii. A program to divest the state construction enterprises (COERCOs)
already had been initiated in 1994. But the process has been proceeding very slowly
and needs to be accelerated, so that the government's target to reduce the COERCOs'
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share of total road contracts below 10 percent can be attained by 2005. This is a more
efficient way to develop the sector's implementation capacity than seeking to reform
the COERCOs.

xxxiii. Nicaragua has approved all the enabling legislation needed to establish a
Road Fund, which is designed to ensure a steady, predictable stream of resources for
road maintenance. It now needs to complete this reform process as planned, by
approving a special levy on fuels to generate the revenues to feed the Road Fund.

xxxiv. Considerable progress has been made in improving MTI's planning and
programming capacity with regard to prioritization techniques (which rely on the
World Bank's Highway Design Model), and paying adequate attention to maintenance
and environmental impacts. But it remains weak in (i) the ability to carry out road
condition inventories, (ii) seeking least cost solutions to engineering problems, and (iii)
procurement and contract management functions. The strengthening of MTI also needs
to be accompanied by a strengthening of the local consulting and contracting firms.
Although the primary responsibility for the latter resides with the private firms
themselves, MTI also has a responsibility in this area in terms of establishing a stable
and even incentive framework for all firms, and enforcing appropriate standards.

xxxv. Sector projects financed purely with domestic resources need to be
designed and monitored better. Some of those programs, focusing on intensive
maintenance of rural road infrastructure, are included within the PRSP, but do not
receive any external funding. Improved project quality and oversight could help attract
donor funds away from higher cost rehabilitation solutions toward lower cost solutions,
such as the rural 'adoquinado' program that is currently under development.

The Public Expenditure Management System

xxxvi. The process to reform Nicaragua's public expenditure management
(PEM) system in the 1990s has been slower than expected. The lessons of experience
from other Latin American countries show that efforts that rely on changes in laws and
technology, without affecting the human-resource base or the incentives of public
officials, will make at best limited progress. It follows that the govemment's reforn
strategy must be realistic, must build on recent and current efforts (including
particularly the investment in SIGFA), and must start with an "institutional"
perspective which balances legal, technological, human-resource, and incentive
elements. In Nicaragua's situation, PEM reform has to become a donor-government
partnership, not only because donors can offer resources and technical expertise, but
also because they need to change their practices, such as maintaining project accounts
separate from the Single Account ('Cuenta Unica'). This partnership will in turn
require the government to convince the donors that it can become a better steward of
their money.

xxxvii. Nicaragua's system of public expenditure management displays many
problems which affect the government's ability to implement the PRSP. Although the
system clearly displays some important areas of improvement in recent years, reforms
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should be considered in several areas. Furthermore, because reforms are complex,
institutional processes, they must be prioritized. To prioritize reforms, the governrment
and donors need to address two central problems:
* first, fragmentation in policy making, which is a government-wide problem and a

donor problem, rather than a problem of the PEM system as such;
* second, the extensive lack of attention to operational efficiency, which is more

narrowly a PEM-system problem, but which is institutional in nature.
These two problems can be situated along three levels of PEM performance, which
involve aggregate fiscal discipline, allocative efficiency and operational efficiency.

Maintaining aggregate fiscal discipline

xxxviii. The current PEM system generally works at this level, because this is
where the most effective national and international efforts have been concentrated.
Admittedly, the level of debt has proven unsustainable - hence the need for HIPC - but
this is as much a problem of Nicaragua's political relations with the donors as it is a
technical problem. Moreover, any effective measures to improve allocative and
operational efficiency may put pressure on aggregate discipline. All in all, this is not
the level where the largest reforms are needed. However, there is one tractable area for
ensuring that aggregate fiscal discipline does not come at the expense of allocative and
operational efficiency:

MHCP should acquire a greater responsibility for and expertise in the management
of public debt. (This also relates to the recommendation below on a medium-term
expenditure framework.)

Improving allocative efficiency

xxxix. The central problem is fragmentation in policy making. The
incrementalism of budgeting and the effective separation of recurrent and investment
budgeting are its symptoms. Its causes are: the lack or underdevelopment of political
or technical mechanisms at the center of government to formulate, coordinate, and
advise on economic and social policies; the failure at the center to coordinate foreign
donors; the weakness of ministry-level planning and coordination mechanisms; and the
relative strength of the donors.
* Both SETEC (building on the PRSP process) and MHCP could potentially play a

more effective coordinating and advisory role in policy making. This would have
to be the result of a high-level political decision that favored more coordination and
continuity in sectoral policy making. Two important steps that could reduce project
fragmentation are (i) agreement among donors and the government on the use of
the PRSP as the main guide for the public expenditure program and donor
assistance strategies, and (ii) designation of a central clearing point - preferably the
SNIP in SETEC - for all public sector projects to ensure that they satisfy minimum
quality standards.

* In addition, the efforts to coordinate government and donor actions at the sectoral
level - for instance through sector-wide planning efforts - should continue.
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xl. A second area of concern, under the heading of allocative efficiency,
relates to the widespread practice of earmarking budget funds (notably for the
universities). This problem is more political than technical.
* The government should look at the economic justification for, and effects of,

earmarking and consider how it can be reduced.

xli. A third area of concern relates to information and transparency. It is
more apparently technical in nature, and several politically tractable reforms are
possible in this area. In particular:

* Forward budgeting over a three-to-four-year period (i.e. creating a medium-term
expenditure framework) would permit a reconciliation of recurrent and investment
budgeting and reduce the current implicit tension between achieving aggregate
fiscal discipline and improving allocative efficiency. Trying to create such a
framework before the Budget is able to credibly predict a single year's spending is
premature, however: Dual budgeting is a symptom and the "cause" that has to be
tackled - the fragmentation in policy making - is a political one. Trying to
introduce a medium term expenditure framework while this fragmentation is so
severe, while macroeconomic stability has not been consolidated and while the
effectiveness and efficiency of spending is not being tackled, will not achieve
much. The steps that can and should be achieved now are to (i) have SETEC
calculate the recurrent-spending implications of the Public Investment Program,
(ii) achieve a correct separation of capital and recurrent costs, and (iii) provide
more detailed information on the consolidated budget lines (described in para. 5.35)
that account for 40 percent of total expenditures, but provide little indication on the
use to which those funds are put.

* The MHCP should become the focal point for collecting better information from
donors (for reconciliation with budget-cycle data) on commitments and
disbursements by type and timing of expenditure (including cash equivalent of in-
kind assistance) and by recipient.

* MHCP also needs to strengthen the fiscal database by including better information
on the floating debt.

* While Budget presentation is generally acceptable, budget classification and actual
data reporting need to be improved. Budget documents could provide substantially
more information on capital investment and ensure that recurrent expenditure is not
miss-classified as capital expenditure. These documents should also provide more
information on historical trends and justifications for expenditures.

* The Executive could substantially improve the content and the quality of the
budget-execution information it reports to Congress and on the budget information
it provides to the public.

Improving operational efficiency
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xlii. The evidence available for this report indicates that neither the center of
government, nor the budget offices in the ministries, nor the CGR are able to establish
that funds are being used efficiently or for the purposes intended. This places the
public sector in a weak position vis-a-vis allegations of corruption that periodically
emerge. This problem reflects generally poor human resources and weak control
mechanisms, and it is both technical and institutional in nature. It also helps explain
why donors often insist on controlling the administration and audit of their funds,
thereby removing them from a unified PEM system. Improvements in operational
efficiency will take a long time, as well as a political commitment. In the shorter term,
the government should consider the following measures:
* Financial-management personnel in MHCP and the ministries should be trained in

techniques of ex-ante control and audit. (An important initiative in this regard is
the program of Efficiency and Transparency in Public Procurement that is just
starting up.)

* Payroll administration may be one area where improved control can be achieved by
linking the payroll to a national identification system such as RUC or the National
Voting Registration.

* The CGR need to be substantially strengthened so that it can fulfill a basic problem
of regular auditing of public financial accounts.

xliii. Finally, the legal framework is in obvious need of a consolidating and
modernizing reform. But this framework still functions, and it may not be wise to rush
to a reform before a deeper review of reform needs and feasibility is undertaken.

xliv. Procedurally, it would make sense for the country to commit, with donor
help, to enunciating a strategy for PEM reform, i.e. a feasible way of introducing the
kinds of refonns proposed above. These proposals, as well as the parallel proposals
from other recent reports* could provide inputs to a strategy-formulation process. In
the area of improving operational efficiency, such a strategy might, for instance, adopt
an entity-by-entity approach to implementation (in the spirit of the Agreements for
Institutional Reorganization - ARIs - intended to implement Law 290), which offered
greater autonomy in return for better accounting and reporting practices and a
performance orientation. In the shorter-term, formulating a strategy could be helped by
a donor mission of experts working closely with MHCP and SETEC, perhaps with the
involvement of CONPES. It could also usefully involve an exercise such as an
international seminar that could cull the lessons of international experience of PEM
reform.

The Mechanism to Track HIPC Debt Relief

xlv. The Government has designated the Social Supplementary Fund (FSS)
as the mechanism to track the flow of HIPC-related resources toward the poverty
reducing projects identified in the PRSP. The FSS combines some of the elements of a

* Nordic Consulting Group (2000) "Review of Govemment Financial Management in Nicaragua" and
Patrick Grady (2000), "Strengthening of the National System of Public Investment in Nicaragua".
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"virtual fund" with elements of traditional "poverty funds. In evaluating the FSS, it is
useful to consider two principles on which there exists broad agreement in the aid
effectiveness literature linking aid flows to poverty reduction: first, that it is neither
feasible nor desirable to track only individual sources of funding and, secondly, that the
mechanisms created to track the use of aid flows should avoid undermining existing
public expenditure management systems.

xlvi. This report identified various weaknesses in the existing mechanism and
recommends several steps to strengthen the FSS' fiscal and financial tracking
capacity:**

* The FSS needs to be incorporated more transparently into the national Budget.
Currently, the FSS appears in the Budget as a project, which does not permit
measuring the total public spending on poverty reduction activities, nor the sum of
funds that are financing each project. This report recommends an alternative
budget format under which the FSS appears as a source of financial transfers to
projects.

* A "tagging" system needs to be set up, preferably through the recently introduced
Integrated Financial Management System (SIFGA), to track the inflow and
destination of all aid flows, including debt relief. On the expenditure side, all
poverty reducing expenditures included in the PRSP portfolio need to be "tagged",
and not just the sub-set of projects scheduled to receive HIPC debt relief. On the
income side, all aid flows, including HIPC debt relief, should be tracked.

* A special account needs to be established to carry over from one year to the next
the debt relief resources that come due, but are not spent in the same year. Since
these resources are earmarked for poverty reducing purposes, unspent funds should
not automatically be added to intemational reserves, but rather reserved for future
use in poverty reducing activities.

* A baseline needs to be established for measuring additionality of resource flows.
An underlying principle of the HIPC Initiative is that all the additional funds made
available through the Initiative be converted into additional spending on poverty
reducing activities. This requires defining all the relevant sources of funds and an
appropriate date to serve as reference point from which to measure the change in
flows. With regard to the first, this report recommends using the total net external
flow concept, plus an adjustment to measure the growth in the country's debt
servicing capacity. With regard to the reference date, this report recommends
averaging the flows in 1997 and 1998, to avoid distortions due to the abnormally
high aid levels that subsequently became available in response to hurricane Mitch.

This evaluation and associated recommendations are consistent with those stated in the joint IMF/Bank
document, "Nicaragua: Tracking Poverty-Reducing Public Expenditure Assessment and Action Plan",
completed in November 2001.
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xlvii. In linking aid to poverty reduction, the capacity to track poverty outcomes is
just as important as the financial and fiscal tracking capacity. Currently, the
government's capacity to monitor and evaluate the quality and impact of programs in
reducing poverty is very weak or non-existent. This capacity needs to be strengthened,
especially in SETEC. (Ongoing efforts in this direction include the development of a
National System for Monitoring Poverty Indicators, SINASIP, and the Economic
Management Technical Assistance project.) In this context, it is important for SETEC
to focus exclusively on its monitoring and evaluation functions, and not be put in
charge of project implementation, as that could compromise its ability to fulfill its
cross-sector evaluation functions responsibly.

xlviii. Since most of the programs slated to receive funding from HIPC debt relief
through the FSS are currently still at the concept stage, they need to be evaluated once
they have evolved further. In the process of developing these programs, special
attention should be given to avoiding duplication with other projects in the FSS, as well
as with other projects in the Public Investment Program. Furthermore, a greater effort
should be made to include in the FSS existing projects in the PRSP portfolio that have
proven effective in reducing poverty, before creating new ones.

xlvix. Finally, with regard to the second broad principle described above, the
report expresses some concern about a possible danger of "balkanizing" public
expenditure management when setting up a special Coordinating Council to oversee the
spending allocations of funds through the FSS. The report recognizes that such a
Council may have a legitimate role to play in the practical coordination of project
activities across sectors. Care must be taken, however, to ensure that the legal
responsibilities and powers of such a Council vis-a-vis the Cabinet, the President, the
Finance Ministry and National Assembly are clearly established and defined, and not
supplanted in any way by a Coordinating Council.

Specific Recommendations of the Public Expenditure Review

1. The specific recommendations emerging from the findings summarized
above are listed in the Table below, together with the corresponding institutions that
would be mainly responsible for implementing them. These recommendations are
presented roughly in a declining order of importance under each heading. Although
several sector-specific recommendations point to suggested shifts in the inter-sectoral
and intra-sectoral composition of expenditures, most refer to measures that seek to
improve operational efficiency, especially in terms of targeting the poor. Assessing the
overall appropriateness of the sectoral and intra-sectoral mix of public spending is
always difficult. In addition, the focus on operational efficiency also was influenced by
the terms of reference for this report, which call for examining the consistency of
public spending with the broadly consulted priorities expressed in the PRSP, rather
than calling those priorities into question.
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Main PER Recommendations ENTITY

Economy - Wide Measures

Fiscal Reform
Make the necessary fiscal adjustments to reduce the fiscal deficit implied by the
2001 Budget toward a sustainable level. Based on current growth projections, 
the authorities should aim for a primary surplus of at least 0.5 percent of GDP; MHCP

paras. 1.13-1.16.

Prepare a fiscal reform, with particular emphasis on expanding the tax base
(before adjusting rates), to compensate for the likely decline in aid flows from MHCP

the unusually high post-Mitch levels in 1999-2000; paras. 1.35-1.36.

Civil Service Reform
Pass and implement the Civil Service Law that was sent to the National l
Assembly in December 1999; para. 1.28

Carry out the classification of public sector positions and the competencies MHCP

required to fill them; para. 1.28.

Revision of National Income Accounts
Revise the national income accounts to correct the sub-valuation of GDP; paras. Central Bank
1.4 and 1.36.

Review the classification of public expenditures, focusing especially on the
distinction between capital and current expenditures using standard national
income accounts criteria, and revise all spending items according to this criteria, Central Bank

independent of the source of financing; para. 1.42.

Improve the Sustainabilitv of Public Expenditures

Following the reclassification of the national income accounts, assess the
sustainability of all existing public investment programs in terms of recurrent Ministnes

spending requirements; paras. 1.42 and 2.37.

Review Macroeconomic Proiections
Review the macroeconomic projections presented in the PRSP for the next three
years in connection with the highly negative total factor productivity growth Central Bank,

implied by those projections; para. 1.50. SETEC, MHCP
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Sector - Specific Measures

Rural Sector

Developing a Rural Sector Strategy
Review the incentive structure facing agricultural producers, with special
attention to property rights and the role of public policies in the sector's ability MAG-FOR

to compete; paras. 2.6, 2.7, and 2.37.

Develop a sound rural sector strategy, which lays out sector priorities and their
rationale; paras. 2.28 and 2.34. MAG-FOR

Develop specific indicators to measure progress in the implementation and SETEC, MAG-

effectiveness of the rural strategy; paras. 2.12 and 2.34. FOR

Improving the Poverty Focus of Rural Expenditures
Review the PRSP portfolio and re-design or take out all programs that are not
specifically targeted to the poor, are not related to the rural development targets SETEC, SNIP.

and do not have a demonstrated impact on poverty reduction; para. 2.36. MAG-FOR, DR

Develop systematic information collection systems to monitor each project's
contribution to poverty reduction, and incorporate such monitoring systems SETEC, SNIP,
routinely into all new projects; paras. 2.12, 2.21 and 2.35. MAG-FOR, IDR

Improve Program Efficiency
Define duration of assistance and criteria by which beneficiaries "graduate" SETEC, SNIP,

from programs with compensatory assistance objectives; para. 2.35 MAG-FOR, IDR

Transfer school lunch programs from the agriculture ministry to a more M

appropriate social sector institution; para. 2.35. MAG-FOR

Discontinue or privatize public programs that provide private services and
constitute unfair competition with private suppliers of similar services; para. [DR

2.32 and 2.35.
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Iocial Sectors

Pursue more vigorously the implementation of the social sector reforms that
have been initiated, especially in health, with special attention to improving the
sector's medical supply management systems, offering a standard PHC package, MECD, MINSA

and achieving a more efficient, nurse-intensive, staffing structure; paras. 3.23
and 3.76.

Prepare a thorough review of all the infrastructure investment programs in
Education and Health, evaluating infrastructure utilization levels and the MECD, MINSA,

sustainability of associated recurrent spending needs; paras. 3.38, 3.40, 3.41 and FISE

3.48.

Reduce program duplication and administrative costs by merging programs or
standardizing program components, especially in education (infrastructure,
teacher training, materials) and health (PHC models). A further recommended MECD, MINSA

step in this direction is to seek consensus among donors around sector-wide
approaches; paras. 3.37 and 3.47.

Develop a program that addresses the developmental needs of children aged 0-3
years, closely integrating nutrition, health care and early stimulation efforts to
maximize impact. (A program being piloted by FISE in this area may provide MIFAM

useful inputs for developing such a program.) Paras. 3.36 and 3.60.

Develop a comprehensive social protection strategy, which includes actions to
address the needs of vulnerable groups not assisted through human capital
development programs and of those affected by economic or natural
catastrophes; paras. 3.28, 3.61 and 3.76. [The expansion of the 'adoquinado' SETEC, FISE,

program (para. 4.47) and development of rainfall and price insurance programs MIFAM

should be evaluated as possible workfare and insurance measures to protect
working age adults from wide income variations.]

Develop and expand household outreach programs in health and nutrition to
improve health outcomes directly at the household level, instead of the
infrastructure-based model that waits for the population to travel to the health
facilities. In this context, it is especially important to review the reasons for the MINSA

increasing incidence of urban malnutrition among the poor and extreme poor,
and develop effective actions in response; paras. 3.3 (5th bullet point) and 3.48.
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Strengthen the iodine distribution and monitoring systems to reduce the
incidence of iodine deficiency; para. 3.3 (3d bullet point). MINSA

Develop appropriate cost-benefit information collection systems to permit
systematic monitoring and impact evaluations of social programs; paras. 3.37 SETEC, SNIP

and 3.47

Develop an effective strategy to reduce the level of domestic violence; paras. MIFAM

3.3 and 3.64

Explore ways to reduce per-student public spending at the university level in
favor of increased per-student spending at the pre-primary and primary levels, in
order to correct the currently inequitable distribution of public education funds. MECD CNU

Develop merit-based scholarship and student loan programs for poor university
students; para. 3.73.

Explore more cost effective methods to address the country's housing deficit by
focusing on strengthening property rights (e.g., through titling) instead o
subsidizing housing costs. To the extent that housing subsidies are maintained, INVUR,MHCP

an effort should be made to grant a uniform benefit that is less amenable to
capture by the non-poor. This will require the definition of a clear housing
strategy, paras. 3.51-3.52.

Review the relative effectiveness of pre-school programs and adult education
programs for reaching the sector targets contained in the PRSP; paras. 3.3 (Ist MECD

bullet point), 3.24 and 3.72.

Prepare a cost-benefit analysis on replacing school backpack-distributing
programs with a voucher program to reap gains in administrative costs and MECD

efficiency; para. 3.37.

Develop a strategy to retain rural youth in secondary school and to reintegrate
former students that have dropped out. (A voucher project currently being MECD

piloted by FISE may offer useful inputs for designing that strategy.) Paras.
3.40-3.42.

In the course of PRSP implementation, periodically review and, if necessary, SETEC, SNIP

revise the social indicator targets presented in the PRSP; para. 3.30.
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Prioritize further the social sector programs classified under the PRSP portfolio,
taking out or re-designing those programs that are not targeted to the poor -
rather than assuming that all social sector projects are poverty reducing; paras. SETEC, SNIP

3.22 and 3.78.

Evaluate the extension or development of "preventive maintenance funds",
similar to the one pioneered by FISE for Education and Health, to promote
adequate infrastructure maintenance in the other sectors; para. 3.39. Also MECD, MINSA

consider training programs for school and facility directors on the design and
maintenance of infrastructure.

Review the evolution of spending on "central activities" in the health sector and
consider redeploying those resources toward the delivery of health services; MINSA

paras. 3.74 and 3.81.

Transport Sector

Complete setting up the Road Fund by approving a special levy on fuel the
generate revenues; paras. 4.8 and 4.39.

Complete and implement the plan to gradually reduce the share of the state
construction companies (COERCOs) to less than 10 percent of all road contracts MTI

by 2005; para. 4.35.

Prepare and implement a plan to strengthen MTI's procurement and contract
management functions; para. 4.9.

Develop a rural road policy and strategy framework that ensures the financial
sustainability for access road maintenance; para. 4.39. MTI

Prepare a study to identify the roles and responsibilities of the key players in the
transport sector - including the division of responsibilities between MTI and the
municipal governments - to help foster an efficient sector development and MTI

avoid duplication of efforts; paras. 4.13 and 4.14.

Prepare a prograrn of technical assistance to develop MTI's capacity to carry out
condition inventories of the roads, design and implement annual and multi-
annual routine and periodic maintenance programs, and to seek least cost MTI

solutions to technical and engineering problems associated with road and bridge
maintenance; para. 4.9
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Develop MTI's capacity to monitor and enforce technical and safety
regulations; para. 4.12.

Prepare a multi-disciplinary urban services study to assess an investment in
dedicated bus-ways and complementary bike paths in Managua; para. 4.14 and ALMA

4.33.

Train MTI staff to raise their awareness with respect to poverty reduction
objectives and to assess the impact of transport sector performance on the MTI

welfare of the poor; para. 4.33 and 4.40.

Design and implement regulations regarding vehicle design and safety, driver
competence and exhaust emissions; para. 4.35.

Strengthening Public Expenditure Management

Strengthening Expenditure Control
Make the coverage of the Single account ('Cuenta Unica') and SIGFA-Central
universal by negotiating with donors to incorporate all flows for public services
and by giving MHCP effective authority over ministerial opening of commercial MHCP

bank accounts; para. 5.42 - 5.44.

Implement SIGFA-Local as soon as possible; para. 5.42 - 5.44. MHCP, All
Ministries

Strengthen MHCP's capacity to manage the public debt; para. 5.58. (Do not
develop an instrument of counter-cyclical borrowing until this capacity has been MHCP

established.)

Strengthen the fiscal database with better information on the floating debt; para. MHCP
5.61.

Design an improved system of control of personnel expenditures, e.g., by
linking the payroll data base to a national identification data base such as the MHCP
RUC; para. 5.62.

Strengthen MHCP's analytical capacity in the area of sectoral planning; paras. MHCP
1.56, 5.38 and table 5.7.

Review the economic justification for, and effects of, earmarking and consider
how it can be reduced; paras. 5.33 and 5.60.
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Strengthening SE TEC/SNIP

Strengthen SETEC technically by extending its analytical and advisory
responsibility, in line with its PRSP work, to recurrent programs, so that it can
calculate the recurrent cost implication of the PIP as a first step towards creating SETEC, SNIP

a Medium Term Expenditure Framework; table 5.8.

Define explicit eligibility requirements that all public sector projects must meet
to be included in the public investment program, independent of the source of
financing, and give to the Government's Technical Investment Committee both
the responsibility and legal means to ensure that all projects financed with SETEC,SNIP

domestic and external resources are compatible with the government's priorities
as described in the PRSP; para. 2.37.

Strengthen SETEC institutionally by reinforcing SNIP Decree No. 61-2001
through a Law; Table 5.8. SETEC,SNIP

Improving Donor Coordination

Strengthen the capacity of ministries and autonomous bodies to plan and
coordinate donors, while continuing to experiment with sector-wide planning All Ministries,

efforts; Table 5.8. Donors

Strengthen donor coordination in the short term by:

* Providing better and timelier information to donors (including on
budget execution and data on registration of financial transactions relevant MHCP

to particular donors

. Providing MHCP with better and timelier information on
commitments and disbursements, and by ensuring that all projects enter Donors, SREC

under the normal budget preparation process); para. 5.59.

. Including internal auditors in the work programs of donor
financed projects); para. 5.59.

. Reach agreement between donors, public Entities and CGR on a
comprehensive approach to external private auditing of donor projects, to SREC,CGR,

compensate for CGR's limited capacity; paras. 5.52 and 5.59. Donors



xxiii

Strengthen donor coordination in the long terrn by:
Starting a dialogue with donors for a comprehensive sector approach to

pool resources and establish common management and monitoring SETEC,SREC,

procedures consistent with the government's PEM procedures); para. 5.59. MHCP

Creating government-donor sector working groups to assess current
procedures, identify TA needs and seek to merge donor projects into larger SETEC,SREC,

programs); para. 5.59. MHCP

Prepare a donor code of practice to encourage (i) the flow of funds through the
Budget and the Single Account (possibly in exchange for better controls by the
Government and CGR), (ii) more unifonnity in the rules for procurement, MHCP,SREC

disbursement and audit, and (iii) greater predictability in donor flows; para.
5.59.

Invest MHCP with the responsibility to reconcile information on aid
disbursements collected directly from donors with the information provided by MHCP

the public Entities; para. 5.61.

Improving Budget Presentation

Improve the Budget presentation by:
. Including information on macroeconomic prospects and link to MHCP

revenues; paras. 5.35 and 5.61.

* Indicating in greater detail the uses and destinations of large line
items; paras. 5.35 and 5.61.

. Separating the share of recurrent spending from "capital" MHCP
expenditures of donors; paras. 5.35 and 5.61.

. Reporting in more detail on Budget execution, including
historical and program data, and complete information on Budget MHCP

modifications; paras. 5.35 and 5.61.

. Improving its capacity for tracking FSS expenditures and debt- MHCP
relief savings from HIPC (see below).

Provide selective training programs for staff of budgeting units in MHCP and
line ministries; para. 5.61.

Strengthening Audit Oversight Institution
Strengthen the capacity of the CGR to broaden its program of regular audits;
para. 5.62.
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Defer any large-scale revisions of the PEM's legal framework until the
preceding reforms have been largely implemented; para. 5.63.

Strengthening the Tracking Mechanism for HIPC Debt Relief

Revise the budget format of the FSS to permit a more transparent tracking o
poverty reducing expenditures; paras. 6.14-6.18. MHCP

Set up a "tagging" system through the SIGFA to track all poverty reducing MHCP

public expenditures; paras. 6.19-6.24.

Set up a special account to maintain the debt relief savings earmarked for
poverty reducing expenditures that have not been spent by the end of the fiscal MCHP, SETEC

year, and include the balances of this account in the annual fiscal budget; paras.
6.29- 6.30.

Establish a baseline to serve as a reference point for measuring changes in total Central Bank,

net external aid inflows; paras. 6.35-6.44. MHCP

Review the current portfolio of programs included in the FSS, and clarify the
criteria, as well as the process, for inclusion of new programs in the FSS; paras. SETEC

6.26-6.27.

Clarify the legal responsibilities and powers of the Coordinating Council of the
FSS, and make sure that they do not supplant in any way the responsibilities o
the President, Finance Ministry, Economic Cabinet and National Assembly, in SETEC

overseeing the allocation of funds through the FSS; para. 6.34.

Prepare and implement a plan to strengthen SETEC's capacity to monitor and
evaluate the impact of programs in reducing poverty, and divest SETEC of all SETEC

project management functions; paras. 6.35 -6.36.



NICARAGUA

PUBLIC EXPENDITURE REVIEW
Improving the Poverty Focus of Public Spending

Introduction

0.1 In 1990, Nicaragua opted for a liberalized, private sector-led, market-oriented
development model. This triggered a comprehensive reform process that has been
maintained through two successive administrations. These reforms, together with the
termination of civil war and a general improvement of the external environment, halted
the continuing deterioration in living standards that had been taking place since the
mid-1980s, and eventually succeeded in restoring economic growth in the second half
of the 1990s. As documented in the World Bank's recent Poverty Assessment of
Nicaragua, this economic improvement also manifests itself in a decline of poverty.
The decline observed so far has been modest, however, and concerns have been raised
about the country's capacity to sustain the poverty-reducing momentum in the future.
This suggests that poverty reducing efforts need to intensify if the pace of improvement
is to be maintained.

0.2 Nicaragua is one of the most heavily indebted countries in the world and in
September 1999 the Boards of Directors of the World Bank and IMF declared
Nicaragua eligible for assistance under the HIPC Initiative. Also at that time, both
institutions approved plans to enhance the assistance provided by the HIPC initiative,
while calling for a closer link between the debt reduction provided and the
implementation of poverty reduction programs. This call gave further impetus to
Nicaragua's poverty reduction efforts. In November 1999, the Nicaraguan government
initiated the preparation of a Poverty Reduction Strategy Paper (PRSP), and an Interim-
PRSP was completed in mid-August 2000. Nicaragua reached the HIPC Decision
Point under the HIPC Initiative in December 2000 and a "full" version of the PRSP
was completed in July 2001. In September 2001, the Boards of the IMF and World
Bank approved the PRSP.

0.3 The PRSP provides an excellent analysis of the sources of poverty in Nicaragua
and a good framework for the country's efforts to reduce poverty in a sustained
manner; see Joint Bank-Fund Staff Assessments of the I-PRSP and PRSP.' This
strategy rests on four pillars: the first is broad-based economic growth with emphasis in
the rural sector, where most of the poor are concentrated. The second pillar refers to
investments in human capital, mainly in the areas of education, health and nutrition.
The third pillar is a strengthened social protection and assistance mechanism focused
on the extremely poor, with the aim of assuring their survival in the short run and

International Development Association, "Nicaragua: Interim Poverty Reduction Strategy Paper and
Joint IDA-IMF Staff Assessment of the I-PRSP", (IDA/SecM2000-552), October 2, 2000; and "The
Republic of Nicaragua: Poverty Reduction Strategy Paper and Joint IDA-IMF Staff Assessment"
(Report No.: 22627-NI), August 24, 2001.
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facilitate an escape from chronic poverty in the long run. The fourth pillar involves the
strengthening of institutions and good governance. The PRSP proposes 10 final
outcome targets to be reached by 2015 for measuring the impact of the poverty

2reduction strategy. Recognizing that these final outcome targets evolve slowly over
time, each is accompanied by several intermediate targets that permit a closer
monitoring of the progress made in the short run.

Main Obiectives of the Public Expenditure Review

0.4 A central principle underlying the PRSP is that it be developed from a solid
understanding of the nature and determinants of poverty. Another is that it be results-
oriented, building on the relation between public actions and poverty outcomes. The
Bank has provided assistance in the first area with analytical underpinnings for a
poverty reduction strategy through the recently completed Poverty Assessment, which
includes a poverty profile and diagnosis of the principal determinants of poverty in the
country. This Public Expenditure Review aims to assist in the second area described
above by focusing on the link between public actions and poverty outcomes.

0.5 The PER has two main objectives. The first is to analyze the pattern and
evolution of public expenditures in Nicaragua with a view toward assessing their
consistency with the priorities expressed in the recent PRSP and identifying steps to
increase the poverty-reducing impact of those expenditures. As the Interim-PRSP was
being completed in mid-2000, the government initiated the preparation of the 2001
fiscal budget. It is much too soon to expect the 2001 budget to fully reflect the
priorities established in the PRSP. On the other hand, if the consultation process
associated with the preparation of PRSP had no impact on the new budget, it would
raise concerns about the effectiveness of the PRSP as a tool for improving the
allocation of public resources. We should expect at least some changes at the margin in
the proposed budget allocations.

0.6 The second objective of the PER is to diagnose Nicaragua's institutional
capacity to implement the poverty reduction programs to be defined in the PRSP and
recommend measures for raising that capacity. The Joint Staff Assessment of the
Interim and full PRSP point toward the need to prioritize further the poverty reducing
projects and programs envisaged by the government. Such a prioritization is likely to
require a significant reallocation of public resources that could strain the limited
capacity of the public sector's planning and budgeting framework.

0.7 The PER is meant to serve the Ministry of Finance, SETEC and the Ministry of
External Relations as a reference in the translation of social priorities into specific

2 These targets involve (i) reducing extreme poverty by half from the rate in 1995, (ii) increasing the
coverage of primary education, (iii) reducing maternal mortality, (iv) reducing infant and under-5
child mortality, (v) increasing access to reproductive health care services, (vi) reducing chronic
malnutrition, (vii) increasing access to water services, (viii) increasing access to sanitation services,
(ix) reducing the national illiteracy rate, and (x) implementing a National Strategy for Sustainable
Development by 2005; the specific targets are spelled out in Chapter III, Section C.
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public programs. It could also be of interest to donors as an independent assessment of
the coherence between the budget and the PRSP, creating a greater awareness about
country priorities and providing guidance on the most promising uses for donor funds.
Finally, the report generates specific recommendations for policy and institutional
reforms that aim to strengthen the public sector's PRSP implementation capacity.
These reforms may form part of the Bank's policy dialogue in connection with the
HIPC completion point and could provide the analytical underpinnings for a possible
PRSP-supporting program credit that may be considered by IDA in the future.

0.8 This policy dialogue will necessarily have to be pursued with the new
government administration that will be assuming power in January 2002. Even though
this PER takes as its point of reference the PRSP prepared under President Aleman's
administration, the participatory manner in which the PRSP was prepared should give it
continued relevance under the new administration.

Previous and Onzoing Sector Work

0.9 This PER is preceded by three expenditure reviews carried out by the World
Bank over the last decade - the Public Expenditure Review of 1992, a Review of Social
Sector Issues in 1993 and a (green cover) Public Investment Review of 1997. Other
relevant sector work prepared by the Bank includes a transport sector review completed
in 1995, a water & sanitation sector review in 1999 and a review of rural expenditures
(jointly with MAG-FOR) in 1999. The Bank has been providing assistance to the
PRSP through the completion of a Poverty Assessment and Poverty Map in June 2000,
and individual consultancies to address specific issues as they have emerged in the
course of preparing the PRSP. The Bank also has prepared a Review of Social Sector
Programs included in the I-PRSP in 2001. The background papers for the Poverty
Assessment and this last Review of Social Sector Programs have provided important
inputs to this PER. Finally, two recently completed external studies that provided
valuable inputs for this study are the "Review of Government Financial Management in
Nicaragua", prepared by NORAD, and a report on "Strengthening of the National
System of Public Investment in Nicaragua", prepared for SETEC with support from
CIDA.

Structure of the Report

10. Chapter I reviews the evolution of public expenditures and revenues during the
1990s. It examines the economic and sectoral composition of expenditures, and traces
their growth in size, culminating with the expenditure hike in 1999-2000 induced by
hurricane Mitch. This expenditure hike has raised three related concerns about
sustainability. The first is with respect to the sustainability of aid flows to Nicaragua,
which are inordinately high and expected to decline. The second is with respect to the
fiscal deficit, once aid flows revert to lower levels. The third concern derives from the
high capital intensity of post-Mitch aid flows and relates to the sustainability of
recurrent spending requirements associated with the higher capital stock. Each of these
concerns is addressed separately.
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11. The foreign assistance triggered by hurricane Mitch raised total public spending
in Nicaragua to record levels. As these reconstruction activities come to an end,
policymakers face the choice of reducing expenditures commensurately or raising
revenues to compensate for the loss of external assistance. This chapter presents some
cross-country comparisons that could serve as benchmarks for making this choice. To
ensure greater relevance for these comparisons, the Nicaraguan figures are adjusted to
take into account a significant sub-valuation of the officially measured GDP.

12. Another issue addressed in chapter I is the sustainability of the fiscal deficit
under certain behavioral assumptions about aid flows. Instead of beginning to adjust to
lower aid flows, the 2001 Budget aimed to increase public spending beyond the levels
reached in 1999-2000, resulting in a projected primary deficit on the order of 6 percent
of GDP. While such a deficit is clearly unsustainable, it is not clear off-hand by how
much the deficit must be reduced to become sustainable. This question is addressed in
a model tailored to Nicaragua's structural characteristics, which is developed in Annex
B. Since Nicaragua's ability to borrow externally remains fairly circumscribed under
the HIPC Initiative, it turns out that fiscal sustainability largely depends on the
country's internal debt burden. Annex B calculates the set of maximal values of the
primary fiscal deficit that would be sustainable for different levels of the internal debt,
different GDP growth projections, and alternative assumptions about donors'
willingness to provide concessional aid in the future.

13. The third major issue addressed in Chapter I refers to the distortions in public
expenditures caused by Nicaragua's high dependency on aid. The overall story line in
this regard is that high aid dependency has as led to an over-emphasis on capital
spending, both at the expense of recurrent spending and in terms of a misclassification
of recurrent expenditures as capital expenditures. At the same time, it has tended to
undermine the public sector's limited expenditure management capacity. One
manifestation of this is the inordinately high variability of public investment spending
in Nicaragua, which reduces program effectiveness and may partly explain the
relatively low rate of productivity growth observed in the last 20 years.

14. Chapter II reviews the structure and evolution of rural development spending
and Chapter III reviews social spending in Nicaragua. These two sectors are at the
heart of the government's poverty reduction strategy and comprise 80 percent of the
programs that are proposed for inclusion in the PRSP project portfolio. Both chapters
begin with a brief overview of the principal sector issues and a summary of the
strategic approach proposed in the PRSP to address those issues, followed by a
description of the evolution of sector expenditures during the 1 990s. Each chapter then
analyses the sector expenditures contemplated in the 2001 Budget and reviews the main
sector programs. (Individual sector projects are reviewed in Annexes G and H.)

15. Chapter IV reviews the evolution of transport sector expenditures, primarily
focusing on the roads sub-sector, which comprises most of the public expenditures in
transport. Unlike social and rural spending, most transport sector expenditures are not
included in the PRSP. However, the transport sector investment program is the largest
in the total public investment program. By absorbing such a large share of public



5

investment resources, it is bound to affect the country's growth performance and the
government's efforts to reduce poverty.

16. Chapter V addresses the government's capacity to make and implement policies
consistent with the PRSP. It seeks to understand how outcomes, in terms of the quality
and quantity of public services, are related to the institutions (or rules) that determine
them, and what feasible options might exists for improving rules and outcomes. Part A
of Chapter IV characterizes the outcomes in terms of three levels: aggregate fiscal
discipline, allocative efficiency, and operational efficiency. The public sector's
institutions are then viewed both in terms of "broad policy" making and "narrow"
management of public money, both of which are closely related. Part B characterizes
the ways in which policy gets made - i.e. decisions on what public goods and services
should be delivered, how they should be delivered, and how they should be paid for.
Part C, the core of this Chapter, describes and analyzes the public expenditure
management (PEM) system. It does this from an "input" point of view by discussing
who has the authority to manage public money, what the budget covers, and how is it
formulated and executed. Finally, the chapter recapitulates the impact of policy-
making and PEM institutions on outcomes and, in part D, draws some conclusions
about policy reforms.

17. Chapter VI takes off from the institutional analysis in the preceding chapter and
deals explicitly with the design of an expenditure tracking mechanism to monitor the
evolution of poverty spending in Nicaragua. It begins with some broad observations on
the principles of expenditure tracking and describes the Supplementary Social Fund
(FSS), which the government has proposed to adapt for tracking the savings from HIPC
debt relief. The current format of the central government Budget is analyzed, with
special reference to the FSS, followed by recommendations to improve the
government's tracking capacity through the Budget, without undermining the public
expenditure management system. The chapter concludes with an estimate of the
additional external resources that will become available during the next three years and
the construction of a baseline for measuring additional poverty reducing spending
during that period.

18. A seminar organized by the Nicaraguan Government to discuss the contents of
the draft PER was held on November 28, 2001. This seminar included participants
from all sectors and yielded many insightful observations and comments that have been
incorporated into the final report.





Chapter I
THE EVOLUTION OF PUBLIC SPENDING IN NICARAGUA

A. The Fiscal Effort to Restore a Market Economy in the 1990s

1.1 The main economic objective guiding government policies since 1990 has been
the restoration of a stable, market economy to bring about private sector-led growth as
the engine of economic development and for reducing poverty. Nicaragua has
advanced far in that direction. Hyperinflation was halted and growth reemerged after a
decade of economic disarray in the 1980s. The economy has become more open, and
private investment spending has overtaken public investment as the main source of
capital accumulation; Figure 1.1. Recent findings from the Living Standard
Measurement Surveys (LSMS) suggest that the country's poverty indicators improved
in this period.3 But these gains remain fragile. The economy continues to be very
vulnerable to external and internal shocks, and a new round of adjustments is needed to
reduce again the aid dependency created by hurricane Mitch.

Figure 1.1: Key Macroeconomic Developments in the 1990s

Growth increased and inflation stabilized ... while the economy became more open ...

80 C, 5' 100-

, n t4f,<w*5 o|-->-- - - ircn|
po --- - -- o - ! A °°°---- -- --- -- -

6 c<DD 0 . - O 4c f t e

0~

2_ _---'-- _ _ _ 00 _ _ ___ ___ ___ __ _ _

0 C IDo)o2

'-' (D C1. 0 .z c £

... and private investors took the lead in i j But, renewed aid dependency after

IL directing the economy's future. hurricane Mitch calls for further

0 35 - 700 adjustment efforts.

C, 30j _L FO | f't : --- - -

c 25 -r,- -- ! .Ie,f3 re sr.ur:e det, .,1 / '

0 20 I 0 -

0.15 3-_ Ul o 40') I ---.

E -_ - --- - -- 3 _ _ _ _ _ - -a,010201 -

i ,D vS : 5 S O ' rD Q D D ID~~~~~~~~~~~~~~~~nci F -

ii 20') *-~ ~ 7l &.eineli :
0.05 - P3 _ I G1) i Pt Cr. X G

__ _ _ __ __- _') _-___--_-__- _ I

> 0 00 

~~' (0 ~~~~~ (0 fl~~~C (0 I '1

Source: World Bank, Country data base.

3 World Bank, 2001, Nicaragua Poverty Assessment: Challenges and Opportunities for Poverty
Reduction
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1.2 Fiscal policy played a crucial role in Nicaragua's structural transformation
during the early part of the 1990s. Total public expenditures fell significantly in 1991
and the overall public sector balance (after grants) improved from a massive deficit in
1990 to a modest surplus in 1991; Table 1.1.4 These adjustments eliminated the most
important source of inflationary pressures in the economy and meant that there was less
crowding out of private sector activity.

Table 1.1: Nicaragua - Consolidated Operations of the Public Sector
(% of GDP)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2001
budget program

Total Current Revenues 18.2 24.8 28.5 29.0 29.6 29.2 31.3 34.2 36.9 35A 32.9 32.9 32.6
Current Revenues of GG 15.7 21.0 .26.2 24.7 26.2 27.3 29.2 32.3 34.2 33.0 32.3 32.5 32.0
OperatingSurplusofPEs 2.5 3.8 2.3 4.3 3.4 1.9 2.1 1.9 2.6 2.4 0.6 0.4 0.6

Total Expenditures 53.4 33.3 38.0 39.0 42.8 40.3 47.4 44.3 44.3 51.1 48.6 53.6 47.5
Current Expenditures of GG 49.2 27.4 27.1 25.8 27.3 25.4 29.4 29.6 28.0 28.3 27.7 30.2 29.1

o/w interest payments 0.1 1.2 2.9 3.9 5.3 4.9 3.3 5.0 5.1 4.9 4.6 6.0 5.7
Central Bank Losses 1.9 0.7 1.1 1.4 0.6 -0.1 0.2 0.6 3.3 1.7 1.6 3.4 3.7
Capital Exp.(net of cap. rev.) 2.3 5.2 9.8 11.8 14.9 15.0 17.8 14.1 13.0 21.1 19.2 20.0 14.8

Public Savings -32.9 -3.3 0.3 1.8 1.7 3.9 1.8 4.1 5.6 5.4 3.6 -0.7 -0.1

Overall Balance (before Grants) -35.2 -8.5 -9.5 -10.0 -13.2 -11.1 -16.1 -10.0 -7.4 -15.7 -15.7 -20.7 -14.9
Foreign Grants 14.8 11.9 4.9 8.5 6.5 6.1 8.8 5.4 3.8 8.7 7.3 8.7 7.5

Overall Balance (after Grants) -20.4 3.4 -4.6 -1.5 -6.7 -5.0 -7.3 -4.6 -3.6 -7.0 -8.3 -12.0 -7.4
otw Prmary Surplus (a.G.) -20.3 4.6 -1.7 2.4 -1.4 -0.1 .4.0 0.4 1.5 -2.1 -3.7 -6.0 -1.7

External Financing (net) 8.1 0.4 10.3 1.3 8.3 4.3 6.9 2.7 7.8 10.8 6.5 8.2 5.0
Intemal Financing (net) incl. pnvat. 12.3 -3.8 -5.7 0.2 -1.6 0.7 0.2 1.9 -4.2 -3.8 1.8 3.8 2.4

Source: IMF, Recent Economic Developments (various issues) and recent briefing papers.
Note: Interest payments are given on a cash basis, except for Paris Club interest deferral.

1.3 Public expenditures have crept back up again after the early 1990s. In 2000,
they represented nearly as large a share of GDP as in 1990. This is a matter of some
concern because it appears to call into question the sustainability of Nicaragua's
transformation from a state-managed to a private sector-run economy. However, there
are several important differences between the structure of public finances in 2000 and
in 1990 that are not captured in Table 1.1. In particular,

* The expenditure levels in 1990 and 2000 are not strictly comparable, given that
hardly any debt service obligations were honored in 1990 in contrast to 2000.

* The consolidated public expenditures do not capture the divestiture of public
enterprises (CORNAP), which are estimated to have been responsible for up to
29 percent of GDP in 1990.

* Public revenues are significantly higher now than in the early 1990s, which is
why the fiscal deficit did not deteriorate at the same rate as the public spending
increase.

* Public savings have increased since 1991, from -3.3 to +3.6 percent of GDP in
2000.

4 Nicaragua was still experiencing hyperinflation in 1990 and 1991 (until March), so that the economic
figures for those years need to be treated with caution. Even so, it is clear that a major fiscal
adjustment took place in 1991.



9

Finally, the figures for 1999-2000 are heavily influenced by the extraordinary
reconstruction spending that took place after hurricane Mitch, and which is
considered to be of a temporary nature.

1.4 It is important also to recognize at the outset of this report that Nicaragua's
GDP is significantly sub-valued; Box 1.1 and Annex A. When GDP is adjusted to
correct for this sub-valuation, many government spending ratios begin to look
significantly different, especially in cross-country comparisons. One outstanding
example is the pattem of total public expenditures, which increased progressively
during the 1990s to account for half of GDP by the end of the decade, according to
Table 1.1. This pattern, and its implied crowding-out of the private sector, becomes
considerably less daunting when one considers that total spending only increased to
about 30 percent of GDP under the adjusted measure.

1.5 In light of the preceding considerations, we conclude that the growth of public
expenditures during the latter half of the 1 990s does not appear to have undermined the
pursuit of a private sector-driven development strategy. However, it has raised three
important related concems about sustainability: The first is with regard to the
sustainability of Nicaragua's fiscal balance position. The fiscal deficit has deteriorated
significantly after 1998, and according to the 2001 Budget was projected to deteriorate
even further. It does not appear that such large deficits can be sustained for long. A
second, related concem refers to the sustainability of aid inflows. The rise in public
expenditures at the end of the 1990s was mainly financed with increased official
concessional aid flows, which deepened Nicaragua's already high aid dependence. It
is unlikely that these high levels of aid will continue to flow indefinitely. A third
concem refers to the type of public spending that has been financed largely with
external aid. As described below, the rise in public spending during the 1990s is
mainly attributable to higher capital spending. Future fiscal budgets may not be able to
sustain the recurrent spending that is required by such high capital spending levels.

1.6 The remainder of this chapter examines each of the preceding issues in greater
detail, with a view toward the adjustments required in the short and medium term to
restore sustainability. The main sources of fiscal imbalances currently facing the
Nicaraguan government are described in the next section. The need to correct those
imbalances leads to the question of whether this is best done through public
expenditure cuts or by raising government taxes, and involves considerations about the
desired size of govenmment. This question is addressed in sections C and D. Section C
reviews the evolution of central government spending and compares it with spending
levels in other regions. Section D looks at the financing side and calculates the fiscal
adjustment implications of a likely decline in foreign aid flows, using as benchmarks
the average spending and taxation levels in other developing countries. Section E seeks
to explain the rise in public investment spending during the 1990s, together with its
apparently low productivity impact. It finds that Nicaragua's high aid dependence has
tended to encourage excessive capital spending, while exacerbating the country's
already weak policymaking capacity.
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Box 1.1

The Sub-Valuation of Nicaragua's GDP

The official national income accounts (NIA) significantly underestimate Nicaragua's Gross
Domestic Product. A World Bank Country Economic Memorandum that was prepared in 1994
already had drawn attention to the poor quality of economic and population data, which
constitutes a major problem for economic quantification and management. Since that time, a
national population census was carried out (in 1995), which has improved the accuracy of the
population figures. The national income accounts, on the other hand, have been re-based, but not
revised, although efforts in this direction are ongoing.

Because the GDP figures have not yet been revised, all figures expressed as ratios of GDP, which
appear frequently in this report, should be approached with caution. In the absence of altemative
data series to the official national income accounts, we can attempt to estimate by how much
income levels may be under-valued. Among the more reliable sources of information that can
serve for this estimation are the results from two Living Standard Measurement Surveys, carried
out in 1993 and 1998. The 1993 LSMS yielded an average private consumption expenditure per
person of C$4,079, while the national income accounts report a private consumption per capita
figure of C$2,400 for that year. The 1998 LSMS yielded a per-capita consumption figure of
C$6,445, while the corresponding figure from the national income accounts is C$4,344.
According to these comparisons, the "true" level of private consumption is between 48 and 70
percent higher than the corresponding official national income accounts figure.

This range for revising the estimated level of private consumption may be too conservative. In
most other countries, it tums out that private consumption estimates based on household surveys
lie significantly below the consumption figures derived from the national income accounts. This
may be due to a reluctance by households to reveal their true income levels, possibly for fear of
additional taxation or the envy of neighbors. Assuming that such reluctance also exists in
Nicaragua, it stands to reason that the actual level of private consumption is even higher than the
adjusted figures derived from the LSMSs. On the other hand, the smaller difference in 1998
versus 1993 between the LSMS-based and the NIA-based consumption figures may be indicating
that the degree of sub-valuation of GDP has been declining. It may be reasonable to assume,
therefore, that the true level of private consumption is near the upper end of the range given by
the two LSMS results, or about 70 percent higher than the NIA-based figure.

Assuming private consumption to be 70 percent higher than the officially recorded level would
translate into a revised estimate for Nicaragua's GDP that is also about 70 percent higher than the
NIA-based figures. (The details and assumptions leading to this conclusion are laid out in Annex
A.) Based on these calculations, most figures for Nicaragua that are expressed as shares of GDP
would need to be deflated by a factor of 1.7 to compensate for the country's sub-valued GDP.
This result is similar to preliminary estimates obtained by the Central Bank, which point to an
adjustment factor on the order of 1.8 .

Even though the sub-valuation of GDP is widely recognized, this expenditure review continues to
report all GDP shares in terms of the official national income accounts figures, both to avoid
possible confusion and to facilitate the eventual application of the correct adjustment factor once
the national income accounts have been revised.
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B. The Evolution of the Fiscal Balances and their Sustainability

1.7 The fiscal adjustments carried out in the early 1990s eliminated the massive
deficits that fueled hyperinflation in the latter half of the 1980s. Since then, the fiscal
accounts - at least of the central government - were kept broadly balanced until the
advent of hurricane Mitch at the end of 1998; Figure 1.2. The most significant
movement in the period prior to hurricane Mitch occurs in 1994, when the government
reached agreement on the first ESAF-supported program with the IMF. This
agreement triggered balance of payments assistance from various donors, including a
2nd Economic Recovery Credit from IDA. Liquid disbursements declined in the
following years and the ESAF program was replaced by an indicative Staff-Monitored
Program in 1995. In 1996, fiscal discipline was temporarily relaxed, possibly
influenced by the national elections held in November of that year. In 1997-1998,
however, the country's public finances were again headed in a sustainable direction.
This was achieved through a combination of expenditure cuts and higher tax revenues.
The latter was achieved through an important tax reform in 1997 and an upswing in
economic activity, which automatically pulled up tax collections.

1.8 Hurricane Mitch has dominated the fiscal panorama since 1999. Reconstruction
spending raised total public expenditures by almost 7 percent of GDP in that year,
subverting the adjustment process that had been entered into in 1997. The extremely
generous donor response to the hurricane was very welcome, but had the unavoidable
byproduct of setting back the fiscal reform process by removing previous budget
constraints and, thereby, exacerbating an already high aid dependency. This is most
evident in the initial 2001 Budget.

Figure 1.2: Central Government Deficit (after Grants)
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1.9 The 2001 Central Government Budget points to a deterioration of several fiscal
variables. The large fiscal deficits in 1999 and 2000 reflected the massive
reconstruction spending provoked by hurricane Mitch, as well as the extraordinary
external financing made available in response. Just as the post-Mitch external
assistance is scheduled to subside, however, total central governnent spending under
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the 2001 Budget increases by 4 percent of GDP, while the GDP share of current
revenues is projected to remain unchanged. The projected result is an overall deficit
(after grants) that rises to 11 percent of GDP and that is clearly unsustainable. 5 This
has been recognized by the Authorities, who decided in mid-2001 to adjust total
expenditures downward toward a sustainable level under a Staff-Monitored Program
arrangement with the IMF. This modification represents a significant contraction from
the initial 2001 Budget, but falls short of restoring the pre-Mitch fiscal balance.

1.10 The expansionary trend of the 2001 Budget may have been motivated by the
coincidence of several negative external and internal shocks, which have led to a
deceleration of economic growth as of mid-2000. On the external side, the price of
Nicaragua's main export commodity (coffee) has been depressed since early 2000,
while fuel import prices have soared. Apart from a negative impact on the Balance of
Payments, this terms of trade shock has a contractionary influence on domestic
incomes. At the same time, the post-Mitch reconstruction boom is drawing to a close,
while private investors have become more cautious, both in response to recent
commercial bank failures and the uncertainty generated in the run-up to the November
2001 presidential elections. In the face of these recessionary influences, an
expansionary budget would be a good way to exert a counter-cyclical pressure. The
main problem with this strategy, however, is that the expansionary fiscal effort comes
at a time when the country's fiscal situation is most vulnerable.

1.11 The main source of vulnerability is the fragile commercial banking system. The
private commercial banks expanded at unusually rapid rates during 1996-1999, in part
to fill the vacuum left by the public banks that were closed, and ran into difficulties
when deposit growth slowed down and domestic economic activity decelerated. In
August 2000, the country's largest commercial bank, Banco Intercontinental, was
intervened, and three further private banks were intervened in November 2000 (Banco
del Cafe) , February 2001 (Banco Mercantil) and August 2001 (Banco Nicaragiiense). 6

These interventions resulted in a significant fiscal cost that, so far, is estimated at
around 16 percent of GDP and has been mainly financed with Central Bank bills
(CENIS). These banking problems also contributed to a loss of international reserves
by around US$120 million (or 4.8 percent of GDP) in the first half of 2001. A fiscal
expansion under these circumstances would weaken the country's reserve position even
further and, by raising domestic interest rates, would put additional stress on the
recently battered banking system.

1.12 On the financing side, significant funding is potentially available from two
exceptional sources: revenues from the privatization of ENEL's generation plants and

5 The Authorities had argued that the Budget figures represent spending ceilings and, therefore, are not to
be taken as an accurate reflection of the government's total spending intentions, nor of the future
deficit. However, even though it may have been formulated on that basis, past experience shows that
total expenditures rarely remain below the initially budgeted amounts. Observe from Table 1.13 that
total budget execution ratios have been greater than 1.0 in every year except 1992, when it was 0.99.

6 These four banks accounted for about 40 percent of the total commercial banking system in June 2000.
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of ENITEL, and tranche releases under several fast-disbursing credits from the IDB.7

Being exceptional, and not recurrent revenues, however, it would be prudent to allocate
a significant portion of these funds toward replenishing the reserves lost during the
recent banking problems and, thus, be better prepared for any future shocks.

Nicaragua 's Fiscal Sustainability

1.13 Under the 2001 Budget, the global fiscal deficit would have risen to 11 percent
of GDP (and the primary deficit to 6 percent of GDP). Recognizing that such a high
fiscal deficit is unsustainable, however, provides little guidance in identifying the
maximal deficit that would be sustainable. Annex B addresses this question by
calculating what would be a sustainable fiscal deficit for Nicaragua under two different
aid scenarios. The first scenario assumes that donors will lend Nicaragua more money,
the faster Nicaragua grows, so as to keep the ratio of concessional debt to GDP
constant at a level consistent with the post-debt relief parameters under the enhanced
HIPC Initiative. The second scenario merely aims to keep the total stock of post-HIPC
external debt constant in US Dollar terms. These aid scenarios represent opposite ends
on a spectrum of possible donor responses. Under the first one, which represents an
extreme form of aid for effectiveness, Nicaragua could run the large primary deficit of
6 percent of GDP implied by the 2001 Budget, but only in the unlikely event that the
economy were growing at a rate of 7 percent per annum. With economic growth
projected in the PRSP to be in the range of 3-4 percent over the next three years,
however, the maximal primary balance that would be sustainable ranges between -1
percent of GDP and a surplus of 2 percent of GDP. Under the less generous donor
response scenario, a primary surplus of around 7 percent of GDP would be required.
[Note: These percentages are calculated on the basis of the official national income
accounts figures for GDP. Correcting for the sub-valuation of GDP would result in a
scaling down of the target variables expressed as shares of GDP, such as the primary
surplus ratio, but would not alter the absolute values of the variable flows.]

1.14 The second scenario described above would require a fiscal adjustment of 13
percent of GDP vis-a-vis the 2001 Budget and an adjustment of 10 percent of GDP vis-
a-vis the fiscal situation in 2000. An adjustment of that magnitude would be extremely
severe and difficult to carry out in an organized manner. The first scenario obviously
would allow for a more gradual adjustment: assuming GDP growth averages 3.5
percent over the medium term, this rule would involve fiscal measures equivalent to 6.5
percent of GDP vis-a-vis the 2001 Budget and of 3.5 percent of GDP vis-a-vis the
deficit in 2000. 8

These extraordinary funding sources are projected to yield a combined inflow of approximately
US$180 million in 2001, or roughly 7 percent of GDP.

To appreciate the impact of the recent bank interventions in this context, consider that these
interventions represented a total fiscal cost of roughly 16 percent of GDP, most of which was
financed through the issue of domestic debt. If that domestic debt had not been created, we see from
Tables B.1 and B.2 in Annex B that Nicaragua would be able to sustain a primary deficit that is
between 1 and 2 percent of GDP greater, so that the required fiscal adjustment would be
correspondingly smaller. A greater effort by the authorities to recover the assets from the failed
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1.15 These results pose a significant challenge both for Nicaragua's policymakers
and for the donor community. Even under the most generous rule of donor behavior,
the Nicaraguan authorities would still be faced with a major fiscal policy challenge, and
given the limited scope for revenue raising measures in the very short run, most of the
adjustment initially has to occur on the expenditures side. (Annex F proposes some
criteria for prioritizing the needed expenditure cuts and reviews the distribution of
expenditure reductions in the investment budget.) By mid-2001, the authorities had
begun to rise to this challenge by cutting back public spending below the levels given
by the 2001 Budget.9

1.16 The donors, in turn, are also faced with a significant challenge. Under the first
rule, they would be projected to maintain gross concessional lending at the same level
in 2001 as in 1999-2000 (including debt service deferrals), when it averaged around
US$369 million per annum. It may be difficult to sustain such a high lending level
over an indefinite period, given the scarcity of concessional donor resources. That
being the case, the adjustment of 3.5 percent of GDP calculated above (under the first
aid scenario) would not be enough to bring about a sustainable deficit. In that context,
donors face the challenge of managing their concessional lending to ensure that any
changes occur gradually enough to prevent excessive disruptions.

1.17 Nicaragua's policymakers face a two-fold task in adjusting to the end of the
post-Mitch reconstruction boom. First there is the immediate task of adjusting
spending under the 2001 Budget. As discussed above, this mainly involves expenditure
cuts in the short run, and measures taken by the authorities in this area are already
underway. Looking toward the medium term, however, more adjustment options
become available, so that Nicaraguans must decide whether to opt for a smaller state by
scaling back total public spending to pre-Mitch levels, or whether to opt instead for a
larger state by staying near the new spending plateau attained in 1999-2000, which
means focusing the adjustment effort on the revenues side. This issue is addressed in
the next two sections, which begin by comparing the size of Nicaragua's central
government spending to that in other countries.

C. The Evolution of Central Government Expenditures

1.18 The central government represents the lion's share of total public spending,
accounting for roughly three-fourths of current and capital spending by the public
sector.10 It is not surprising, therefore, to find the main trends in public spending

banks, therefore, would directly reduce the net domestic debt and ease this source of fiscal
constraint.

9 As shown in Table 1.5, the public investment program for 2001 was cut by about 7 percent of GDP.
Since much of this program is extemally financed, however, the net fiscal adjustment from these
cuts is estimated to be around 5 percent of GDP.

° The Central Government comprises all the institutions included in the General Budget of the Republic.
It currently includes the Presidency plus 12 ministries, three other 'Powers of the State' (National
Assembly, the Judiciary and the Supreme Electoral Council), the National Municipal Development
Institute, the Attorney General's office and various Autonomous and Decentralized Institutions
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reflected in the evolution of the central government accounts. Of particular interest in
light of the earlier discussion is the rising trend in overall public spending.

Table 1.2: Nicara gua - Operations of the Central Government (% of GDP)
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

budget
Total Revenues 19.5 20.5 20.1 20.5 22.0 21.9 24.4 26.7 25.4 24.5 25.2

Current Revenues 19.3 20.4 19.6 20.3 21.5 21.7 24.2 26.2 25.1 24.5 25.1
Capital Revenues 0.2 0.1 0.5 0.3 0.5 0.3 0.1 0.5 0.2 0.0 0.1

Total CG Expenditures 26.9 27.3 27.6 30.1 29.3 29.3 29.8 29.9 37.8 38.3 42.2
Current Expenditures 23.4 20.6 20.7 21.1 18.6 19.2 19.9 20.8 20.1 21.5 24.3
Capital Expenditures 3.5 6.7 6.9 9.0 10.6 10.0 9.9 9.1 17.6 16.8 17.9

Overall Balance (bef grants) (7.4) (6.7) (7.5) (9.5) (7.3) (7.3) (5.4) (3.2) (12.4) (13.8) (17.1)
(after grants) 4.2 (2.4) (0.2) (4.6) 1.1 (0.4) (1.2) (0.2) (5.2) (8.2) (11.0)

Memo item: CG savings (4.1) (0.2) (1.1) (0.8) 2.9 2.5 4.3 5.4 5.0 3.0 0.8

Source: MHCP. Figures refer to executed expenditures, except for last column that refers to 200iBudget.

The Relative Size of Nicaragua 's Government

1.19 By the mid-1990s, total central governnent spending had increased again to 30
percent of GDP. This appears to be significantly higher than the Latin American
average, which fluctuates between 20 and 24 percent of GDP, and the highest in
Central America. (Central government spending in Costa Rica, Honduras and Panama
averaged around 22 percent of GDP in the last 5 years, while El Salvador and
Guatemala spend under 15 percent of GDP.) Considering that true GDP may be 70 to
80 percent higher than the official figures (Box 1.1), however, Nicaragua's public
spending is near the lower end of the Central American spectrum.

1.20 There are also great variations among countries in the distribution of
government functions between the central government level and the local levels, which
need to be taken into account when making inter-country comparisons. Central
government spending in Canada and the United States, for example, only represents
around 23 percent of GDP, while state and local government spending account for
another 22 and 13 percent, respectively. In France and Italy, whose governments are
organized in a more centralized fashion, central govenment spending accounts for 42
and 47 percent of GDP, while state and local government spending only accounts for 6
and 3 percent. A similar disparity in the degree of decentralization is also observed in
Latin America. Central government spending is Chile is around 30 percent of GDP,
while sub-national government accounts for 2 percent. In contrast, Argentina's central
government spending is 12 percent of GDP, while sub-national governments spend 10
percent.

(including Universities) that are funded through transfers from the Budget. The General Government
consists of the Central Government plus the Social Security Institute and the Municipality of
Managua. The Non-Financial Public Sector consists of the General Govermment plus the public
utility enterprises (electric utility, ENEL, and the water & sanitation utility, ENACAL - the
telecommunications utility, ENITEL, was excluded from coverage since 1995, during the utility's
first privatization attempt. The Combined Public Sector consists of the Non-Financial Public Sector
plus the Central Bank's operating deficit.



16

1.21 In this regard, Nicaragua is closer to the centralized Chilean model. While its
(pre-Mitch) central government spending accounts for around 30 percent (excluding
social security), sub-national governments (municipalities) only account for perhaps 5
percent of GDP. (Municipal finances are not covered in this report for lack of adequate
data.) Considering also that its GDP level may be strongly sub-valued, we can
conclude that, prima facie, Nicaragua's government does not stand out as exceptionally
large, except in comparison to some of its Central American neighbors.

1.22 Even when the post-Mitch reconstruction expenditures are taken into account,
Nicaragua's total government spending only appears large by Latin American
standards, but is not exceptionally large by international standards. In 2000, total
central government spending amounted to 38 percent of GDP, using the official
national income accounts figures. Deflating by a factor of 1.7, however, would put
total central government spending at 22.4 percent of GDP, which is close to the Latin
American norm (which averaged 21.2 percent in the 1990s), but clearly below the
world average (30 percent); Annex Table Al.

Figure 1.3: The Evolution of Central Government Expenditures
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Sector Composition of Central Government Spending

1.23 Even though central government spending may not be too large at a given point
in time, a rising trend could eventually lead to difficulties in the future. The increase in
Nicaragua's central government spending during 1991 to 1998 has both a sectorial and
an economic dimension. From a sectorial perspective, the progressive increase in total
central government spending between 1991 and 1998 is entirely due to increased
interest payments on the public debt. As shown in Figure 1.3, central government
spending (net of debt service) remained constant during this period at around 25
percent of (unadjusted) GDP. It is only after the advent of hurricane Mitch in 1998,
that net spending shot up, independent of debt service obligations.
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1.24 The other noteworthy expenditure shift in the pre-Mitch period is the decline in
military spending, which was replaced by higher spending on Infrastructure and
Construction; Table 1.3. This shift is an obvious byproduct of the suspension of
domestic armed hostilities in 1990 and contributed to the reactivation of economic
activity by the mid-1990s. Social spending exhibited comparatively little variation
during 1991-1998, both as a share of GDP and as a proportion of total public spending.

Table. 1.3 Nicaragua: Sector Shares of Central Government Expenditures
prelim. budget

As share of GDP 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
SocialServices 10.3% 10.0% 10.9% 11.9% 11.5% 11.0% 10.8% 9.9% 14.8% 15.8% 16.8%

Education 5.1% 5.0% 4.8% 5.5% 4.9% 4.8% 5.3% 5.0% 6.5% 6.5% 8.3%
Health 4.2% 4.2% 3.9% 4.7% 4.5% 4.3% 4.0% 3.7% 5.3% 5.8% 5.6%

InfrastructureandProduction 3.7% 4.9% 5.3% 4.9% 6.4% 6.0% 7.1% 8.0% 11.2% 8.9% 10.3%

Agnculture&OtherPrmaryAct. 0.8% 1.3% 2.5% 1.9% 3.3% 2.1% 2.8% 3.0% 4.3% 3.2% 3.8%

Construction & Transport 2.6% 2.2% 2.1% 2.6% 2.3% 2.7% 2.5% 3.5% 6.4% 4.8% 4.7%

Defense and Police 4.7% 5.5% 3.9% 3.8% 3.3% 3.4% 2.9% 2.7% 2.7% 2.4% 2.8%

General Serces & Other 7.2% 4.7% 3.6% 4.4% 4.1% 5.9% 4.3% 4.9% 5.9% 6.8% 7.0%
Debt Service 2.9% 4.6% 7.2% 9.6% 8.6% 7.1% 9.0% 8.5% 7.5% 7.6% 9.1%

Total 28.7% 29.7% 30.9% 34.5% 33.8% 33.4% 34.1% 34.0% 42.0% 41.5% 46.1%

As shares of Total CG Spending 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Social Services 35.9% 33.7% 35.1% 34.5% 34.1% 32.9% 31.7% 29.2% 35.2% 38.2% 36.5%

Education 17.8% 16.8% 15.4% 15.9% 14.5% 14.2% 15.4% 14.7% 15.4% 15.8% 18.0%

Health 14.7% 14.0% 12.8% 13.6% 13.4% 12.8% 11.7% 10.8% 12.6% 14.0% 12.1%
Infrastructue and Production 12.7% 16.3% 17.0% 14.2% 18.8% 17.8% 20.7% 23.5% 26.6% 21.5% 22.3%

Agriculture&OtherPrimaryAct. 2.9% 4.5% 8.1% 5.4% 9.8% 6.3% 8.3% 8.8% 10.2% 7.7% 8.2%

Construction & Transport 9.0% 7.4% 6.7% 7.6% 6.9% 8.2% 7.4% 10.4% 15.3% 11.6% 10.2%
DefenseandPolice 16.3% 18.6% 12.7% 10.9% 9.7% 10.3% 8.4% 8.0% 6.4% 5.7% 6.0%

General Services&Other 24.9% 15.7% 11.7% 12.7% 12.0% 17.7% 12.7% 14.4% 14.0% 16.3% 15.3%

Debt Service 10.1% 15.6% 23.4% 27.7% 25.3% 21.2% 26.5% 24.9% 17.8% 18.4% 19.8%
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Source: MHCP, Budget execution reports and 2001 Budget

Economic Composition of Government Spending

1.25 Looking at the same figures from an economic perspective, the increase in total
central government spending is entirely attributable to higher capital spending. The
government appears to have deliberately reduced non-interest current spending by the
same amount as interest payments increased. This means that current spending more or
less maintained a constant relation to GDP throughout the decade, so that changes in
the share of total spending are entirely due to changes in capital spending. (Central
government capital spending almost tripled between 1991 and 1996-98; Tablel.4.)

1.26 The decline in non-interest current spending mainly occurred through lower
government consumption, which declined from 15.7 percent in 1991 to 11.8 percent in
1998 (having fallen as low as 9.5 percent in 1995). The fiscal category that
experienced the greatest adjustment in this context was spending on Goods and
Services, which declined from almost 10 percent in 1991 to 4.4 percent in 1998.
Although this figure recovered modestly in 1999-2000, it still raises concerns about the
public employees' reduced ability to adequately deliver services.
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Table 1.4: Economic Classification of Central Government Expenditures (% of GDP)
Budget

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Total CG Expenditures 26.9 27.3 27.6 30.1 29.3 29.3 29.8 29.9 37.8 38.3 42.2

Current Expenditures 23.4 20.6 20.7 21.1 18.6 19.2 19.9 20.8 20.1 21.5 24.3
Consumption 15.7 14.2 12.9 11.5 9.5 11.5 10.2 11.8 12.1 11.1 13.2

Wages and Salaries 5.9 7.3 7.4 6.8 6.1 6.2 6.3 7.4 7.5 6.1 8.0

Goods and Services 9.9 6.9 5.5 4.8 3.4 5.3 3.8 4.4 4.6 5.0 5.2
Interest Payments 1.1 2.2 3.9 5.1 4.0 2.9 4.7 4.4 3.2 4.4 5.3
Current Transfers 6.6 4.2 3.9 4.4 5.1 4.8 5.1 4.6 4.8 6.0 5.9

To Prvate Sector 4.2 1.6 1.5 1.6 2.2 2.4 2.4 2.3 2.1 2.5 2.4

To Public Sector 2.3 2.5 2.3 2.8 2.9 2.3 2.4 2.2 2.5 3.3 3.3
To External Sector 0.1 0.1 0.1 0.1 0.0 0.1 0.2 0.2 0.2 0.2 0.2

Capital Expenditures 3.5 6.7 6.9 9.0 10.6 10.0 9.9 9.1 17.6 16.8 17.9
Fixed Investment 2.1 3.4 2.5 4.7 5.1 5.5 5.1 5.4 8.5 9.9 8.9
Capital Transfers 0.5 2.8 4.1 3.7 5.1 4.2 4.7 3.7 8.1 6.9 8.9
Financial Investments 0.9 0.5 0.3 0.5 0.5 0.4 0.0 0.0 1.0 0.1 0.1

Source: MHCP, Budget execution reports and 2001 Budget.

1.27 Central government spending on wages and salaries, on the other hand, has
remained around 7 percent of GDP during most of the decade, even though total public
sector employment declined steadily from 218 thousand employees in 1990 to 78
thousand in 1999; Annex C. (Central Govenment employment declined from 109
thousand in 1990 to 65 thousand in 1999.) This implies that the average public sector
remuneration must have increased, as occurred indeed after 1997, reversing a previous
declining trend. Even so, govemment wages still remain among the lowest in the
country, second only to agriculture sector wages1 l; Figure 1.4.

Figure 1.4: The Evolution of Monthly Salaries
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" The 2001 Budget contemplates a fairly abrupt increase in the public sector wage bill - 2 percent of
GDP above the 2000 level. This increase is primarily aimed at teachers and policemen, whose
salaries have lagged behind the public sector average; Annex C. By failing to tie wage increases to
better performance, however, there is the danger that they would merely result in a resource transfer
without yielding productivity improvements in a public work force whose ability to deliver services
already was weakened by a decline in the non-wage current budget.
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1.28 Considering the significant decline in public sector employees since the early
1990s, Nicaragua's public labor force is not overly large by either historical or regional
standards. However, the composition and average quality of the public labor force is
extremely low, which manifests itself in very low productivity levels. One reason for
this is that the reorientation of the public sector to play a more market-oriented,
facilitating and regulatory role was not accompanied by an equally significant change
in the skills mix of the public labor force. Furthermore, public sector wages and
salaries are so low on average that they neither attract higher skilled workers, nor
provide a sufficient incentive for existing workers to invest in new skills. To improve
public sector productivity, a major civil service reform is needed that would raise
public sector salaries in exchange for a more skilled labor force. This would require
significant up-front investments in terms of severance payments and training costs. At
the same time, a civil service law is required to protect these investments in the future
by ensuring that new appointments (and firings) take place on the basis of merit and
skill mix considerations, rather than political favor. A draft law to this effect was
submitted to the National Assembly in December 1999, but still remains to be
approved. An inventory of all public sector positions also needs to be completed,
together with the classification of competencies needed to staff those positions. The
next step, once the civil service law is approved, is to match the skill profiles of public
sector staff with the competencies required by each post.

The Evolution of Central Government Spending after hurricane Mitch

1.29 In the aftermath of Hurricane Mitch, total central government expenditures
immediately shot up from 29.9 percent of GDP in 1998 to 37.8 percent in 1999; Table
1.4. The pattern of central government expenditures was broadly affected in two major
ways: First, the previously observed trend of rising public investment became even
more pronounced. Since current expenditures declined by 0.7 percentage points
between 1998 and 1999, this meant that the entire spending increase over this period is
accounted for as investment spending.

1.30 Second, there occurred a significant shift in the sector distribution of public
expenditures. Social sector spending became the quantitatively most important
category of post-Mitch reconstruction spending, followed by the Construction &
Transport sector. The former accounted for 61 percent of the total post-Mitch increase
in central government expenditures, while the latter accounted for 36 percent; Table 1.3
Prior to the advent of Hurricane Mitch, these two sectors together accounted for 40
percent of total central government spending. Even though most of the increase in
social spending is classified as capital expenditures, a large portion is likely to consist
of recurrent expenditures that may be difficult to reduce once the funding for post-
Mitch reconstruction winds down.

The 2001 Public Investment Program

1.31 The Public Investment Program as approved under the 2001 Budget kept total
investment spending at the levels reached in 1999-2000, which had been especially
high on account of post-Mitch reconstruction activities. As these reconstruction
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activities began to wind down, they were to be replaced with projects designed to
reduce poverty according to the government's recently prepared PRSP. By mid-2001,
however, it had become clear that the internal and external funds that would be
necessary to sustain such a high investment level were not likely to materialize in that
year, and the public investment program was reduced by roughly 7 percent of GDP.'2

(With this reduction, total public investment is programmed to reach the same share of
GDP as in the pre-Mitch year of 1998.)

Table 1.5: Sector Distribution of the 2001 Public Investment Program
(in US$ millions)

Included In PRSP Excluded from PRSP Total PRSP share of Total
Sectors 2001 Budget 2001 Budget 2001 Budget 2001 Budget

Original Adjusted Original Adjusted Original Adjusted Original Adjusted
Ministry of Education (MECD) 86.6 54.6 0t3 0.3 86.9 54.8 100% 100%
National Technological Institute (INATEC) 3.2 3.2 3.2 3.2 100% 100%
Ministry of Health (MINSA) 34.2 24.1 3.9 1.8 38.1 26.0 90% 93%
Urban Housing Institute (INVUR) 5.4 3.1 5.4 3.1 100% 100%
Ministry of the Presidency (MIPRES) 5.0 4.2 5.0 4.2 100% 100%
Social Action Secretariat (SAS)- 5.0 3.2 5.0 3.2 100% 100%
Technical Secretariat (SETEC) 0.3 0.3 0.3 0.3 100% 100%
Ministry of the Family (MIFAM) 8.0 5.7 8.0 5.7 100% 100%
Emerg. Social Investment Fund (FISE) 6.8 5.5 6.8 5.5 100% 100%
MunicipaliDev lnstitute(INIFOM) 18.1 12.5 18.1 12.5 100% 100%
Municipalities 5.2 5.2 5.2 5.2 100% 100%
Transfers to Water Utility(ENACAL) 9.8 7.2 9.8 7.2 100% 100%

Total -- SOCIAL SECTORS 187.6 128.9 4.2 2.1 191.8 131.0 98% 98%

Minitry of Agriculture (MAG-FOR) 18.5 13.7 5.8 4.5 24.4 18 .3 76% 75%
Ministry of the Environment (MARENA) 9.8 8.9 5.9 5.9 15.7 14.8 63% 60%
Rural Development Institute (IDR) 39.2 24.7 4.7 3.0 43.9 27.7 89% 89%

Sub-Total - Primary Activities 67.5 47.3 16.4 13.4 83.9 60.8 80% 78%

MilistryofEconomy(MIFIC) 0.9 0.8 1.0 1.0 1.9 1.9 47% 44%
Nadonal Inst.of Stabstics & Census (INEC) 6.5 6.1 6.5 6.1 0% 0%

Sub-Total-- Industry & Commerce 0.9 0.8 7.5 7.2 8.4 8.0 11% 10%

Mirstry of Transport & lnfra.(MTI) 10.3 5.6 94.5 47.1 104 8 52.8 10% 11%
National Territorial nst. (INETER) 3.4 3.4 0.2 0.2 3.6 3.6 95% 95%
Ports Authority (ENAP) 0.0 0.0 1.8 1.4 1.8 1.4 0% 0%

Sub-Total--Transport& Construct. 13.7 9.1 96.5 48.7 110.2 57.7 12% 16%

Transfers to Power Utility (ENEL) 7.5 2.4 7.5 2.4 0% 0%
National Electric Commission (CNE) 11.5 2.3 0.9 0.9 12.5 3.2 93% 71%

Sub-Total - Power Sector 11.5 2.3 8.4 3.3 20.0 5.6 58% 41%
Total -- INFRASTRUCTURE & PRODUCTION 93.6 59.5 128.9 72.6 222.6 132.1 42% 45%

Interior Ministry (Governacion) 1.7 0.3 3.7 2.1 5.5 2.4 32% 12%
Ministryof Defence 1.2 1.2 1.2 1.2 100% 100%

Total - POUCE & DEFENSE 2.9 1.5 3.7 2.1 6.7 3.6 44% 42%

Ministry of Finance (MHCP) 2.6 1.8 2.6 1.8 100% 100%
North Atlantic Auton. Region (RAAN) 0.2 0.2 0.8 0.6 1.0 0.9 23% 27%
South Atantic Auton. Region (RAAS) 0.1 0.1 0.8 0.8 1.0 1.0 13% 13%
Others 0.0 0.0 0.3 0.3 0.3 0.3

Total -- REST OF GOVERNMENT 3.0 2.2 1.9 1.8 4.9 3.9 61% 55%

Total -CENTRAL GOVERNMENT 287.2 192.0 138.8 78.5 426.0 270.6 67% 71%

Water Utility (ENACAL) 34.0 26.5 5.0 3.5 39.0 30.0 87% 88%
Power Utility (ENEL) 27.2 13.7 27.2 13.7 0% 0%

Total -- PUBLIC ENTERPRISES 34.0 26.5 32.2 17.1 66.2 43.6 51% 61%

GRAND TOTAL 321.2 218.5 171.0 95.7 492.2 314.2 65% 70%

Source: Annex I

1.32 Table 1.5 shows the sectoral distribution of the original Public Investment
Program in the 2001 Budget, as well as of the modified Program following the
expenditure cuts. Several aspects of the public investment program stand out:

12 The Government Budget constitutes an expenditure ceiling in Nicaragua, so that expenditure cuts can
be made without having to modify the Budget.
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* About two-thirds of the total 2001 PIP is considered as contributing directly to
poverty reduction and, thus, is included in the PRSP portfolio.

* The PRSP portfolio is heavily biased toward social sector and rural
development ('primary activities') projects. Together these two sectors
represent around 80 percent of the total PRSP portfolio. (The social sectors
alone represent about 60 percent of the PRSP portfolio.)

* As the investment expenditures programmed for 2001 were cut back, a modest
attempt was made to "protect" the PRSP portfolio: the investment spending in
projects included in the PRSP declined by 32 percent, while spending in the
excluded projects declined by 44 percent. As a consequence, the share of the
PRSP portfolio in the total PIP increased to 70 percent with the modified
expenditures.

* Virtually every project in the social sectors is included under the PRSP, and
around 80 percent of the projects in the area of rural development.

* The largest single sector investment program is in Transport. It alone
represents 21 percent of the 2001 PIP. (The investment program in Education
comes next with 18 percent.). However, only 10 percent of the transport sector
investment program is included in the PRSP portfolio.

D. The Financing of Central Government Expenditures

1.33 With the onset of post-Mitch reconstruction, total Central Government
expenditures shot up from an average of 30 percent of GDP in 1997-98 to 38 percent in
1999-2000; Table 1.4. This increase was entirely financed with foreign aid, which
increased from an average of 5.6 percent of GDP to an average of 14.4 percent; see
Table 1.6. Nicaragua's policymakers now are faced with the question of what is the
appropriate fiscal adjustment as post-Mitch reconstruction activities come to an end.

Table 1.6: Net Financing of the Central Government Deficit (% of GDP)

1992-1996 1997-1998 Difference 1999-2000
annual averages A B B - A

Net Financing Requirement 7.6% 4.3% -3.3% 13.1%
External Grants 6.4% 3.6% -2.7% 6.4%
Net External Financing 4.2% 1.9% -2.2% 8.0%

Disbursements 7.6% 5.4% -2.2% 10.5%
Amortization -3.4% -3.4% 0.0% -2.5%

Net Internal Financing -2.9% -1.3% 1.6% -1.3%
Overall balance after grants -1.3% -0.7% 0.6% -6.7%

memo item: net aid flows 10.5% 5.6% -4.9% 14.4%
Source: MHCP; Statistical Annex Tables
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1.34 Nicaragua's creditworthiness in international capital markets is extremely low,
so most external financing inflows are either in the form of grants or concessional
finance. In line with the overall stagnation of Official Development Assistance
worldwide, foreign aid inflows to Nicaragua had been declining prior to Mitch.
Average annual net aid inflows channeled through the Central Goverunent in 1997-98
were just a little more than half of the aid inflows received in 1992-96. Even so, in
1998 (before most of the post-Mitch aid entered the country) Nicaragua ranked as one
of the most favored aid recipients in the world, both on a per-capita basis and as a share
of GDP.13 It would therefore not be reasonable to expect aid inflows to remain at their
current extraordinary levels.

1.35 If we take the levels of aid received in 1997-98 as a benchmark for future aid
inflows, this would represent a decline of external financing of almost 9 percentage
points of GDP from the aid levels received in 1999-2000. In considering how to
compensate for this adjustment, whether mainly through lower government
expenditures or higher revenues, it is useful to examine expenditure and taxation
patterns in other countries. As discussed earlier (para.1.22), total central government
spending in Nicaragua during 1999-2000 has averaged 22.4 percent of adjusted GDP,
which lies a little above the LAC average of 21.2 percent of GDP, but is significantly
below the world average of 30 percent. Taking the LAC average as a benchmark for
total government spending, Table 1.7 calculates the magnitude of the adjustment that
would be required to accommodate a decline in foreign aid to pre-Mitch levels. Based
on these benchmarks, three-fourths of the adjustment would have to come from higher
revenues and a relatively smaller portion would be required on the expenditure side.

Table 1.7: Fiscal Adjustment in Response to Declining Aid Flows
Nicaragu; (1999/2000) Benchmark | Adjustment Required

Shares of GDP Official Adjusted As % of Adjusted GDP % of Total
Total CG Expenditures 38% 22.4% 21.2% -1.2% 25%
Financing

Total Tax Revenues 24% 14.1% +3.5% 75%
Net External Financing 14% 8.2% 3.5% -4.7% 100%

Source: see text para. 1.35

1.36 The preceding conclusion needs to be qualified by considering the quality of
public services rendered in exchange for a given level of public expenditures. This is
an important aspect that was left out of the benchmarking exercise shown in Table 1.7
because it is much more difficult to measure than gross expenditures and tax revenues.
However, the decision to raise taxes in order to sustain a certain level of expenditures
certainly must depend on the quality and arnount of goods and services purchased with
those expenditures. This becomes especially relevant in the sequencing of public
sector reforms. It is not clear, offhand, how Nicaragua ranks in comparison to other

3 World Bank, World Development Report 2000/2001, Table 21. In 1998, Nicaragua received US$117
per capita in official development assistance; second only to Israel with US$179. This represented
28.1 percent of Nicaragua's GDP, which is almost as high as the 28.2 percent top share recorded for
Mozambique. Even if one subtracts external debt service payments, Nicaragua would continue to
rank among the top five aid recipient countries in the world.
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countries in tenns achieving value for money in public expenditures. However,
Chapters II and III point to a number of instances where program duplication and
fragmentation result in an inefficient resource allocation. It is important to correct
these inefficiencies in parallel with any refonns to raise tax revenues. The least we
can say from this benchmarking exercise, therefore, is that the fiscal adjustment in the
aftermath of the post-Mitch reconstruction boom should not automatically focus only
on cutting expenditures, but give at least equal attention to domestic revenue
mobilization.

1.37 Table 1.8 shows the distribution of taxation in Nicaragua during different
periods in the 1 990s. A noteworthy development has been the increase in tax revenues
by 4.3 percent of GDP in 1997-98 compared to 1992-96, which reflects the tax reform
in 1997. The fiscal adjustment described in Table 1.7 calls for a tax revenue increase
equivalent to over 7 percent of unadjusted GDP (or 4.3 percent of adjusted GDP). To
carry out this adjustment, in other words, would require a tax reform of even greater
magnitude than the one in 1997. Although seemingly large, a tax refonn of this
magnitude (which would raise total tax revenues to 17.6 percent of adjusted GDP)
would put Nicaragua's tax performance a little above the Latin American average (16.5
percent of GDP), but still leave it significantly below the world average of 22 percent
of GDP; Table Al.

1.38 The taxation rates prevailing in Nicaragua are comparable to those prevailing
elsewhere in Central America.14 This suggests that the main emphasis of the tax
reform should be on expanding the tax base, rather than on raising tax rates further.
Also, greater attention on direct taxes is called for. As seen from Table 1.8, the 1997
tax reform was most successful in raising revenues from the value added tax and,
particularly, import duties, but made only modest inroads in raising revenues from
direct (income) taxes. Among the first steps that need to be taken in parallel with this
tax reform is the revision of the national income accounts. This is required, among
other, so that policymakers have a better view of the significant economic activity that
currently goes unrecorded.

Table 1.8: Total Revenues of the Central Government (% of GDP)
1992-1996 1997-1998 Difference 1999-2000

annual averages A B B - A
Total Revenues 21.0% 25.3% 4.3% 25.0%

Tax Revenues 19.7% 24.0% 4.3% 24.1%
Direct (net income) 2.8% 3.6% 0.8% 3.8%
Indirect domestic 12.7% 14.3% 1.7% 13.3%

General sales tax 2.8% 3.9% 1.1% 4.5%
Excise & cons. taxes 8.4% 9.3% 0.9% 7.5%
Others 1.4% 1.1% -0.4% 1.2%

Import Duties 4.3% 6.1% 1.8% 7.0%
Non-Tax Revenues 1.3% 1.3% 0.0% 0.9%

Source: MHCP, Statistical Annex Tables.

14 See, e.g., the web site of the Economist Intelligence Unit for comparative tax rate data.
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E. Foreign Aid, Public Investment and Productivity Growth

1.39 One aspect which stands out most about the post-Mitch public spending hike is
that it consists entirely of capital spending, or at least is classified as such. This
increase in capital spending exacerbates the rising trend in public investment already
observed before hurricane Mitch; see Section C. This trend raises concerns about the
quality of investment spending and the fiscal sustainability of the recurrent
expenditures needed to operate and maintain the resulting capital stock. This section
traces the increase in public investment during the 1990s to Nicaragua's extremely high
aid dependency. This donor dependency also has tended to undermine the public
sector's limited policymaking capacity, which may partly explain the low total factor
productivity rates observed in Nicaragua during the 1990s.

Explaining the Rise of Public Investment in the 1990s

1.40 Most official development assistance in Nicaragua is automatically classified in
the budget as capital spending. It is conceivable, therefore, that the rise in public
investment may just be reflecting higher foreign aid flows. This clearly explains the
jump in public investment observed after hurricane Mitch, but it does not explain prior
increases. Aid is certainly correlated with investment spending (Figures 1.5).
However, the total level of aid - defined as grants plus net external credits - remained
roughly constant in real terms during 1991-1998, while capital spending increased
progressively in constant currency terms.

1.41 Another explanation has to do with changes in the reporting of capital
expenditures. Between 1992-1996, the budgeted figures for both foreign aid and
capital expenditures were systematically below their respective execution figures,
whereas after 1996, the figures appear to have been closer in line; Figure 1.6. A similar
improvement in coverage also has occurred in the reporting of foreign aid inflows from
different sources, resulting in a closer correspondence between the aid flows declared
by donors and the aid flows accounted for in the budget; see Annex E.' 5

1.42 An important motivation for under-reporting expenditures, or taking certain
expenditures entirely off-budget, is to minimize the budget earmarking mandated by
the Constitution. Such earmarking is particularly acute in the cases of the Judiciary
(which is entitled to receive 4 percent of the total budget) and of the Universities
(entitled to 6 percent).' 6 On the other hand, the government and donors are conscious
of the importance of budget transparency and increasingly have expressed concerns
about channeling aid directly to public agencies without passing through the Budget.
This has prompted advances in recent years in the implementation of an Integrated

'5 Annex E describes how the difference in aid inflows reported by the Ministry of External Relations
(on the basis of donor declarations) and by the Ministry of Finance (on the basis of inputs from the
public project executing units) has narrowed down in recent years. This trend mainly reflects a
pattern observed for external credits, but not of external grants.

16 A long standing debate since the early 1990s has been whether the earmarked funds are calculated on
the basis of domestic revenues contemplated in the budget or on the basis of expenditures. This
difference is not trivial, given the large size of official aid inflows.
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Financial Management System (SIGFA) and of a consolidated Treasury account
'cuenta unica'. Both appear to have reduced the amount of under-reporting in recent
years, and made the coverage of the budget more comprehensive, so that what appears
as increased investment levels may in part be a better recording of similar aid and
investment levels as before. However, the recent nature of the improvements in budget
coverage suggests that this explanation is unlikely to have accounted for a very
significant share of the increase in recorded public investment levels.

Figure 1.5: Capital Expenditures and Foreign Aid*
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*Foreign aid refers to grants and net external financing received by the central government.

1.43 A third explanation for the increased propensity to invest by the public sector is
that it may be reflecting a change in public sector behavior. Such a behavioral change
could be linked to the adjustment programs agreed with the IMF since 1994. These
programs featured prominently a rising rate of public savings as the most important
macroeconomic target. 7 Other donors' assistance policies also evolved in the same
direction. After an initial provision of recovery credits to restore macroeconomic
order, many donors became increasingly concerned about the sustainability of their
programs and became less willing to overtly finance recurrent spending. Both factors
have encouraged a substitution of recurrent spending by investment spending.

Figurel.6: Nicaragua-Budget and Execution of Capital Expenditures and Aid
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Source: MHCP; Statistical Annex Tables.

7 The first 3-year ESAF arrangement agreed in 1994 and the second 3-year PRGF arrangement agreed in
1998 contemplated significant increases in public savings rates. Although these targets were not
always met, Table 1.1 shows that public savings have been steadily increasing throughout most of
the 1990s.
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1.44 What is not clear offhand is whether the greater focus on capital spending
merely resulted in an economic accounting distortion or led to a real behavioral change.
That is, has it led the public sector to misclassify current expenditures as capital
expenditures or truly increased investment spending? The findings in subsequent
chapters of this expenditure review suggest that both responses have taken place. For
example, in the case of transport sector investment (which represents the single largest
sector in the public investment program) we estimate that two-thirds of the increase in
recorded investment spending between 1992-93 and 1998 represents a true increase in
capital spending, while the remaining one-third represents an increase in misclassified
current (maintenance) expenditures. A similar proportion may also apply in Education,
which accounts for the next largest sector investment program. While a large share of
education sector investment program involves the expansion and rehabilitation of
school infrastructure, and institutional strengthening activities, which can be
legitimately classified as capital expenditures, a significant share of the programn also
involves expenditures on school supplies, performance-based teacher incentives,
scholarship programs and stipends, and school nutrition programs, which are more
accurately classified as recurrent spending. 18

Is the Public Sector Investing Too Much?

1.45 During the early 1 990s, Nicaragua as a whole invested less than other countries.
This changed rapidly in the second half of the decade, such that by the late 1990s, total
investment levels in Nicaragua averaged over 30 percent of adjusted GDP, which is
clearly the highest in the Central American region and among the highest in Latin
America. (Total investment ratios average around 22 percent in Latin America and the
Caribbean.) Contributing to the high overall investment ratio exhibited by Nicaragua
in the latter half of the 1 990s are the relatively high levels of public investment, which
stand out particularly in comparison with other Central American countries; Table 1.9.
Even after correcting for a sub-valued GDP, Nicaragua's public investment rates
continue to tower above the rates observed in the other countries in the region.

Table 1.9: NFPS Fixed Investment (as shares of GDP)
NFPS Fixed Investment 1994 1995 1996 1997 1998 1999 2000

Costa Rica 3.4 3.0 2.9 3.2 3.5 3.4 3.5
El Salvador 3.8 3.6 4.2 3.7 3.6 3.1 2.9
Guatemala 2.6 2.5 3.2 4.1 5.1 5.5 4.1
Honduras 10.7 9.5 7.5 6.5 6.3 6.3 6.1
Panama 3.4 3.4 3.8 4.3 6.4 4.8 3.7
NICARAGUA 15.2 15.5 17.7 13.9 12.6 20.6 18.0

With adjusted GDP 8.9 9.1 10.4 8.2 7.4 12.1 10.6
Source: World Bank Country data base. * Adjusted GDP is assumed here to be 1.7 times
higher than the official figure from the national income accounts.

i8 The share of true capital spending versus misclassified current spending is more difficult to quantify in
the case of the education sector investment program because the main sector projects (which are listed in
Annex G) consist of many sub-components for which individual information is often not readily
available.
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1.46 One concern that is often raised in the presence of high public investment levels
is the possible crowding out of private sector investment. The most common channel
for crowding-out of private sector activity occurs when rising public investment
contributes to a higher fiscal deficit that is financed internally. If international capital
mobility is low, this raises domestic interest rates and discourages private investments.
This effect is of limited relevance to Nicaragua because of the public sector's limited
creditworthiness. Most public investment is financed through external grants and
concessional credits that would not be available to the private sector. If anything,
public capital expenditures may be "crowding-in" private investment insofar as
external credits attracted by the public sector are indirectly on-lent to private investors.

1.47 Another possible channel for crowding out operates through the real sector: to
the extent that higher public investment takes place in activities that compete with the
private sector, public investment displaces private activity. Looking at the evolution of
private investment during thel 990s (Figure 1.1), however, there does not appear to be a
strong systematic relation with the evolution of public investment, which suggests that,
on average, there does not seem to have been significant crowding-out of private
investment.' 9

1.48 The question still remains, however, whether such a high level of public
investment is desirable. Since investment of any kind represents a sacrifice of current
consumption, its desirability depends on the additional future consumption that will be
made available in return for that sacrifice. That is, the productivity of that investment
is a key criterion in that evaluation.

1.49 Table 1.10 describes Nicaragua's growth and productivity performance over the
last four decades. The 1990s exhibit a significantly improved growth performance
compared to the 1980s. Part of that improvement is attributable to a higher rate of
physical capital accumulation, which reflects the increases in private and public
investment in the 1990s. Private investment was encouraged by the cessation of
hostilities and the introduction of a market friendlier economic model, which at the
same time permitted public spending to be shifted away from military spending toward
investment in the Infrastructure & Production sector.

1.50 What stands out in Table 1. 10, are the persistently negative rates of productivity
growth calculated for Nicaragua since the 1960s. Although negative rates also were
observed in the rest of the region in the 1 970s and 1 980s, the negative magnitudes were
smaller and less persistent. Nicaragua's total factor productivity performance
improved in recent years. But with an average rate of close to 0 in 1993-98, it still does
not appear to be contributing to aggregate output growth. Note that productivity
growth becomes significantly more negative again according to the preliminary
macroeconomic projections presented in the PRSP (July 2001). This raises questions
about the efficiency of resource allocation. The blame for the negative productivity

9 The simple statistical correlation between public and private investment ratios over 1990-98 is positive
for Nicaragua (R-sq. = 0.57) and the Latin American average (R-sq. = 0.41), but only marginally
significant.
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growth rates shown in Table 1.10 does not reside with public investment alone, of
course, but certainly a significant share does reside there, in proportion to its share in
overall investment.

Table 1.10: Sources of Growth in Selected Regions (in percent)
Region/Period

Output Contribution made by:
per Physical Total Factor

Worker Capital Education Productivity
NICARAGUA

1960-70 3.8 2.0 0.1 1.6
1971-80 -2.5 0.8 0.2 -3.5
1980-86 -3.6 -0.2 0.9 -4.3
1987-92 -5.6 -1.3 0.8 -5.1

1993-98 1.0 0.6 0.7* -0.3
2001-03 (PRSP proj.) 0.7 1.9 0.7 -1.9

Other Central America
1960-70 2.5 1.2 0.2 1.1
1971-80 1.9 1.6 0.4 -0.1
1980-86 -3.1 -0.3 0.4 -3.3
1987-92 0.5 0.0 0.4 0.1

Latin America
1960-70 3.2 1.3 0.2 1.6
1971-80 2.6 1.6 0.3 0.7
1980-86 -1.4 0.4 0.4 -2.2
1987-92 0.1 0.0 0.4 -1.0

East Asia (excl. China)
1960-70 3.8 2.5 0.5 0.8
1971-80 4.8 3.4 0.4 0.9
1980-86 2.7 2.5 0.6 -0.4
1987-92 5.1 2.6 0.6 1.8

Source: Barry Bosworth, Susan M. Collins and Yu-chin Chen, "Accounting for Differences
in Economic Growth", December 1995; and Annex D for figures on Nicaragua in 1993-2001.

1.51 Returning to the question posed at the beginning of this sub-section, it is not
possible to conclude from the evidence on productivity growth that Nicaragua's public
sector has been investing too much overall during the 1990s. There are indications,
however, that excessive investment would become a problem in the future if these high
public investment levels persist, as contemplated under the PRSP. Several findings
support this conclusion:

* First, as observed in para. 1.42, a significant portion of public expenditures
classified as investment is not contributing to the accumulation of the county's
capital stock, because it represents current spending. That means that the
contribution to growth of physical and human capital accumulation is over-
estimated in Table 1.10, while total factor productivity growth (TFPG) - which
is measured as a residual - is under-estimated. That is, the true TFPG in 1993-
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98 would likely have turned out less negative than measured here or even
positive, if public spending were classified properly.

* Second, we must not lose sight of the fact that real investment levels also
increased in the 1 990s. Under the assumption of declining marginal returns, we
would expect the increased investment rates in the 1 990s to have depressed both
the rate of return on capital and the measured rate of TFPG. However, as
shown in Table 1.10, TFPG becomes less negative in the 1990s than it was in
the 1980s, indicating that the effect of marginal declining returns was not very
strong, at least compared to other factors. [It is pertinent to note, however, that
TFPG is projected to decline significantly in the future according to the PRSP
projections, which suggests that too much investment is being contemplated.]

* A third factor that could contribute to low productivity growth is if a given
accumulation of capital is not accompanied by adequate maintenance and
operational expenditures, which are required for the capital stock to be fully
utilized. As shown in paragraph 1.25, the increase in government spending
during the 1990s is entirely attributable to higher capital spending, which means
that the ratio of recurrent to capital spending has declined; except to the extent
that new current spending was misclassified as capital spending. There is a lot
of anecdotal evidence, which suggests that this has led to problems of capital
sub-utilization in several sectors. As mentioned in the preceding bullet-point,
however, this problem is not readily visible in the aggregate, given that TFPG
increased in the 1 990s, rather than declined.

1.52 Another aspect to keep in mind in evaluating the current public investment
program is that Nicaragua's public investment ratios in 1999 and 2000 were obviously
distorted by the large amounts of post-Mitch reconstruction spending. To the extent
that these investments are merely replacing the capital stock that was destroyed by the
hurricane, rather than adding new capital, it would not depress marginal productivity
rates, but merely return them to their previous levels. Similarly, the replacement of
destroyed capital would not generate higher recurrent expenditure needs associated
with a higher capital stock. So, even though investment levels have been inordinately
high in 1999 and 2000, they should not be considered excessive in an economic sense.
However, if these high investment levels persist into the future, after the formerly
destroyed capital stock has been replaced, then there is a real danger of over-
investment.

The High Volatility of Public Investment

1.53 One very visible aspect of public expenditures in Nicaragua is their high
variability from one year to the next. This may also be contributing to Nicaragua's low
rates of productivity growth. On average, real GDP grew by 3.2 percent during 1991-
98, while real central government spending grew by 5.7 percent per annum (3.5 percent
when debt service is excluded). Yet, it is not uncommon to observe annual changes in
real spending within sectors on the order of 25 percent or more; Table 1.11
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1.54 With this high degree of variability in public spending, the sustained
implementation of government programs becomes difficult, which limits their impact.20

It may also constitute an obstacle to productivity growth, given especially that (i) the
main source of variability turns out to be investment spending, and (ii) that this
variability is most pronounced in the "productive sectors"; namely the primary
production sectors (agriculture, mining and fisheries), construction and transport
infrastructure.

Table 1.11: Annual Changes in Real Central Government Spending

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Social Services -3% 8% 13% 1% 0% 3% -5% 600/o 11% 10%
o/w Education -2% -5% 18% -7% 2% 16% -1% 39% 5% 31%

Health -1% -5% 22% 1% -1% -2% -4% 54% 14% 0%
Infrastructure and Production 33% 8% -4% 35% -2% 25% 17% 50% -17% 20%
oAvAgriculture&OtherPnmary 64% 84% -22% 86% -34% 41% 9% 54% -22% 23%

Construction and Transport -15% -6% 31% -7% 22% -3% 44% 95% -22% 1%
Defense and Police 18% -290/o -1% -9% 10% -12% -2% 7% -9% 22%
General Services 17% -20% 25% -11% 66% -33% 26% 10% -5% 59%

Total -3% -6% 9% 6% 90/o 0% 6% 45% -6% 22%
Source: Annex Tables B, Figures for 2001 refer to the 2001 Budget.
Note: These figures are calculated as percentage changes in real expenditures from one year to the next.

1.55 From Table 1. 12, observe that the index of variability is particularly large in the
Infrastructure & Production sectors (especially Agriculture & Other Primary
Activities), which exhibits more than four times as much variability as total public
spending.2' This high variability can be largely attributed to the large share of capital
spending in these sectors. That is, the variability of executed capital expenditures is
more than three times as high as that of executed total expenditures (0. 1 3 versus 0.04),
while the capital intensity of public spending in the Infrastructure & Production sectors
is twice the total average (59 percent versus 28 percent).

1.56 Two factors could broadly explain the high volatility of capital expenditures: it
can either be due to an erratic record of budget execution or the budget itself exhibits
significant volatility. Both turn out to be important. First, Table 1.12 shows that the
total variability of the budget is at least as high, on average, as the variability of
executed expenditures, especially in the sectors with high capital expenditure shares.
This suggests that the variability of expenditures already begins at the budgeting stage.

20 When capital expenditures finance the accumulation of capital goods, fluctuations in the level of
investment from year to year, represent a major source of macroeconomic concern, but are less of
concern from a sector development perspective. That is because annual fluctuations in the level of
investment would only have a modest impact on the total capital stock. That means, in turn, that the
services provided by that capital stock do not vary much from year to year. On the other hand, when
the putative capital expenditures are actually financing services, as is the case with many externally-
funded investments in Nicaragua, fluctuations in those expenditures directly translate into
fluctuations in the provision of those services.

21 The measure of expenditure variability was limited to the period 1992-1998 in order to avoid the
inflationary adjustment that took place in 1991, as well as the post-Mitch spending hikes in 1999-
2000, both of which would have distorted the figures.
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Table 1.12: The Variability of Public Expenditures in Nicaragua (1992-98)*

Total Expenditures Capital Expenditures Capital/Total
Executed Budget Executed Budget (Executed)

Social Services 0.05 0.06 0.38 0.26 21.3%
o/w Education 0.06 0.07 0.33 0.41 14.5%

Health 0.07 0.04 0.71 0.18 13.1%
Infrastructure and Production 0.10 0.29 0.13 0.33 58.6%
o/w Agriculture & Other Pnmary 0.22 0.28 0.25 0.38 63.9%

Construction and Transport 0.14 0.32 0.14 0.36 64.6%
Defense and Police 0.13 0.05 0.58 0.24 12.8%
General Services 0.20 0.18 0.57 0.37 14.1%

TOTAL 0.04 0.13 0.13 0.30 28.4%
Source: Annex Tables B. Note: Variability has been calculated as the Standard Deviation of real
expenditures around their trend, divided by their average value over the period. The last column on the
right refers to the capital intensity of public spending in each sector (= capital spending/total spending).

1.57 Secondly, Table 1.13 shows that budget execution ratios are very erratic, much
more in the case of capital expenditures than of current expenditures. The capital
budget execution ratios have been becoming less erratic in the second half of the 1990s,
before the advent of hurricane Mitch. Even so, in 1998, the Construction & Transport
sector exceeded its original capital budget by 55 percent, and Social Services under-
executed its original budget by 34 percent. This points to severe problems in the
formulation of the public investment program and in aid management.

Table 1.13. Budget Execution Ratios
Total Budget Execution Ratio 1992 1993 1994 1995 1996 1997 1998
Social Services 115% 103% 119% 122% 102% 108% 92%

Education 131% 97% 117% 113% 102% 123% 106%
Health 91% 91% 107% 109% 102% 94% 86%

Infrastructure and Production 84% 135% 129% 193% 100% 95% 116%
Primary Activities 72% 140% 128% 253% 80% 84% 107%
Construction and Transport 61% 126% 135% 138% 93% 92% 150%

Defense and Police 130% 104% 104% 104% 115% 110% 103%
General Services 135% 116% 133% 127% 151% 139% 106%

Total 99% 111% 120% 134% 108% 110% 101%

Current Budget Execution Ratio 1992 1993 1994 1995 1996 1997 1998
Social Services 119% 101% 99% 100% 102% 110% 104%

Education 134% 95% 99% 99% 100% 109% 101%
Health 98% 97% 99% 101% 105% 109% 110%

Infrastructure and Production 90% 120% 103% 94% 221% 117% 90%
PrimaryActivities 109% 113% 104% 100% 98% 140% 92%
Construction and Transport 73% 113% 106% 80% 98% 109% 103%

Defense and Police 105% 100% 98% 102% 101% 108% 103%
General Services 147% 103% 103% 127% 140% 140% 103%

Total 105% 103% 100% 105% 117% 115% 102%

Capital Budget Execution Ratio 1992 1993 1994 1995 1996 1997 1998
Social Services 86% 115% 241% 223% 101% 105% 65%

Education 104% 144% 466% 292% 112% 185% 131%
Health 36% 39% 152% 147% 95% 59% 18%

Infrastructure and Production 82% 143% 139% 230% 85% 88% 129%
Primary Activities 61% 153% 141% 323% 77% 80% 109%
Construction and Transport 58% 131% 143% 152% 93% 91% 155%

Defense and Police 570% 175% 174% 128% 269% 134% 97%
General Services 53% 789% 406% 127% 231% 135% 131%

Total 86% 143% 190% 217% 95% 103% 100%
Source: MHCP. Statistical Annex Tables.
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1.58 The amount of net foreign aid channeled through the central government has
been declining as a proportion of the capital budget, from a ratio greater than 1.0 in the
first half of the 1990s to around 60 percent in 1997-98. (This ratio increased again in
the aftermath of hurricane Mitch, reaching around 69 percent of the 2001 Budget.)
Even at this lower ratio, the pattern of capital spending is clearly dominated by the flow
of foreign aid. This poses problems at the budgeting phase and at the execution phase
of investment projects. With respect to the budgeting phase, budget cycles in the donor
countries often do not coincide with the budget cycle in Nicaragua, so that the capital
budget often is based on vague guesses of donor intentions. Under those
circumstances, it should not be surprising to find great variability in the budget figures

22over different years. Similarly, the variability of budget execution ratios also is
affected by the variability of aid disbursements by donors, even though the government
appears to have cushioned fluctuations in foreign aid with domestic resources. 23 The
scope for counter-cyclical capital spending, however, has been very limited on account
of the country's lack of financial creditworthiness, which severely limits the
govenmment's ability to borrow domestically or abroad to compensate for fluctuations
in foreign aid flows. This leaves the government with two broad options for promoting
a more stable expenditure environment: strengthening its medium term planning
capacity and improving donor coordination. (These options are discussed in greater
detail in Chapter V.)

F. Summary and Recommendations

1.59 The restoration of fiscal discipline played a crucial role during the 1990s in the
transformation of Nicaragua's economy toward a stable, market-oriented system. The
advent of hurricane Mitch at the end of 1998, however, triggered an expenditure
increase that threw the process of fiscal adjustment off-balance and raises several
related concerns about sustainability. One is with regard to the future evolution of aid
flows and Nicaragua's fiscal position. The other concern is with regard to the
sustainability of recurrent spending that is required by the high capital spending levels
induced by past aid flows.

1.60 Now that the reconstruction assistance that fueled the expenditure rise is
winding down, Nicaragua's policymakers face a two-fold adjustment challenge. One is
in relation to the extraordinary spending levels reached in 1999-2000, while the other,
more immediate, adjustment challenge is with respect to the 2001 Budget, which aimed
to spend even more than in 1999-2000. In the very short run, there is little scope for
major revenue adjustments, and the government's borrowing capacity is extremely
limited. This means that the adjustment with respect to the 2001 Budget has to come

22 One major donor in Nicaragua reported that the 2001 Budget only incorporates 37 percent of the
disbursements planned by the donor agency for 2001 in the projects included in the Budget. Also,
not all planned projects are included in the Budget, with the result that it only incorporates 26 percent
of the total disbursements planned by the donor. As the donor recognizes, a significant share of the
funded projects was not yet agreed at the time the Nicaraguan budget was elaborated.

23 In this context, observe that the evolution of real capital spending in Figures 1.5 is noticeably smoother
than the evolution of net aid.
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mostly from the expenditure side. In the medium term, however, there is more scope
for considering revenue raising measures. This presents Nicaraguans with the need and
opportunity to choose a preferred public sector model. The choice is between a smaller
public sector, achieved by scaling down public expenditures to the levels prevailing
before hurricane Mitch, and a larger public sector by opting to remain near the higher
spending plateau established after hurricane Mitch. Under the second option, much of
the reform effort would concentrate on mobilizing more domestic revenues to
compensate for declines in foreign aid.

1.61 With regard to the immediate challenge of adjusting the 2001 Budget, the
analysis of fiscal sustainability found that, under the most generous donor behavior, a
primary fiscal surplus of less than one-half percent of GDP would not be sustainable
under the 3 to 4 percent GDP growth that is projected for the medium tern in the
PRSP. This means that there is a gap of at least 7 percent of GDP between the deficit
implied by the 2001 Budget and what could be a minimally sustainable deficit. The
Authorities started to take steps in mid-2001 to address this challenge under an IMF
Staff-Monitored Program.

1.62 With regard to the medium to long term challenge of choosing the preferred
scale for the public sector, this report argues in favor of a fiscal adjustment that
combines a greater revenue mobilization effort with reductions in the overall
expenditure level. Taking as benchmarks (i) the average level of central government
expenditures in Latin America and the Caribbean, and (ii) the average foreign aid
inflows received by Nicaragua in 1997-98 (i.e., before hurricane Mitch), the greatest
adjustment needs lie on the side of revenue mobilization and improving public service
quality (value for money), rather than on the side of reducing the overall level of
expenditures. This result emerges after correcting for the estimated sub-valuation of
Nicaragua's GDP. It turns out that Nicaragua's central government spending as a share
of adjusted GDP is only marginally higher than the Latin American average, even after
the public spending spike induced by post-Mitch reconstruction. Its level of revenue
mobilization, on the other hand, is significantly lower than regional and world
averages.

1.63 With respect to tax revenue mobilization, it is important to recognize that
taxation rates in Nicaragua are already at the levels prevailing in neighboring countries.
This argues in favor of focusing revenue mobilization efforts on expanding the tax
base, rather than on increasing tax rates. An important step needed on the way toward
expanding the tax base will be to revise the national income accounts in order to obtain
a more accurate reflection of total economic activity. To the extent that the sub-
valuation of GDP is due to the growth of the informal sector, a tax base expansion will
require special efforts to integrate informal agents into the formal economy. Also, any
decision to raise tax revenues must take into account the quality of public services
rendered in exchange for the corresponding public expenditures. The remainder of this
report points to a number of instances where program duplication, inadequate targeting
and fragrnentation have resulted in allocational and operational inefficiencies. It is
important to correct these sources of inefficient spending in parallel with any decision
to raise tax revenues.



34

Sectoral and Economic Composition of Government Expenditures

1.64 Between 1992 and 2000, central government expenditures increased by 12
percent of GDP, with almost two-thirds of the increase occurring after hurricane Mitch.
Spending in the social sectors accounts for almost half of this net increase, followed
closely by the Infrastructure & Production sectors. Expenditures on Debt Service and
General Services increased by lesser amounts, while spending on Defense & Police fell
by 3.1 percent of GDP. By focusing on social spending and the creation of economic
infrastructure, this shift in the inter-sectoral composition of public spending clearly
points in favor of raising growth and reducing poverty.

1.65 From an economic perspective, the increase in central government spending
observed in the 1990s is entirely attributable to higher capital spending. More
investment is normally associated with faster growth and, thus, is consistent with the
poverty reduction strategy, except for concerns about the sustainability of such a capital
intensive composition of public expenditures, which are summarized below.
Furthermore, concerns that the higher public investment may have led to a crowding
out of private activity, thus undermining private sector-driven development, are not
borne out by the findings of this report. Total current expenditures maintained a more
or less constant share of GDP during the 1990s, even though their composition shifted
toward higher spending on debt service (interest) at the expense of goods and services.
The increase in debt service is a byproduct of normalizing financial relations with
creditors, and a significant portion of this increase should be reverted as the HIPC
Initiative takes effect. The decline in spending on goods and services raises concerns
about the reduced ability of public employees to deliver public services. Taking into
account the previously mentioned sustainability concern, a reallocation of capital
expenditures toward current expenditures on goods and services should be considered.
(Because many current expenditures are misclassified as capital spending, a definitive
recommendation needs to wait until expenditures have been correctly reclassified.)

1.66 A related concern refers to the low productivity of labor in the public sector.
Having declined significantly during the 1990s, public sector employment does not
appear overly large by either historical or regional standards. However, the skill mix of
the public labor force is inappropriate and the current salary structure provides
insufficient incentives to attract new workers with higher skills or encourage existing
workers to invest in training. To correct this problem will require a major civil service
reform, such as the one contemplated under the civil service law that is currently before
the National Assembly.

Aid Dependency and Investment Spending

1.67 The post-Mitch hike in public investment exacerbated a trend that had already
started before the advent of hurricane Mitch. This trend is closely linked to
Nicaragua's high aid dependency, which has led to an over-emphasis on capital
spending, both at the expense of recurrent spending and in terms of a widespread
misclassification of recurrent expenditures as capital expenditures. To the extent that
the higher investment spending results in the accumulation of capital, it raises concerns
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about the ability of future budgets to absorb the recurrent expenditure implications
associated with that higher capital stock. To the extent that the higher investments
represent misclassified current expenditures, it raises concerns about gaps in the
provision of public services that are likely to emerge in the future, when the flow of aid
reverts to a more normal, lower level.

1.68 The high dependence on donors also has tended to undermine the public
sector's limited expenditure management capacity. One manifestation of this is the
inordinately high fluctuations in capital spending, which reduce program effectiveness.
The reduced program effectiveness, in turn, may be linked to the comparatively low
rates of total factor productivity growth observed in Nicaragua during the 1990s. To
improve the effectiveness of programs, the Nicaraguan authorities and donors together
need to review and reorder their public expenditure management systems and
operational relations. Broadly speaking, this entails strengthening the government's
medium term planning capacity and expenditure control mechanisms, as well as a
greater donor commitment to support the strengthened public expenditure management
system, preferably on the basis of sector wide approaches. (Specific measures in this
area are addressed in the next chapters.)

1.69 According to the macroeconomic projections contained in Table 5 of the
Nicaragua PRSP, foreign savings are expected to decline from about 36 percent of
GDP during 1995-1998 to around 22 percent of GDP by the middle of this decade. At
the same time, total investment is projected to remain more of less constant at the
current levels, which implies that the decline in foreign would have to be entirely made
up through higher domestic savings. While an increase in domestic savings is clearly
necessary, the envisaged rise by almost 15 percent of GDP over this period may be too
ambitious. It is likely, therefore, that total investment also will have to decline, at least
temporarily, in response to the projected decline in foreign savings. Unless such a
decline of investment rates is compensated through higher productivity growth,
Nicaragua's rate of income growth would fall, rendering the task of poverty reduction
much more difficult. In this context, the allocative and institutional reforms discussed
in the remainder of this report become particularly important, since their aim is to
increase the impact of public spending on poverty reduction.

1.70 The specific recommendations that emerge from these findings are:

* Make the necessary fiscal adjustments to reduce the fiscal deficit implied by the
2001 Budget toward a sustainable level. Based on current growth projections, the
authorities should aim for a primary surplus of at least 0.5 percent of GDP; paras.
1.13-1.16.

* Prepare a tax reform, with particular emphasis on expanding the tax base (before
adjusting rates), to compensate for the likely decline in aid flows from the
unusually high post-Mitch levels in 1999-2000; paras. 1.35-1.36.
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* Revise the national income accounts to correct the existing sub-valuation of GDP;
paras. 1.4-1.36.

* Review the classification of public expenditures, focusing especially on the
distinction between capital and current expenditures using standard national income
accounts criteria, and revise all spending items according to this criteria,
independent of the source of financing. Following this reclassification, assess the
sustainability of the existing public investment program in terms of recurrent
spending requirements; para. 1.42.

* Pass and implement the Civil Service Law that was sent to the National Assembly
in December 1999, and carry out the classification of public sector positions and the
competencies required to fill them; para. 1.28.

* Review the public investment program proposed in the PRSP for the next three
years in connection with the highly negative projected rate of total factor
productivity growth, and consider measures to raise TFPG, including through the
elimination of low priority investment projects; paras. 1.48-1.49.

* Strengthen the Government's medium term planning capacity and improve donor
coordination to promote a more stable public investment environment; para. 1.56.



Chapter II
REVIEW OF PUBLIC EXPENDITURES ON RURAL DEVELOPMENT

2.1 Poverty in Nicaragua is largely a rural phenomenon. Accordingly, rural
development occupies a prominent position in the first pillar of the Government's
Poverty Reduction Strategy (PRSP), which calls for broad-based growth with an
emphasis on the generation of productive employment and rural development within a
stable macroeconomic framework. This chapter begins with an overview of the
principal sector issues in relation to Nicaragua's poverty profile and the government's
sector strategy. This is followed by a review of public spending in the sector during the

241990s and a discussion of the most important sector programs. 4 These programs are
broadly assessed in terms of their effectiveness in addressing the principal sector issues
and consistency with the principles of the poverty reduction strategy.

A. Sector Background and Issues

2.2 Sector Overview. Agriculture and Livestock activities generate 30 percent of
GDP and represent the largest sector of the Nicaraguan economy. Agriculture has been
by far the most dynamic sub-sector during the 1990s, growing at almost 4.9 percent per
annum in that period, while the livestock sub-sector grew by 1.9 percent. Forestry and
fishing also have grown very rapidly over the last decade, but still only represent a
relatively small share of GDP (2 percent).

Table 2.1 - Gross Domestic Product by Sectors
(in US$ mi lions)

1999 Share Average real growth rate
of total 1990-99 1993-99

Agriculture 544.9 24.0% 4.9% l 9.6%
Livestock 140.5 6.2% 1.9% 0.2%
Industry 327.0 14.4% 1.8% 2.5%
Construction 137.5 6.1% 13.3% 20.4%
Commerce 537.0 23.7% 3.5% 4.7%
General Govt. 188.5 8.3% -3.8% -3.3%
Transport 76.2 3.4% 3.0% 4.2%
Rest 316.1 13.9% 4.5% 5.8%
GDP Total 12.267.7 100.0% 3.1% J 4.8%
Source: Central Bank of Nicaragua

2.3 Sector Employment. Agriculture and Livestock activities are the main sources
of employment in Nicaragua. In 1999, the sector accounted for 641 thousand
jobs, representing 42 percent of total national employment. Job growth in this
sector grew faster than in the other sectors: while national employment

24 In measuring rural expenditures, this report focuses exclusively on expenditures by the Ministry of
Agriculture and Forestry, the National Agricultural Technology Institute, and the Rural Development
Institute and the Ministry of the Environment. Other spending in rural areas, such as on rural roads and
rural education, are covered by the transport and social sectors because of the difficulties in separating
out the rural components of expenditures in those sectors.
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increased annually by 5.5 percent during 1993-1999, sector employment grew
by 6.9 percent, resulting in a rising sector share of total employment; Table 2.2.
Since real wages in Agriculture have been declining over much of this period
compared to wages in others sectors (Chapter I, Figure 1.4), the rise in sector
employment appears to have been the product of a shift in the labor supply to
the sector. The decline in rural violence as the civil war ended and greater
macroeconomic stability are likely to have been the primary factors behind this
supply shift.

Table 2.2: Evolution of Employment in the Agriculture and Livestock Sector
Employment IndexEmployment (in thousands) (1990=100)

Agriculture & National Sector Share Agriculture National
Livestock & Livestock

1990 434.8 1,122.4 39% 100 100
1991 416.0 1,117.0 37% 96 100
1992 427.9 1,123.7 38% 98 100
1993 428.8 1,121.7 38% 99 100
1994 462.3 1,176.6 39% 106 105
1995 485.3 1,228.2 40% 112 109
1996 517.6 1,291.8 40% 119 115
1997 561.3 1,369.9 41% 129 122
1998 595.7 1,441.8 41% 137 128
1999 641.3 1,544.2 42% 147 138

Average annual 6 9% 5.5%
change: 1993-99 . O . _

Source: Central Bank of Nicaragua

2.4 Productivity. Agriculture sector productivity has been stagnant during the
1990s. Average labor productivity in the sector (measured as real sector output over
sector employment) has remained constant throughout most of this period, and declined
strongly at the end of the decade, largely reflecting the impact of hurricane Mitch. This
performance contributed to the overall declining productivity trend observed at the
national level2 5; Figure 2.1

Figure 2.1: Evolution of Labor Productivity
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25 As indicated in Box 1. 1, this measured decline in productivity needs to be viewed with some caution in
light of the probable sub-valuation of GDP.
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2.5 The level of productivity in Nicaraguan agriculture is very low compared to that
in other countries in the region. An analysis of different crops26, however, shows that
productivity trends are not uniform across the sector. Rather, the production of export
crops (e.g., coffee,27 bananas and sugar) have exhibited increasing yield levels of
between 30 and 40 percent during 1993-98, while the production of basic grains
(especially rice, beans and corn) only grew on the basis of increased area cultivation, as
yield levels declined by between -3 and -12 percent in that period.

2.6 Property Rights. There is widespread insecurity with respect to property rights
over land. According to the PRSP, around 80 percent of the land in Nicaragua is not
registered and a large portion of the remaining share is not registered properly. The
systems of registry are obsolete, slow and excessively bureaucratic. This creates a
clear disincentive for investment, the introduction of new technologies, and the
diversification of production, inhibiting the development potential of the agriculture
and forestry sectors.

Table 2.3: Demogra phic and Education Indicators
National Rural Poor Extreme Poor

areas Rural Rural
Household size and income sources

No. Persons per household 5.4 5.7 6.6 7.7
16 year or more 2.6 2.9 3.6 4.5
Under 16 years 2.8 2.8 3.0 3.2

% of household income from aericulture 15% 41 % 49% 52%
Schooling

Illiteracy rate (10 years +) 18.8% 29.8% 35.0% 40.6%
Schooling, household head (yrs studied) 4.4 2.6 2.0 1.4
Schooling, 10-19 yrs (years studied) 4.6 3.4 3.0 2.4
7-18 year olds that do not assist schools 28.2% 39.5% 43.7% 51.1%

7-12 year olds that do not assist 14.3% 20.1% 24.6% 33.6%
13-18 year olds that do not assist 43.5% 61.9% 66.7% 72.6%

Access to Services
% households with piped water 60.8% 30.5% 21.1% 10.9%
% households without sanitation services 15.9% 30.0% 38.7% 46.4%
% households with electricity 68.7% 40.0% 28.1% 15.5%
% households with paved access roads 22.3% 10.5% 8.9% 6.1%

Source: LSMS 1998

2.7 Incentive Structure. The incentive structure in agriculture is biased against
exports. Although import tariffs have declined in general, many important agricultural
products, such as sugar and chicken parts, continue to have high levels of protection
(55 and 40 percent, respectively in 1999). Also, there are non-tariff barriers in addition
to these tariff barriers. In 1998, nominal import protection rates were relatively high in
corn and beans (39 and 43 percent), contrasting with the negative protection rates

26 Valdes, Alberto and G. Bastos, "Reflexiones sobre el sector agricola de Nicaragua con 6nfasis en la
estructura de incentivos", October 21, 1999.

27 In spite of increased yield levels, however, Nicaragua's productivity in coffee production still remains
the lowest by far in the region.
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observed for beef and coffee (-4 and -2 percent).2 8 In other words, the structure of
protection is strongly biased against export agriculture and in favor of basic grains.

2.8 Poverty Characteristics. Poverty is concentrated in rural areas and the poor
mainly depend on agricultural activity. Two-thirds of the poor (more than 1.5 million
persons) live in rural areas, and about one-half of these (640,000) live in extreme
poverty. While 47.9 percent of the country's entire population was classified as poor in
1998, this share rises to 68.5 percent for the rural population. The agriculture sector
generates a substantial share of the incomes of the poor, especially in the Central region
of the country, where most of the Nicaraguan poor are geographically concentrated. It
is also the region where poverty indicators have exhibited the greatest improvement
between 1993-1998, according to the most recent Living Standard Measurement
Survey.29 This resulted from the rapid agriculture sector growth that took place in the
1990s. The LSMS showed that 75 percent of the extreme poor are occupied in the
agriculture sector, 9 percent work in community services and 8 percent work in
commerce. The key characteristics of rural households are summarized in Box 2.1.

Box 2.1: Key characteristics of rural households in Nicaragua

* Low and unegual per capita incomes. Average incomes of rural households only averaged
US$328 (C$3,500) per capita in 1998, with the poorest quartile earning US$42 and the richest
quartile earning US834. The poorest quartile is very dependent on transfers (pensions,

remittances and gifts).

* Three-fourths of rural households live below the poverty line.

* Poverty is correlated with agriculture activity. The poorest quartile obtains 85 percent of their

incomes from agriculture. This proportion declines for better off households, who are able to

diversify their income sources. The richest quartile only obtains 50 percent of their incomes
from agriculture.

* Access to land is not a cure against poverty. About 40 percent of rural households do not have

access to land, but these are not the poorest. Among the households with access to land, one-

half have access to less than 5 manzanas (1 mz. = 1.75 acres), and one-quarter have access to

between 5 and 20 manzanas. Almost two thirds of the remaining households with more than 20

manzanas of land, however, live in the Atlantic region, are among the least educated, have the

worst access to public services and have lands that are only suited for forestry products. These

indicators underline the significance of agricultural productivity growth for escaping poverty by

rural households.

* Low human capital and high dependency ratios limit the income generating capacity of rural
households. Even though young workers average a year more of schooling than older workers,

this is not enough to escape the poverty threshold. This situation is not likely to change in the
near future, given that one-third of primary school age children in rural households and two-
thirds of secondary school age children are not attending school. As a result, the living

standards of poor rural households over the medium term will continue to depend largely on
agriculture sector growth. These limiting prospects are reflected in the perceptions of the poor,

who see the greatest risks in their lives associated with their low income generating capacity

and the uncertainty of external market developments (including employment, commodity prices,

access to credit, and public support programs), plus the risk associated with natural disasters.

Source: World Bank, 2000, "Nicaragua Poverty Assessment", and World Bank, 2001, "Managing Social

Risk in Nicaragua".

28 Valdes and Bastos, 1999, op. cit.

29 World Bank, 2000, "Nicaragua Poverty Assessment", op. cit.
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2.9 Summary. The rapid growth of agriculture and livestock sector output and
employment during the 1 990s possibly represents the single most important
development that contributed to the decline of poverty in Nicaragua between 1993 and
1998. Much of that sector output and employment growth, however, reflected a
recovery process from years of resource sub-utilization due to civil war and economic
turmoil, and the advent of especially favorable international price movements. Both
tendencies - rising international commodity prices and the recovery from resource
sub-utilization - cannot persist indefinitely.30 This means that the rapid sector growth
and accompanying poverty decline observed during the 1990s are likely to be short-
lived in the absence of new stimuli to sustain agriculture output growth, especially in
terms of productivity growth.

B. The Government's Rural Development Strategy

2.10 To address the rural sector, the PRSP contemplates actions to (i) improve the
incentive framework and competitiveness of the rural sector, (ii) increase efficiency in
the sector, through the development of factor markets, greater product diversification
and improved rural infrastructure, and (iii) accelerate technological progress. This is to
be accompanied by measures to develop the small and medium enterprise sector, and to
promote cluster development in the tourism, coffee, textiles and milk sectors. The
Government's policies under its first pillar, and for the rural sector in particular, are
guided by several strategic principles, the foremost of which is to consider the private
sector, not the public sector, as the main source of growth and development.

2.11 The Government's strategy addresses some of the key sector issues described at
the outset, such as the low productivity of agriculture, inadequate production incentives
and insecure property rights. Other elements of the strategy, however, are not
consistent with these measures. In particular, instead of removing the anti-export bias
in the import tariff structure through a leveling of tariffs, the PRSP proposes to
maintain the existing structure of tariff exemptions for certain imported intermediate
and capital inputs (which yields negative protection rates for exported products).
Furthermore, although the PRSP occasionally recognizes the growth-inhibiting
deficiencies of various government programs in the sector, and their lack of effective
targeting, it does not propose to remove or modify those programs. Instead, the same
programs are sometimes slated for expansion.

2.12 Although the PRSP emphasizes the importance of rural development, no
specific targets and indicators are proposed to measure advances in this area. Rather,
these advances are implicitly covered under the first PRSP target, which contemplates
the reduction of extreme poverty by 17.5 percent by 2005. The two intermediate
indicators associated with this target are (i) achieving a sustained economic growth of
4.5 percent and (ii) raising the share of public spending devoted to poverty reduction
from 53 to 63 percent by 2005. Since rural households comprise the preponderant

30 Indeed, the prices of Nicaragua's main agricultural exports (particularly coffee) have been stagnant or
declining since 2000.
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share of poor households in the country, reaching the poverty reduction target will
depend closely on advances in rural development. Similarly, given the large share of
agriculture in the economy, the overall economic growth target is not likely to be met
in the absence of significant growth in agriculture. The other indicator - referring to
the share of total spending devoted to poverty reduction - is less directly linked to rural
development. Moreover, from a rural development perspective, what is even more
important than quantity, is the quality of spending, especially in terms of the targeting
of the poor. As shown below, one serious drawback of many sector programs is that
they include no monitoring provisions to ensure that they are targeted to the poor, even
though the tools for making such provisions are available through the National Public
Investment System (SNIP) and the recently developed Poverty Map. There is also no
clear concept about what programs should be targeted to the poor and which programs
should aim more broadly to create better growth conditions for the entire sector.

C. The Evolution of Rural Sector Spending in the 1990s

2.13 The agriculture sector is covered institutionally by the Ministry of Agriculture
and Livestock (MAG-FOR), the Institute for Agricultural Technology (INTA), the
Institute for Rural Development (IDR), the National Agriculture Council (CONAGRO)
and, until it was dissolved in 1998, the Nicaraguan Institute of Agrarian Reform
(INRA); footnote 24. The other important sector institution is the Ministry of Natural
Resources and Environment (MARENA), which is briefly described in Box 2.2.

Table 2.4: Public Expenditures in the Agriculture & Livestock Sector
Agriculture & Livestock Expend.* As share of Total Central % annual variation of

(in USS millions) Government Expenditures** sector expenditures
Current Capital Total Current Capital Total Capital Total

1991 7.1 4.0 11.1 1.9% 6.8% 2.6%
1992 6.6 7.9 14.5 1.9% 7.0% 3.1% 97% 30%
1993 9.5 20.3 29.7 3.0% 17.8% 6.9% 157% 106%
1994 7.6 11.5 19.1 2.6% 7.0% 4.2% -43% -36%
1995 6.4 45.1 51.4 2.3% 22.4% 10.8% 291% 170%
1996 5.2 26.6 31.8 1.6% 13.4% 6.1% -41% -38%
1997 5.4 39.2 44.6 1.8% 19.6% 8.8% 47% 40%
1998 7.5 41.8 49.3 2.1% 21.6% 9.1% 7% 11%
1999 7.2 76.3 83.5 1.9% 19.1% 10.7% 82% 69%
2000 6.8 51.9 58.6 1.8% 14.2% 7.8% -32% -30%

2001 B 10.0 - 68.5 78.6 2.1% 15.1 % 8.4% 32% 34%
Source: MHCP, Executed Expenditures 1991-2000, Budget 2001
*/ Includes MAGFOR, its dependent institutions (INTA & INRA, until 1998), IDR and CONAGRO.
*/ Refers to total central government expenditures net of debt service

2.14 Agriculture and Livestock sector spending increased from extremely low levels,
representing only about 3 percent of total central government spending in the early
1990s, to around 8 percent in the second half of the decade. It received a particular
boost in the middle of the decade with the creation of the Rural Development Institute
(IDR), whose purpose is to support the development of productive projects in rural
areas. Two aspects stand out with regard to this sector expenditure increase: its high
capital intensity and its variability from year to year.
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2.15 The rise in sector expenditures during the 1990s is due entirely to rising capital
expenditures. Capital expenditures jumped from an average of US$6 million in 1991-
92 to an average of US$40 million in 1997-98, before the hike in post-Mitch
reconstruction spending. Meanwhile, current sector expenditures remained more or
less the same in US Dollar terms; Table 2.4 This raises questions about the economic
mis-classification of sector expenditures, as well as about the lack of provision for
recurrent expenditures to operate and maintain the capital accumulated through these
investments.

Box 2.2: Public Spending on the Environment

Nicaragua's environmental vulnerability is one of three cross-cutting themes in the
PRSP. The government's sector strategy focuses on better water management, sustainable
forestry practices and better systems to warn of natural disasters. Currently, only four
programs executed by the environment ministry (MARENA) are included in the PRSP
portfolio (see Table 2.7) and none is slated to receive funding through HIPC debt relief.

Public spending in the environment sector through MARENA currently represents
around 20 percent of total public spending in the rural sector. This proportion has declined
significantly since the early 1990s, when it accounted for 35 to 45 percent of total sector
spending. At that time, before its mandate was re-focused more narrowly toward
environmental management issues, the environment ministry (then institute) executed
agricultural technology and land reform projects that duplicated some of the activities of the
Agriculture ministry, warranting its inclusion under rural sector spending. Including
MARENA's expenditures to the agriculture & livestock sector does not appreciably alter the
general tendencies in rural sector spending, which continues to be characterized by large year-
to-year variations in spending.

2.16 The high variability of sector spending mainly arises from the side of capital
expenditures. As shown in the last two columns of Table 2.4, the annual percentage
variation in capital expenditures is generally higher than the variation of total sector
expenditures. At the same time, capital expenditures represent between two-thirds and
three-fourths of total sector spending, so that their impact on total sector expenditures is
especially pronounced in absolute terms. As discussed in Chapter I, most externally
funded activities are automatically classified as capital expenditures. This is also the
case in the rural sector, where 73 percent of total capital expenditures in 2000 were
funded externally. Many, if not most, of these programs involve expenditures that are
of a recurrent nature in the sense that they finance services that support rural production
and transfers to the rural population. Large fluctuations in the provision of services by
these programs inhibit their effectiveness (see para. 1.52). The variability of public
spending in the sector contrasts with the steady growth of sector production over 1993-
99, which suggests that the latter was mainly influenced by a favorable external
environment (peace and prices), rather than public expenditure stimuli.

2.17 From an institutional perspective, the greatest source of variability in sector
expenditures has been the Agriculture Ministry (MAG-FOR). Even without considering
the post-hurricane Mitch years, the standard deviation of total expenditures by MAG-
FOR was twice as large as that exhibited by the IDR. Capital expenditures, again, turn
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out to be the most volatile component of total expenditures. The ministry's very erratic
budget execution performance has contributed to this volatility; Table 2.5. Although
the tendency to miss the budget target applies to both the current and capital
expenditures, it is particularly pronounced for capital expenditures. This erratic
performance is largely explained by the abundance of foreign aid flows, especially in
the early 1990s, which often arrived without much anticipation, so that they could not
be properly planned for in the budget. Another explanation has to do with a tendency
to under-declare the amount of extemal aid commitments obtained by public
institutions, which only becomes registered at the time of execution. (Officials in the
finance ministry and the SNIP widely acknowledge the practice to under-declare aid,
but indicate that this practice has substantially disappeared by the late 1 990s.

Table 2.5: Expenditures by the Ministry of Agriculture (MAG-FOR)
(in US$ millions and percent)

% annual variation Capital / Executed/ Modified Budget
Current Capital Total Total (in %)

Current Capital Current Capital Total

1991 7.104 3.991 11.095 36% 270% 2065% 392%
1992 6.593 7.868 14.461 -7.2% 97.1% 54% 109% 51% 67%
1993 9.480 20.251 29.731 43.8% 157.4% 68% 121% 427% 236%
1994 7.557 11.521 19.078 -20.3% -43.1% 60% 102% 354% 180%
1995 6.378 28.634 35.013 -15.6% 148.5% 82% 103% 745% 348%
1996 5.152 8.245 13.397 -19.2% -71.2% 62% 99% 41% 52%
1997 5.449 18.266 23.716 5.8% 121.5% 77% 132% 73% 81%
1998 7.490 16.222 23.713 37.5% -11.2% 68% 158% 103% 116%
1999 7.018 31.068 38.086 -6.3% 91.5% 82% 88% 228% 177%
2000 6.603 21.220 27.823 -5.9% -31.7% 76% 100% 87% 90%
2001 9.869 24.622 34.490 49.5% 16.0% 71%

Source: MHCP, Executed Expenditures 1991-2000, Budget 2001

2.18 Until the advent of hurricane Mitch, spending through the IDR had been
growing at an even pace, which contrasts with the volatile spending pattern exhibited
by MAG-FOR. A very salient characteristic of IDR spending, on the other hand, is the
virtual absence of current expenditures in the IDR budget. This absence mainly reflects
a misclassification of current expenditures, and should not be taken as an indication of
extremely high institutional efficiency levels.31

Table 2.6: Expenditures by the Rural Development Institute (IDR)
(in US$ millions and percent)

% Annual Capital / Modified / Executed Expenditures /

Current Capital Total Variation; Total Initial Budget
Total ~~~~~~Initial Modified

_________ ________ Budget Budget

1995 - 15.297 15.297 100,0% -

1996 - 17.603 17.603 15,1% 100,0% 100% 105% 105%
1997 - 20.450 20.450 16,2% 100,0% 103% 74% 72%
1998 - 24.013 24.013 17,4% 100,0% 130% 123% 94%
1999 191 43.302 43.492 81,1% 99,6% 104% 268% 259%
2000 177 30.407 30.584 -29,7% 99,4% 156% 100% 64%

2001 B 168 43.922 4.090 44,2% 99,6%1
Source: MHCP, Executed Expenditures 1995-2000, Budget 2001

31In FISE, which is considered a very efficient institution by Nicaraguan standards, 10 percent of its

total expenditures are registered as current adrministrative costs.



45

D. The Main Agriculture Sector Programs in 2001

2.19 Table 2.7 summarizes the capital expenditures programmed for the agriculture
sector in the 2001 Budget. The sector's total capital budget reaches US$68 million, a
third of which is to be executed by MAG-FOR and two thirds by IDR. Most of this
capital spending is financed with external resources, 35 percent of which consist of
grants.

The MAG-FOR Programs

2.20 MAG-FOR's capital budget for 2001 covers four programmatic areas:

* Central Activities, which provide technical and administrative support to the
other programs and finances activities to implement the sector policy
framework. This is the most important in terms of resource amounts, accounting
for one third (or US$8.3 million) of MAG-FOR's capital spending. It contains
four projects, of which two focus on institutional strengthening activities (with
US$2.5 million), and the others involve agricultural technology (US$3.2
million) and support to the forestry sector (US$2.4 million).

* Regional Coordination Services, which finance the ministry's departmental
offices in charge of administering counterpart funds for projects and local
projects. These activities account for another third of the ministry's total capital
budget and involves four projects: two food distribution projects (US$6
million), a project to support the marketing of basic grains (US$1.6 million) and
an irrigation program (US$0.13 million).

* Agricultural Sanitary and Protection Services, which consist of three projects
involving fito-zoosanitary control activities and the certification of quality
inputs. This absorbs 10 percent of the capital budget, of which more than half is
accounted for by one project (to eradicate the 'gusano barrenador') that was
initiated in 1992 and is expected to conclude this year.

* Transfers to decentralized entities. This comprises the transfer of US$6.14
million to 5 projects managed through INTA and 2 projects managed through
the national forestry service, INAFOR. More than two-thirds of this total
amount is programmed for institutional strengthening activities in INTA.

2.21 While these programs are related to the institutional policies articulated in the
Budget, they do not contain concrete targets, such as actions, services or benefits to be
provided to a specific number of beneficiaries. (The Budget provides such targets for
some of the social sector institutions.) As a result, it is not possible on the basis of the
information provided to estimate the impact of sector spending in attaining the policy
targets described in the Budget, or on the targets and indicators given in the PRSP.
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The IDR Programs

2.22 The IDR's capital budget contemplates the execution of 19 programs and
projects. Almost half of this total is accounted for by three programs: reactivation of
agricultural productivity (with US$10.4 million), livestock regeneration and genetic
improvement (US$5.2 million) and the promotion of basic grains production (US$ 4.9
million). A fourth large project included in IDR's capital budget is the payment for the
construction of Managua's Suburban highway (US$4.7 million). This last project is
difficult to reconcile with a rural development objective.

2.23 Of the remaining 15 projects, 13 involve rural development activities in specific
geographic zones of the country, with an average expenditure of US$0.95 million per
projects. The other two projects involve the installation of solar photo-voltaic cell
systems in rural areas (US$2.5 million) and a project for institutionally strengthening
the public investment planning system (US$0.04 million).

2.24 Five aspects stand out in the sector investment programs for 2001:

* The overall sector investment program relies heavily on external concessional
financing. Although this provides a great deal of budget flexibility (since such
resources can be incorporated into the budget at any time without prior approval
by the Assembly), it also involves a lot of uncertainty for planning purposes and
risks of program unsustainability.

* There are hardly any new projects included in the sector investment program.
The 18 MAG-FOR projects and 17 of the 19 IDR projects (representing 96
percent of the 2001 sector investment program) were initiated before 2001 and,
thus, are likely to reflect commitments and priorities other than those expressed
in the Interim PRSP. Furthermore, 8 of the 18 MAG-FOR programs and 5 of
the 19 IDR programs (representing only 27 percent of total sector investment)
are scheduled to conclude in 2001. In view of the probable budgetary
restrictions that are likely to prevail in the medium term, the potential for
reorienting the sector investment program with additional resources to reflect
the new priorities articulated in the PRSP appears extremely limited, and will
mainly depend on donors' ability and willingness to reprogram existing
projects.

* A significant share of MAG-FOR's investment program involves institutional
strengthening activities and recurrent, service provision activities (e.g., fito-
zoosanitary control activities), raising concerns about sustainability.

* An important share of sector investment is devoted to rural production
development and food security, which do not appear to be capital expenditures,
given that they mainly involve transfers of goods (food) or services (training),
which strictly speaking do not qualify as capital expenditures in the sense of
creating fixed assets.



Table 2.7: The 2001 Investment Budget for the Agriculture Sector/*
(in S $ thousands) __ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _

C.deT ~ ~~~~~Programs/Prosjects 1'reasury Grns Ceis Total External TOTAIL Included in
________ _______ _______ ________ ________ _______ ________ ________ _______ ________ ________ _ Res'R cesouraes CresotuR ceour essRe rou cesPR SP

102 MINISTERIO AGROPECUARIO Y FORESTAL (MAG-FOR) 3.616 10,631 10.150 20,781 24,397

314T029 PROYECTO DE TFCNOL?GI[A AGROPECUARIA (FASE IIBM-337 I -N 283____ 2_9162_9163_19

3407PROG. DE -APOYO -ALMAGFOR ~YDES. ~DE LOS- FACTOR-ES 1__292____
3405PROGRM EFRAEIINOISIUIONAL-MAGFOR -__Q84 _ 86093 -

PROGRAMA 02: SERV/ICIOS DE COORDINACION TERRITORIAL ___ 0546.658 0,127 _6,785 ___7,739 ____
314T005 ASIT. REHAB. YRECONST.ETA .FCAAPRLUAAN MI1CH __71 -4,022 4.224,593 X_

31009 POYO AL PROCESO DECMRAI599 EGAOSBSCS 1___ 599_ _____
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PROGRAM 06 EY RTCINVSNDDAGROPECUARIA _____ 0,142 1.341 0,906 2,247 2,389
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3-145S004 VIGILANCIA EPIDEMIO-LOGA DE LA SALUD ANIMAL 705 _ 75_70
314S005 FORTALECIMIENTO PROG. NAkC. -VIGILAN-CIA FITOSANIT 0__201___0_ 201__0__201 _

PROGAA9:AOTSAETS ECNRLZDS1541,340 3,226 ___4__ __5 __6__6 ___39_
314T031 FORTALECIMIFNTO A LAS OPERACIONES DEL NTMA BM&-117I-I ________ 3___226__ 376____

3-34-2004 APOYO ACTI.FORESTAL CAMPESINA LEON/NVA.SEGOVIA-PROCAFOR 0_020_66046_056_
314T012 MODELO DE ATENC. PRODUCTIVA APEQUENOS PRO)UC~T.ESCAS.PREC.(PES~A).-INTA 01 07 0,302 0.302 ___.409 X
315-S00l -TRANF.TE-CNOL.Y PROM0.PROFESI.MANE.BOSQ.NATUJTRANSFORMA 0,034 0,225 0___,225 _0,259
314T013 SEGUJRIDAD ALIMENTARIA CUERPO DE PAZ - INTA _______0,026 - 0,196 0,196 0,222 X

3 1900-02 ~TRANSRDE TECNOLOGIA POSTCOSECHA FASE III / INTA_______________ 0,113 0,078 0,08019 1 X
314T011 MANEJO INTEGORADO DE PLAGAS P/PEQUENqOS Y MEDIANOS --PRODUCT. - NA0.042 0,073 0,073 0,114 X

117 INSTITUTO DE DESARROLLO RURAL (IDR) 8,685 12,973 22,264 35,237 4,2
334S00O1 PROG.ECI.DVARAIENAU NRFS I- 1,234 9,138 9.138 10,372 X
334S005 REPOBLAC.Y MEJORAM. GENEIOD AGNDRA(DI0,187 5.007 5,007 5,194 X
3340001 FOMENOAL RDCIO LGAD AICOS KR-Il0,9 4,637 4,637 4.936 X
334T009 IPISTA SUBURBANA MANAGUA (IDR) 4___709_ ______4,709

3340006 1 PROYECTO DE_______DESARROLLO____RU___A___RE_ _________99 _______ , -494 ~ 3,494 3,793 X

3340002 TROPISEC 0,163 0,747 2,104 ~~~~~~~~~~~~~~~~017 30124 X

3_34_ 07 SISEMA SO____ ARES__ FOTOVOLTA______ S_EN_AREAS__RURALES__DE_NICARAGUA__2_520_ ......__52,00 2,5259 x

334T__02_DES_EC__SOCIAL_EN_WASLALA,CUA_ BOCAY,TUMA LA DALIA,PANCHO GRANDE_ 211_2,289 23,48024,096 
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* Finally, various programs are still providing assistance to families affected by
hurricane Mitch in 1998, calling attention to the long program duration.

2.25 Most of the sector projects included in the 2001 capital budget are considered
part of the PRSP portfolio. It includes 14 of the 18 MAG-FOR projects (representing
76 percent of the total investment spending) and 16 of the 19 budgeted IDR programs
(comprising 89 percent of the total). Most of these projects are listed under the first
pillar of the PRSP (i.e., "broad-based economic growth"), while the food distribution
programs are classified under the third pillar (dealing with "protection of vulnerable
groups"). The most important rural projects in the PRSP are reviewed in Annex G, and
the main findings are summarized in the concluding Section F. Three MAG-FOR
projects not classified within the PRSP portfolio involve the provision of animal and
plant sanitary control services, and the Agricultural Technology project. The latter
omission is very surprising, given that technological progress was identified as a key
strategic priority in agriculture.

Table 2.8: Capital Expenditures in the Agricultural Sector, 2000-2001
(in US$ millions)

2000 % 2001 % % Executed Increase
External External Budget 2001

Program | Executed Financing Budget Financing Budget 2000 (US$ millions)
(a) (b) -(using b) c (using c) (b)/(a) (c)-(b)

Agriculture Sector 56,0 60,4 68,3 108%l 7,9
Domestic Resources 11,3 16,2 12,3 144% -3,9
Extemal Resources 44,7 44,2 73% 56,0 83% 99% 11,8

Included in PRSP 45,3 48,2 57,7 1 0 7% 9,5
Domestic Resources 6,2 8,6 7,1 139% -1,5
Extemal Resources 39,1 39,7 82% 50,6 88% 101% 11,0

Excluded 10,7 12,2 _ 10,6 114% -1,6
Domestic Resources 5,1 7,6 5,2 148% -2,4
Extemal Resources 5,5 4,6 38% 5,4 54% 83% 0,8

MAC-FOR 21,4 17,1 24,4 80% 7,3
Domestic Resources 3,7 4,1 3,6 111% -0,5
Extemal Resources 17,7 13,0 76% 20,8 85% 73% 7,8

Included itl PRSP 17 1352 18,6 76% J
Domestic Resources 2,8 3,3 t17 3,2 7% -0,

Extemal Resources 14,7 9,9 75% 15,4 83% 68% 5,5
Excluded 3,9 3,9 S,8 99% 2,0

Domestic Resources 0,9 0,8 0,5 93% -0,4
Extemal Resources 3,0 3,1 79% 5,4 92% 101% 2,3

IDR 34,3 43,1 43,9 125% 0,8
Domestic Resources 7,6 12,1 1 8,7 159% -3,4
Extemal Resources 26,71 31,0 72% 35,2 81% 116% 4,3

Included in PRSP 27,8 35,0 _ 392 126% 4,1
Domestic Resources 3,4 5,3 | 3,9 158% -1,4
Extemal Resources 24,4 29,7 85% 35,21 90% 122% 5,5

Excluded 6,S 8,0 4,8 123% -393

Domestic Resources 4,2 6,8 _ 4,8 1_ ___ 160%1 -2,0 l

Extemal Resources 2,3 1,3 16% 0,0 0% 55%1 -1_3_1

Source: DGIP, SETEC
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2.26 It is also noteworthy, from Table 2.8, that the sector projects included in the
PRSP portfolio are slated to receive more funds in the 2001 Budget than they spent in
2000. In contrast, the projects that are not classified as belonging in the PRSP portfolio
on average receive a smaller budget than in 2000.32 By this measure at least, the
change in sector allocations reflected in the 2001 Budget is consistent with the
direction pointed to in the PRSP. Since most of these programs were conceived before
the PRSP had been formulated, however, it is difficult to determine a causal link in this
relationship.

E. Sector Management

Defining Sector Priorities

2.27 As in the rest of the public sector, the agriculture sector institutions have very
weak planning departments, in spite of having available very rich socio-economic
information for the sector. Also, program monitoring and control activities are very
poor. These institutional weaknesses, together with the active presence of external
cooperating agencies that attract large volumes of resources into the sector, explains the
lack of a common and coherent vision in many of the public programs in the sector.

2.28 In the case of rural development programs, the government recognizes that it
does not have a clear policy vision that prioritizes the activities in the sector. Both
MAG-FOR and IDR officials recognize this. It can also be verified by observing the
lack of prioritization and targeting mechanisms in the projects under execution, as well
as the lack of monitoring and evaluation systems. Although the project data bank unit
of the National Investment System periodically requests information on outcome
indicators for each public sector program and project, the majority of institutions and
agencies in the sector do not respond to those requests, possibly because they do not
gather the necessary information.

Control Effectiveness

2.29 The system of expenditure registration and control exhibit several problems,
that include the misclassification of expenditure categories, the lack of a unified project
data base and the balkanization of sector management. In particular:
* It has become routine practice in most projects to include some components to

finance recurrent costs that sustain line functions in the sector institutions. There is
no information available on the magnitude of this practice, but it is recognized by
the officials interviewed.

* The entity in charge of developing and monitoring the public investment program
maintains a different project data base than the Ministry of Finance, which is in

32 For the agricultural projects included in the PRSP portfolio, the 2001 Budget calls for a 9.5 percent
increase relative to the 2000 execution level (expressed in US Dollar terms), while for the excluded
projects it calls for a -1.6 percent decline.
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charge of financing them; Box 2.3. This contributes to the erratic budget execution
performance.

* Large projects enjoy a great deal of autonomy within the sector ministries, often
containing a greater institutional capacity than the ministries themselves. Although
this is a form of ensuring successful project performance, it inhibits progress in the
institutional development of the ministries, including especially their capacity to
plan and monitor sector activities.

Donor Coordination

2.30 In the absence of strong institutions that establish priorities within a well-
articulated, stable sector policy, the sector investment program has been largely
determined by donor initiatives. (About three-fourths of the sector capital budget is
donor financed.) In 2001, MAG-FOR expects to receive funds from 15 different
sources, 8 of which are in the form of donations. In turn, IDR plans to receive funds
from 11 different external sources (including 6 donations).33 As a result, various
programs offer the same or similar services (credit, technical assistance, technology
transfer, infrastructure) under different eligibility requirements and conditions, which
makes them more difficult to manage and raises their administrative costs. On the
other hand, the majority of the so-called 'integrated rural development programs' (7 are
still operating in 2001) were conceived in the early to mid-1990s and have been
periodically extended with few modifications. That is, Nicaragua has evolved
significantly since the mid-1990s, but there is little evidence of a parallel evolution in
these programs.

2.31 It is notable that two food assistance programs are being executed through
MAG-FOR. One provides food in schools to complement the education ministry's
PINE program and the other provides food rations to mothers through the health
ministry's health posts. Being of a social protection nature, both programs should be
moved under the social protection pillar in the PRSP. Moreover, program execution
should be transferred to the appropriate sector institution so as not to overburden the
administrative capacities of already weak line ministries.

Distinguishing Public and Private Sector Roles

2.32 Even though the Poverty Reduction Strategy Paper makes a clear distinction
between the public and private sector roles, there remain several programs managed
through IDR which are not consistent with this distinction. These programs substitute
for private sector activity and are not focused on the poor. Such programs possibly had
their justification in the early 1990s, as the transformation toward a market economy
was just beginning. As private financial institutions and providers of agricultural
services develop, the IDR should withdraw from these activities. Even in seeking to

3 In 2001, MAG-FOR plans to receive financing from AID/CATIE, KfW, World Bank, IDB, USAID,
FAO, FINNIDA, Kellog-Foundation (USA), JICA, OPEC Fund, WFP, SIDA, COSUDE, ROC
(Taiwan) and European Union. IDR is counting on financing from GTZ, IDB, Spain, FIDA,
FINNIDA, Holland, Italy, JICA, WFP, ROC (Taiwan), and European Union.
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attend to the needs of small scale farners that do not have access to credit, it would be
more efficient to work through the private institutions as intermediaries than to attempt
providing those services directly.

Box 2.3 - Rural Sector Investment Planning and Budgeting

The General Department of Investments in the Technical Secretariat of the Presidency (DGIP-
SETEC) is the entity responsible for the formnulation and monitoring of the public investment program. It
is meant to be responsible for all the investment projects executed in the public sector. In principle, the
only investment expenditures not registered with the DGIP-SETEC are investments in capital assets need to
support the administrative operations of the sector institutions, such as office equipment and fumriture.

According to DGIP officials, the coverage of total public sector capital expenditures registered in
the Public Investment Program (PIP) maintained by the DGIP has become almost universal. Nevertheless,
the PIP data base still shows significant differences to the data base used in the Ministry of Finance; see
Table below. In the case of MAG-FOR, the PIP only included 69 percent of the programmed capital
spending and 61 percent of executed capital spending according to the Ministry of Finance figures for
2000. Similarly for the case of IDR, the PIP data base only captured 72 percent of the spending budgeted
by the Ministry of Finance in 2000, but registered executed spending that was 42 percent higher than that
registered by the Finance ministry.

Box Table 2.1: Agriculture Sector Investment Programs
Program/* Executed I % Executed Difference

N° of DGIP MHCP No of DGIP MHCP N° of DGIP MHCP Prog. Exec.
projects projects projects.

US$ US$ US$ US$
thous. thous. thous. thous.

A b d d d/a d/b a/b c/d
MAGFOR

1998 17 20,512 20,454 15 17,451 23,713 88% 85% 116% 100% 74%
1999 21 !4,331 21,573 29 33,535 38,086 138% 234% 177% 66% 88%
2000 23 21,390 30,898 22 17,073 27,823 96% 80% 90% 69% 61%
IDR
1998 25 27,929 25,452 26 34,080 24,013 104% 122% 94% 110% 142%
1999 27 17,393 16,773 28 46,956 43,492 104% 270% 259% 104% 108%
2000 20 34,343 47,550 21 43,079 30,584 105% 125% 64% 72% 141%

Sources: SETEC-DGIP and MHCP.
*For MAG-FOR, Program refers to Modified Budget

F. Summary and Recommendations

2.33 A common finding in virtually all studies on poverty is the existence of a strong
link between economic growth and poverty reduction. Consistent with this finding, the
PRSP focuses on achieving rapid economic growth as the first of four pillars
underlying Nicaragua's poverty reduction strategy. In this context, considerable
attention is devoted to the rural sector, and to agriculture in particular, which reflects
the sector's importance in the economy and incidence on the welfare of the poor.
Nevertheless, public spending in agriculture remains a small and variable share of
public spending. Since the PRSP envisages the private sector as the lead agent in
promoting faster growth, an increase in total public spending in the sector may not be
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the most appropriate. But efforts should focus at least on reducing the variability of
public expenditures in the sector in order to raise their impact; para. 2.38.

2.34 The government's rural sector policies have not been clearly articulated and no
specific indicators for monitoring rural development are contemplated in the PRSP.
Meanwhile, the rural sector projects to be funded through HIPC debt relief still are at
the concept stage. Considering the significance of rural development for the
Nicaraguan economy and its great potential to be a major force in poverty reduction, it
is critically important to develop a sound rural sector strategy, which lays out sector
priorities and their rationale, and to include specific indicators in future versions of the
PRSP to measure progress in the implementation and effectiveness of that strategy.
Such a strategy is essential for providing a policy framework that guides all the agents
that are active in the sector and for establishing investment priorities, particularly for
donors who finance most of the capital budget.

2.35 The review of individual projects in Annex G reveals that there is considerable
scope for improving the effectiveness of existing rural development programs.
* Many rural programs (e.g., Repob./Mej.Genetico Ganaderia or Proyecto

Desarrollo Rural Sur) are poorly targeted and, thus, not particularly pro-poor, even
though they are included in the PRSP portfolio. These programs need to be re-
targeted.

* Most programs, even when they specify a target population, do not have in place
mechanisms to systematically collect information on the beneficiaries assisted by
the program, versus other control groups. This makes it impossible to measure the
programs' contribution to poverty reduction. Developing such monitoring systems
should be routinely included as a component in all new projects.

* Some programs, such as the school lunch program, are clearly out of place in
MAG-FOR and are better housed in a social sector institution.

* Some programs (e.g., Apoyo Mej. Seg. Alimentaria), which clearly have a
compensatory assistance objective in response to certain emergencies, need to
define the duration of their programs and criteria by which beneficiaries "graduate"
from the program.

* Some programs (e.g., KR I) do not appear to provide a public service, and instead
may constitute unfair competition to private suppliers of similar services. Such
programs should be discontinued for being inconsistent with the private sector-led
development sought in the PRSP.

2.36 To improve the focus of poverty reduction efforts, the concept of poverty
reducing programs needs to be defined more narrowly for operational purposes. About
80 percent of the capital budget associated with rural development spending is
registered as poverty reduction spending in the PRSP. This high share reflects a
general tendency to include all programs in some sub-sectors classified as important for
poverty reduction in the PRSP portfolio. (This tendency is even more pronounced in
the social sectors.) Only those programs that have established a link between spending
and poverty indicators should qualify, however, especially programs that have a proven
record in raising the capacity of poor rural workers to generate more income. Some
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programs may be designed to reduce rural programs indirectly by promoting faster
sector growth and employment, such as those involving technology transfers and
investments in infrastructure that supports production (roads, electricity, irrigation,
etc.). In that case, a link between spending and growth needs to be established.

2.37 The incentive structure facing agricultural producers needs to be reexamined,
with the aim of removing identified obstacles to the agriculture sector's development
potential. In that context, special attention must be devoted to the firming up of
property rights and the impact of public policies on the sector's ability to compete. In
the first area, the focus is on the intensification of rural titling programs and the
modernization of the property registry. In the second area, the focus is on reviewing
and assessing (i) the long-term effects of fiscal incentives currently provided on
imports of agricultural inputs and machinery, (ii) the importance of export distortions
in agriculture, and (iii) the role of the State in agricultural factor markets (including the
provision of credit, financial services, marketing services). Once an action plan has
been defined to remove the obstacles inhibiting sector development, it is important to
establish a publicly verifiable system to monitor the implementation of relevant rural
sector policies and achievement of targets contained in the PRSP.

2.38 Finally, the effectiveness of public spending in rural development has been
severely limited by the high variability of that spending. An important reason for the
high variability in sector spending is its heavy dependency on external funding, which
also raises other concerns about sustainability. Even though donor funded programs
often finance recurrent expenditures, they are generally classified as capital spending,
which disguises the vulnerability of public services in critical areas to interruptions in
aid flows. To promote a less disruptive sector spending pattern, better sector planning
and coordination of donors is crucial. Two steps that would contribute toward this
purpose are to (i) define explicit eligibility requirements that all public sector projects
must meet to obtain external financing and grants, and (ii) investing a Technical
Investment Committee with the responsibility to ensure that the projects financed with
external resources are compatible with government priorities, as called for in Decree
61-2001 on the Creation, Organization and Functions of the National Investment
System, which was passed in June 2001 . What remains to be done in this case is to
carry out the provisos of Decree 61-2001. Enforcing eligibility requirements means
turning down donations and offers of assistance that do not comply, and encouraging
those donors to modify their offers of assistance.

2.39 The specific recommendations emerging from these findings are the following:

* Review the incentive structure facing agricultural producers, with special attention
to property rights and the role of public policies in the sector's ability to compete;
paras. 2.6, 2.7, and 2.37.

34 This Committee consists of the DGIP-SETEC and representatives of the Central Bank, Ministry of
Finance and the External Cooperation Secretariat in the Ministry of Foreign relations.
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* Develop a sound rural sector strategy, which lays out sector priorities and their
rationale; paras. 2.28 and 2.34.

* Develop specific indicators to measure progress in the implementation and
effectiveness of the rural strategy; paras. 2.12 and 2.34.

* Develop systematic information collection systems to monitor the project's
contribution to poverty reduction, and incorporate such monitoring systems
routinely into all new projects; paras. 2.12, 2.21 and 2.35.

* Define duration of assistance and criteria by which beneficiaries "graduate" from
programs with compensatory assistance objectives; para. 2.35

* Review the PRSP portfolio and re-design or take out all programs that are not
specifically targeted to the poor, are not related to the rural development targets and
do not have a demonstrated impact on poverty reduction; para. 2.36.

* Shift school lunch programs from the agriculture ministry to a more appropriate
social sector institution; para. 2.35.

* Discontinue or privatize public programs that provide private services and
constitute unfair competition with private suppliers of similar services; para. 2.32
and 2.35.

* Review the classification of public expenditures in the sector, and obtain a more
accurate separation of capital and current expenditures using standard national
income accounts criteria, independent of the source of financing. On the basis of
this reclassification, assess the sustainability of programs; para. 2.38.

* Define explicit eligibility requirements that all public sector projects must meet to
be included in the public investment program, independent of the source of
financing, and give to the Government's Technical Investment Committee both the
responsibility and legal means to ensure that all projects financed with domestic
and external resources are compatible with the government's priorities as described
in the PRSP; para. 2.38.



Chapter III
REVIEW OF SOCIAL SECTOR AND SOCIAL PROTECTION EXPENDITURES

3.1 This chapter describes the status and evolution of Nicaragua's key social indicators and
summarizes the strategy proposed in the Government's PRSP to improve social conditions as
part of a comprehensive poverty reduction effort. It also reviews the evolution of social
spending by the public sector in Nicaragua during the 1990s, with some regional comparisons.
This is followed by a review of the largest sectors in terms of overall spending and the principal
programs in each of those sectors.35 (The individual projects under each of these programs are
described in Annex H.) A key question addressed at the end of this chapter is the extent to which
the 2001 Budget marks a change in public spending patterns, vis-a-vis the pattern exhibited by
the pre-Mitch 1997 Budget, in a manner that reflects the priorities expressed in the PRSP. [An
important omission in this chapter, for lack of adequate data, is the absence of discussion on
private expenditures on social services.]

A. Social Conditions in Nicaragua.3 6

3.2 The civil war and collapse of economic activity during the 1980s had cut Nicaraguan
incomes in half, exacerbating poverty. This decline was accompanied by a corresponding
deterioration in social conditions. Today, Nicaragua is one of the poorest countries in Latin
America and its social conditions rank among the least developed in the hemisphere. Even so,
Nicaragua's social conditions generally are better than those prevailing in other countries with
similarly low income levels. As shown in Table 3.1, Nicaragua's per capita Gross National
Income in 2000 happened to be equal to the average for all low income countries worldwide. Its
social indicators, however, are uniformly better than the averages for the group of low income
countries - with the one major exception given by Nicaragua's high population growth. In part
this finding can be explained by the significant sub-valuation of Nicaragua's GDP. Even after
adjusting for the sub-valuation, however, Nicaragua's social indicators tend to be better than
those seen in other countries with similar income levels. This may be reflecting inertial effects
from the higher living standards that prevailed in earlier decades, which continue to exert a
positive effect on social indicators in spite of the severe income declines in the 1980s, as well as
the more recent government efforts that resulted in improved social indicators during the 1990s;
as described below.

3.3 The most salient characteristics of Nicaragua's social conditions are described next:
* Nicara"uans exhibit few years of schooling and great disparities in education attainment

levels. According to the 1998 LSMS, illiteracy is 19 percent among the total population over
10 years old, but 41 percent among the rural extreme poor. Also, the rural poor over 10 years
have only completed 2 years of school, compared to a national average of 4.9 years. In rural
areas, one-third of primary school aged children in extreme poverty do not attend school,

35 These programs have been analyzed in the recent report by Gillespie et al (2001), "Review of Selected Poverty
Programs in Nicaragua's PRSP Portfolio", which is widely drawn on in this Chapter. That review used as its
organizing principle the distribution of risks facing the poor in Nicaragua and the main government programs
that have been created to help the population at risk. The present Chapter organizes much of that same
information along more traditional sector lines. The conclusions drawn remain broadly the same.

3 This section draws on the "PHN Strategic Note" by Gillespie (2000), prepared as background paper for the
Nicaragua Poverty Assessment (2001).
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compared to only 9 percent of their non-poor counterparts. This disparity in school
attendance also is reflected in the distribution of public per capita spending in education, the
largest share by far of which is captured by the universities; see para. 3.73. Key sector issues
are very high primary school drop out rates, high repetition rates, low education quality, low
teacher qualifications and salaries, and inadequate school/teacher supervision. Although
Nicaragua's gross primary enrollment rates are about average for Central America (Table
3.1), overall accomplishments in the sector are below average: only 11.3 percent of the
students enrolled in primary school complete secondary schooling, and 10.3 years are
required on average to complete elementary school. In these last two indicators, Nicaragua
ranks most deficient in the Central American region.3 7

Table 3.1: International Comparisons for Health Education and Population, 2000
PRSP Countries in LAC Other Central America All LAC All Low

NIC HON BOL GUY CR ES GU PA Income

GNI per capita (Atlas method, 2000), US$ 420 850 980 760 3,970 1,990 1,690 3,260 3,680 420

Health Indicators
Life Expectancy at birth (years) 69 70 62 64 77 70 65 74 70 59
Infant Mortality (/I000 live births) 34 34 67 57 12 30 40 20 30 77
Child Malnutrition (% children < 5) 12 25 9 18 5 12 24 ... 9 ...
Access to improved water (% of popul.) 79 90 60 94 98 74 92 87 85 76

Education Indicators
Illiteracy (% ofpopulation > 15) 31 25 ... 2 4 21 31 8 12 38
Gross primary enrollinent 102 111 91 96 104 97 88 106 113 96
Average yrs of schooling (pop. > 15) 4.6 4.8 5.7 6.3 6.1 5.2 3.5 8.6 6.1

Population Growth Indicator
Averageannual growth (%, 1994-2000) 2.6 2.8 2.3 0.8 1.9 2.1 2.6 1.7 1.6 1.9

Source: The World Bank, 2001 World Development Indicators; and Barro and Lee (2000).

* Nicaragua is in the early stages of the epidemiological transition, with high levels of infant
mortality and maternal mortality, a high prevalence of infectious and parasitic diseases, and
pervasive malnutrition. Infant and maternal mortality account for the majority of all
premature deaths and are due to infectious diseases, malnutrition and reproduction. Acute
respiratory infections are the principal cause of illness and the second cause of death among
children under 5 years old, while diarrheal disease is another important cause of child deaths.

* Malnutrition is widespread and constrains child health and welfare opportunities.
Approximately 20 percent of children under 5 are chronically malnourished, or stunted. This
share rises to 36 percent among the extreme poor. Children never fully recover from the
damage wrought by early malnutrition and the damage is cumulative: nearly 50 percent of all
extremely poor 5-year olds are stunted. Micronutrient deficiencies also are a serious
problem, especially iron deficiency anemia. In 2000, one-third of all children under five
suffered from this anemia at the national level, as well as 22 percent of all non-pregnant
women. The vitamin A status of children, on the other hand, has improved. In 2000, 9
percent of children under five had moderate vitamin A deficiency, down from 23 percent in
1993. Iodine deficiency remains a problem due to continuing difficulties in ensuring
adequate iodine supplies and a weak monitoring system.

37 Arcia (1998)
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* Fertility rates are twice the Latin American average. As a result, Nicaragua's population is
young - 50 percent of the population is under 17 years of age. Furthermore, adolescent
fertility rates are the highest in Latin America and represent an increasing share of all births.
By age 19, half of all women have experienced at least one pregnancy. The poorest
households are characterized by more than three times as many children as the richest
households, due in part to the failure of poor women to meet their reproductive preferences;
Demographic and Health Survey 1998. Effective access to family planning services is
lacking, especially for women aged 15-19 years.

* Access to health care is characterized by large and persistent differences between the poor
and non-poor. Extremely poor children report illness with 50 percent greater frequency than
non-poor children, and when sick, the non-poor consult 50 percent more. One third of
extremely poor women receive no prenatal care, one half deliver their babies without benefit
of institutional facilities, and are only half as likely as non-poor women to be attended by
doctors when giving birth. To obtain health care, the extreme poor must travel three times the
distance, and spend three times as much time to reach health facilities, as their non-poor
counterparts. Rural-urban differences are also important: rural women receive less prenatal
care and are three times more likely to give birth without institutional support than urban
women. Key sector issues that exacerbate this inequity in health care coverage are a shortage
of medical and non-medical supplies, and low labor productivity. Sector staffing is heavily
biased toward doctors (versus nurses and health technicians) and personnel is mainly
concentrated in the Pacific region, particularly Managua. While the total number of
physicians in the health system increased by 69 percent between 1990 and 1997, the number
of nurses declined by 33 percent, so that the ratio of doctors to nurses increased from 1 to 1
in 1990 to 2.4 to 1 in 1997.

* Access to other social infrastructure is especially limited for the rural poor. While 66 of the
national population had access to safe water in 1999, only 39 percent of the population had
access in rural dispersed areas. Access to basic sanitation (latrines and sewer systems) is even
more limited. Even in urban areas, access to sewerage services only covers 34 percent of the
population. According to the 1998 LSMS, 80 percent of poor households live in poor quality
dwellings and 60 percent of poor families do not hold title to their dwellings.

* Nicaragua exhibits a high incidence of domestic violence, which raises broad concerns about
women's status, the implications for children's development, and a lack of social cohesion.
Almost one-third of Nicaraguan women report having been physically abused, frequently
when their children are present and often during pregnancy.

The Evolution of Social Conditions during 1993-1998

3.4 As noted in Chapter I, Nicaragua experienced rapid growth during the second half of the
1990s, especially in rural areas. This economic recovery has not lasted long enough to undo the
effects of the previous economic collapse, but it has begun to yield important signs of
improvement. In particular, the Living Standard Measurement Surveys carried out in 1993 and
1998 indicate that the share of Nicaraguans living below the poverty line declined over this
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period from 50.3 percent to 47.9 and the share living below the extreme poverty declined from
19.4 percent to 17.3 percent.

3.5 Social outcome indicators have generally improved during the 1990s. With reference to
the International Development Indications, both the coverage of primary schooling increased by
9% overall between 1993 and 1998 and infant and child mortality rates improved by 20%.
Gender equality in primary education is not relevant for Nicaragua, since it already exists. One
exception to these overall positive developments appears to be the trend in maternal mortality,
which appears to have increased over the period according to UNICEF figures. However, this
increase may be due to improved reporting as the coverage of health services expands. In any
case, the overall level remains high, and a priority for attention. Another exception is the trend
in child chronic malnutrition; see below.

3.6 The coverage of basic social services has improved. In all sectors, the Government of
Nicaragua gave priority to improving basic services and as a result the coverage indicators
improved, especially among the poor. Gains in primary school coverage were almost
exclusively rural, and predominantly benefited the poor, with a 26% gain in coverage among the
extreme poor (as measured by the share of 7-12 year olds attending school). At the secondary
school level, there was virtually no change in coverage. Illiteracy declined by 17% nationally,
and by 24% among the rural poor. Mean years of schooling improved for all age and poverty
groups except the urban poor, with the greatest gain (26%) among the rural extreme poor.
Nevertheless, large gaps in access and attainments remain, and the sector strategy needs to focus
more on improving quality at all levels and on improving secondary enrollment.

3.7 Significant gains are evident in access to prenatal care (14%), institutional births (23%)
and physician attention during childbirth (29%). In all cases, the gains were driven by
improvements in rural areas. For all income groups, rural households are more likely to consult
when ill, whereas urban households are slightly less likely to consult. Although the incidence of
diarrhea increased for the poor (possibly due to seasonal differences between surveys), when
diarrhea occurs, the rural poor are more likely to seek care than in 1993.

3.8 Trends in child malnutrition are worrisome. Even though child malnutrition measured by
stunting (height for age) declined 16 percent nationally between 1993 and 1998, this decline was
uneven and not shared by other measures. This trend in stunting is driven primarily by declines
among the non-poor and in rural areas, and masks increases in urban malnutrition among the
poor (from 18 to 26 percent) and extreme poor (from 28 to 36 percent). Stunting is concentrated
in the north and north-central regions of Nicaragua, affecting as many as 50 percent of children
in extreme poverty, and has changed little over the last 30 years. Furthermore, while the
prevalence of underweight children (weight for age) is largely unchanged, the prevalence of
acutely malnourished children (weight for height) has increased across all income groups.

3.9 Fertility declined, from 2.9 births per woman in 1993 to 2.5 births in 1998.38 This decline
continues the downward trend observed since 1985. The overall dependency ratio also fell

38 These figures are from LSMS93 and LSMS98, and are sharply lower than those reported by ESF93 and DHS98.
The reason is that the LSMS calculation is the average number of children born to all women with children,
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modestly over this period; from 1 percent to 0.9 percent. One concern is the uneven and
widening distribution of fertility declines: while overall rural fertility fell from 3.7 to 2.9 births
per woman, it only fell from 4.0 to 3.4 births among the poor and from 4.4 to 4.0 births among
the extreme poor. Similarly, adolescent fertility declined more slowly than for other age groups.
This means that poor households, and especially adolescents in those households, account for a
growing share of all births.

3.10 With some exceptions, access to other social infrastructure services by the poor only
improved modestly, if at all. Investments in infrastructure mainly appear to have kept pace with
population growth, resulting in modest gains in coverage of the population with access to these
services. According to the LSMS results, access to water services improved by 4 percentage
points at the national level, and 5 percentage points for the rural poor, while sanitation services
improved by 1 percentage point in both cases. (None of these changes are statistically
significant, however.) One sector where there have been major advances in infrastructure
development is road transport. This is important to the extent that expansions of the road
network lower the cost of delivering social services; para. 4.30.

3.11 To summarize, Nicaragua's social conditions are very poor by Latin American standards,
though not as poor as would be predicted by its per-capita income level. More importantly,
however, the country's social indicators have generally been improving during the second half of
the 1990s; in line with the priority given by the government to improving coverage in the social
sectors. That suggests that government policies in the social sectors have been, by and large,
pushing in the right direction. The main exceptions to this generally positive trend are the
indicators on chronic and acute malnutrition among children, on the coverage of water and
sanitation infrastructure and, possibly, on maternal mortality, which have not exhibited clear
improvements during the 1990s.

B. The Evolution of Social Spending in Nicaragua

3.12 Social expenditures by the Central Government 39 increased from US$170 million
equivalent in 1991 to US$378 million in 2000, and the 2001 Budget calls for US$430 million.
That is, total social spending more than doubled during the last decade. This increase has not
been a continuous process over time, however; as shown in Figure 3.1.

3.13 Three phases can be identified in the evolution of social spending: a first phase of
moderate growth in spending between 1991 and 1994, in which social spending grew at an
average annual rate of 8.5 percent in US Dollar terms. This was followed by a real spending
freeze between 1995 and 1998, and then by rapid increases as of 1999. The large jump in social
spending in 1999 (by 59 percent in US Dollars) reflects emergency and reconstruction activities
triggered by hurricane Mitch. This increase was maintained in 2000 and in the 2001 Budget.

without adjusting for the additional children that young women may bear in the future. The objective of this
paragraph is to illustrate trends among poverty groups.

39 This is defined here to comprise expenditures in education, health (including nutrition and family planning), water
and sanitation, housing, social protection, local development and other social activities (religious and other)
financed through the central government. (In the case of water & sanitation, it only includes the central
government transfers to the water utility, ENACAL.)
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Figure 3.1: Evolution of Public Social Spending; 1991-2001
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Source: Statistical Annex Tables. Figures for 1991-2000 refer to
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3.14 In per capita terms, total social spending grew from US$ 43 in 1991 to US$ 75 in 2000.
It is planned to grow to US$82.5 under the 2001 Budget, almost doubling the 1991 figure. Per
capita spending by and large maintains the same pattern as total spending, except for the period
between 1995-1998, when the real freeze on social spending resulted in a gradually declining
trend in per capita spending. This decline becomes more pronounced when taking into account
the gradual loss of purchasing power of the US Dollar during the 1990s. Even so, per capita
social spending in 1999-2000 was 33 percent higher in real terms than in 1991. In spite of the
large increase in social spending at the end of the decade, per capita social spending in Nicaragua
continues to rank among the lowest in Latin America; Table 3.2

3.15 In terms of GDP, total social spending by the central government averaged 10.8 percent
during 1991-1998, with minor variations between 10 and 12 percent. In the aftermath of
hurricane Mitch, this share increased above 15 percent, and was poised to reach 17 percent under
the 2001 Budget; Figure 3.2. Finally, as a share of total central government spending, public
social spending averaged 35 percent during the decade of the 90s, reaching a low of 30 percent in
1998 and a high of 41 percent in 2000.

Figure 3.2: Social Spending as Share of GDP and of Total Public Spending
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The Composition and Evolution of Sub-Sector Spending

3.16 Figure 3.3 describes the distribution of sector spending during the 1990s. The largest
sector is Education, Culture & Sports, averaging 46 percent of total sector expenditures by the
central government, followed by Health, with 38 percent.

Figure 3.3: Composition of Social Spending
(average shares during 1991-2001)
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3.17 Education spending increased steadily during the 1990s, especially after 1998, while
Health spending remained more or less constant until the post-Mitch expenditure hike. Social
protection spending received an early boost in 1993 with the creation of the Ministry of Social
Action (MAS), which absorbed many donor funded programs under one institutional roof. It
was partly designed to compensate for the closure of state enterprises, which had provided social
protection services directly to their employees. The MAS was reorganized in 1998 as the Social
Action Secretariat (SAS) in the Presidency, with some activities passed to the new Ministry of
the Family and others to the Rural Development Institute. While spending by the SAS has
stagnated, MIFAM's budget expanded with the post-Mitch reconstruction effort. Public
spending on housing hardly shows up in Figure 3.4, until the destruction of homes by hurricane
Mitch drew more attention to this sector. Local development spending also was insignificant in
the early 1990s, but has grown steadily since then, reflecting an increasing recognition of the
need to strengthen municipalities, as well as donor support to decentralization efforts.

Regional Comparisons

3.18 Table 3.2 compares the social spending in Nicaragua to that in other Latin American
countries during 1996-97. As a share of GDP, the total level of public social spending in
Nicaragua would appear to be near the average level for Latin America. However, considering
that its GDP appears to be significantly sub-valued (see Box I.1), the true share of GDP devoted
to social spending in 1996-97 is probably significantly below the Latin American average and
closer to the average observed in the rest of Central America (6.4%), excluding Costa Rica. In
per capita terms, total social spending in Nicaragua was the lowest among its Central American
neighbors, and amounted to only slightly more than one-tenth of the average social spending in
Latin America.
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Figure 3.4 The Evolution of Sub-Sector Spending
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3.19 Although the increase in social spending that occurred in Nicaragua after hurricane Mitch
is huge by historical standards, it does not significantly change Nicaragua's regional standing.
That is, Nicaragua's total per capita social spending increased by 50 percent to US$75 in 2000,
but this only succeeded in elevating it to the spending level observed in Guatemala.

Table 3.2: Social Spending in Latin America, 1996-1997
per capita social expenditures (in 1997 US$)

social housing/ Social Spending as share
Country total 1/ education health 2/ security water 3/ of:

GDP Total Expend.
Argentina 1,570 334 362 704 110 17.9% 65.1%
Uruguay 1,371 185 224 931 30 22.5% 69.8%
Brasil 951 164 138 487 162 19.8% 59.1%
Chile 725 167 128 342 59 14.1% 65.9%
Panama 683 172 210 206 59 21.9% 39.9%
Costa Rica 550 153 193 146 52 20.8% 65.1%
Colombia 391 113 95 137 36 15.3% 38.2%
M6xico 352 153 n.d. n.d. n.d. 7.8% 52.9%
Venezuela 317 119 42 110 47 8.4% 39.0%
Peru 169 n.d. n.d. n.d. n.d. 5.8% 40.9%
Paraguay 148 72 22 49 4 7.9% 47.1%
El Salvador 147 50 54 39 5 7.7% 26.5%
Bolivia 119 59 14 27 20 12.0% 44.2%
Rep. Dominicana 107 41 24 12 7 6.0% 39.0%
Guatemala 71 28 16 12 16 4.2% 42.1%
Honduras 58 n.d. n.d. n.d. n.d. 7.2% 31.9%
Nicaragua 4/ 49 20 20 ... 9 10.7% 35.6%
Nicaragua in 2000 75 31 27 ... nd 15.9% 41.0%

LAC average 5/ 457 122 110 229 44 10.1% 47.2%
Source: CEPAL (1999). 1/ The difference between the sum of the sub-sector amounts and total per-capita spending
consists of 'other social spending'. 2/ Included spending on nutrition. 3/ Includes housing, water & sewerage. 4/
The figures for Nicaragua differ slightly from the ones reported elsewhere in this report on account of changes in
classification.; GDP-shares are based on the official national income accounts. 51 The LAC average under each
category is based on the countries for which the corresponding information is available.
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3.20 The main reason why Nicaragua's per-capita social spending is so low is because the
country's per capita income is among the lowest in the region. Nicaragua's officially measured
per capita GDP only averaged US$433 in 1996-97. So, even if it had devoted this entire amount
to social spending, it would still not have reached the average spent per capita in the rest of Latin
America. At the same time, however, Nicaragua does not stand out in terms of unusually high
social spending by the public sector. As a share of total government spending, Nicaragua spends
less on average than other Latin American countries, even after taking the post-Mitch
expenditure hike into account.

3.21 Focusing on the individual sector levels, Table 3.2 reveals that per capita public spending
on health in Nicaragua is below the US$33 per annum that the World Bank and World Health
Organization estimate necessary as a minimum to guarantee access to basic services. In the case
of education, Nicaragua appears to spend a significantly greater share of GDP on education than
the other Latin American countries; 4.4 percent in 1997 and 6.6 percent in 2000 versus an
average of 2.7 percent for Latin America. When correcting for the sub-valuation of Nicaragua's
GDP, however, the true shares spent on education in Nicaragua decline to 2.6 percent and 3.9
percent, respectively, which are much closer to the Latin American averages. Even so, it appears
that Nicaragua is under-investing in education, given its demographic profile. Whereas over 50
percent of the Nicaraguan population is of school age (up to 18 years), this share is closer to 30
percent in the other Latin American countries. When these differences are taken into account,
the share of per capita GDP spent per student in Nicaragua turns out to be lower than the Latin
American average.

C. The Government's Poverty Reduction Strategy in the Social Sectors

3.22 The Government's poverty reduction strategy focuses most of its attention on the social
sectors. Social sector programs represent almost 60 percent of the total PRSP portfolio. As
observed in Chapter I (Table 1.5), virtually the entire public investment program in the social
sectors has been included in the PRSP portfolio, with the result of reducing its focus. Social
sector programs come into play under the first pillar (involving broad-based growth) in the
context of social infrastructure development in the water and sanitation sector and in housing. In
the second pillar (involving investment in human capital), the strategy contemplates major
interventions in Education and Health (including Nutrition and Family Planning). The third
pillar (involving the social protection of the most vulnerable groups) envisions an important role
for the social sectors in the delivery of services to safeguard the welfare of the poorest. The
social sectors also play an important role in two of three cross-cutting themes that weave through
the poverty reduction strategy, namely the decentralization theme and the social equity theme.

3.23 In view of the severe resource constraint facing the public sector, the PRSP recognizes
that significant advances in the social indicators will only be possible with sector reforms that
raise the effectiveness of social spending. As discussed earlier, Nicaragua has one of the lowest
per capita social spending levels in Latin America, and even a doubling of sector spending
levels - which would represent a major achievement - would only have a marginal impact. The
only hope for a major impact, therefore, is through sector reforms that yield important gains in
operational efficiency. To achieve such gains, reform processes have been initiated in the two
largest social sectors, which involve the strengthening of the regulatory and normnative roles of
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the central ministries, while decentralizing operational responsibilities. In education, the reforms
involve the granting of autonomy to primary and secondary schools, fostering community
participation and improvements in school quality through teacher incentives, improved school
materials and standardized tests that can identify differences in performance. In health, a similar
process of decentralization has been initiated, emphasizing improved management of medical
supplies, better management information systems, improved patient referral systems and the
identification and delivery of an appropriate standardized package of basic services. The specific
targets and indicators chosen for the social sectors in the PRSP are described next.

Education

3.24 The PRSP focuses on four basic lines of action for the education sector: (i) expanding the
coverage of primary education (ii) improving the quality, relevance and pertinence of all
education, including adult education and vocational training, (iii) improving and deepening the
school decentralization process and (iv) modernizing the sector. The two key targets to be met in
this sector are
* increasing the net primary school enrollment rate from 75 percent in 1998 to 85 percent by

2005 and 90 percent by 2015, and
* reducing the illiteracy rate in the population aged 10 and over from 19 percent in 1998 to 16

percent by 2004 and to 10 percent by 2015.

Health, Nutrition and Population

3.25 In Health, the PRSP focuses on: (i) increasing the coverage and quality of services for
women, children and adolescents, especially at the primary level, and focusing on rural areas
because of their generally higher morbidity and mortality rates, (ii) encouraging improved
household practices, especially in the handling of food and water, and (iii) modernizing the
sector, partly by decentralizing the sector and increasing private sector participation. In
nutrition, the strategy focuses on addressing the root causes of malnutrition, identified as low
family incomes, high incidence of diarrhea, low education levels of mothers, the lack of safe
water, crowding and a high frequency of pregnancies. Measures to address these problems will
be directed at households and communities, and will involve strong inter-institutional
coordination. With respect to family planning, the strategy consists of integrating reproductive
health attention into the delivery of primary health services. The primary targets pursued under
the strategy in this sub-sector are to:
* reduce maternal mortality rates from 148 per 100,000 live births in 1999 to 129 per 100,000

live births by 2005 and to 72 per 100,000 live births by 2015,
* reduce infant mortality from 40 per 1,000 live births in 1998 to 32 per 1,000 live births by

2005 and to 13 per 1,000 live births in 2015,
* reduce child (under 5 years) mortality rates from 50 per 1,000 in 1998 to 37 per 1,000 by

2005 and 17 per 1,000 by 2015,
* reduce chronic malnutrition rates for children under 5 years from 19.9 percent in 1999 to 16

percent by 2004 and to 7 percent by 2015, and
* reduce the unsatisfied demand for family planning services among women with partners from

27.1 percent in 1998 to 24.8 percent in 2005 for women in the 15-19 age group, and from
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19.7 percent in 1998 to 18 percent in 2005 for women in the 20-24 age group. Universal
access for all is aimed for by 2015.

Water and Basic Sanitation

3.26 To improve access to water and sanitation services, the poverty reduction strategy
contemplates the reorganization of the sector and the strengthening of local water systems. It
also seeks to stimulate good habits within households in the use of water. An accelerated
expansion of services to rural dispersed communities is planned through FISE. The general
targets for this sub-sector are to,
* increase the national coverage of safe water from 66.5 percent in 1999 to 76 percent, and

national coverage of sanitation services to 50 percent by 2005 and 100 percent by 2015,
* increase the coverage of safe water and sanitation in rural dispersed areas from 39 percent in

1999 to 53.5 percent by 2005 and 100 percent by 2015,
* increase national access to sanitation from 84.1 percent in 1998 to 88 percent in 2004 and 95

percent by 2015, and
* increase access to sewerage services in urban areas from 33.6 percent in 1999 to 44.1 percent

by 2005 and 95 percent by 2015

Housing

3.27 The government's poverty reduction strategy contemplates transforming the functioning
of the State in the housing sector from an executing role to a normative and facilitating role. The
Nicaraguan Housing bank (BAVINIC) is to be replaced by the Nicaraguan Institute for Urban
and Rural Housing (INVUR) and its portfolio sold or liquidated. Although INVUR has been
created by Executive Decree, its organic law has not yet been approved by National Assembly
and so it remains inoperative. As a result, BAVINIC has remained in charge of supervising a
program to construct 5,000 houses annually with the help of state subsidies targeted to the poor.
This program is in addition to the houses that are being constructed for the families that were
rendered homeless by hurricane Mitch.

Social Protection

3.28 The PRSP does not yet have a fully articulated social protection strategy.40 It has,
however, called attention to the need for designing such a strategy, proposing to protect the most
vulnerable groups with three types of measures: (i) strengthening the public institutions
responsible for providing a social safety net and rationalizing the institutional roles of the many
entities that are currently in charge of providing services to vulnerable groups, (ii) reviewing the
existing assistance programs and improving their coverage and targeting, and (iii) strengthening

40 Social protection may be defined the set of public interventions that address the most vulnerable groups of society,
aiming to ensure a minimum level of welfare for individuals, households and communities. The most common
social protection tools to address the social risks of the most vulnerable groups are social insurance and social
assistance. Social insurance consists of the contributory mechanisms which pool social risks across population
groups, for example pension and health insurance programs. Social assistance consists of the transfer of
resources (cash, in-kind or services) to population groups. Targeted social assistance programs aim to address the
specific needs of groups at risk. The sum of a country's social assistance efforts may be considered its social
safety net.
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the institutional capacity of local governments and communities to reduce their vulnerability.
Also, the PRSP puts women on the center stage of these efforts, as the most important agents in
underwriting household welfare. The PRSP has not proposed any quantitative targets for this
sector.

Local Development

3.29 Decentralization is one of the three cross-cutting themes in the government's poverty
reducing strategy. The PRSP proposes to strengthen local governments, and gives special
emphasis to the decentralization processes in education and health, but there are no quantitative
targets proposed in this area.

Summary Evaluation of the PRSP Targets

3.30. Broadly speaking, the PRSP addresses all the major issues highlighted in Section A, with
the exception of dealing with problems of domestic violence. Also, the indicators chosen are
relevant for these issues. That is, the indicators include targets for child malnutrition, maternal
mortality, family planning, and the coverage of water and sanitation, all of which stood out as
being either significantly worse than in other low income countries or in which little progress
had been observed during the 1 990s. The targets themselves, however, do not always appear to
be appropriate. For example, the target for 2005 to improve access to reproductive health
services appears too modest; so much so that the target of achieving universal access to such
services by 2015 does not appear realistic. Similarly, the long term targets for reducing the
maternal mortality rate and child/infant mortality rates, as well as for expanding access to water
and sanitation services appear too ambitious in relation to the medium term targets presented.
Alternatively, the 2015 target for expanding the net primary school enrollment appears too
modest in contrast to the 2004 target. The task of targeting social indicators and relating the
targets to the efforts expended is difficult, however. Since there is little past experience to go by,
a learning-by-doing approach is indicated. It is important, therefore, to review these targets
periodically, in conjunction with the progress made and efforts expended from year to year, and
revise accordingly. (See also the Joint IDA/IMF Staff Assessment of the PRSP, August 24,
2001.)

D. Review of Principal Sub-Sectors in the 2001 Budget

3.31 This section examines the largest sectors involved in social spending, with specific
reference to the 2001 Budget. These are education, health, housing, social protection and local
development. 4 ' The main expenditure categories in each sector are summarized first, followed

41 One important sector that is not addressed here is Water & Sanitation, which was reviewed in a World Bank
Sector Note dated April 8, 1999. The lead sector agency is ENACAL, whose total budget for 2001 is US$94.5
million. This ranks among the larger sector expenditures in Nicaragua. About half of this amount, however,
represents utility operating expenditures. To finance its capital budget of US50 million, ENACAL is projected
to receive US$9.8 million in central government transfers from the 2001 Budget, most of which are in turn
financed from external sources, mainly through FISE. This transfer represents about 20 percent of the total
capital spending by the utility. External resources received directly by ENACAL finance another 60 percent of
total capital spending, with the remaining 20 percent financed from domestic resources. The central government



67

by a summary assessment of the main investment programs. (The individual investment
programs in the social sectors are described in Annex H.) These assessments primarily focus on
program efficiency, the equity in the distribution of program benefits, and on apparent gaps in
coverage.

D.1 Education Sector

3.32 The education sector comprises the expenditures of the Ministry of Education, Culture
and Sports (MECD) and the transfers made to the universities, other centers for technical
education (INATEC and INTECNA) and various institutes of culture. The services delivered by
the public education system range from pre-schooling to university education, as well as special
education, adult education and technical training. The MECD is by far the largest sector
institution.

3.33 The 2001 Budget in education reaches US$209 million, 77% of which is spent directly by
MECD while the rest is channeled through the other sector institutions. More than half (57
percent) of the education budget is spent on primary education. The other levels of education
provided through MECD (secondary education, pre-school, special education and adult
education) receive less than 10 percent of the total education budget.

Table 3.3: The Education Sector Budget for 2001

Budget Composition Current External
(US$ millions) (%) (% of total) (% of total)

Sector TOTAL 209.1 100.00% 54.70% 33.30%
MECD 160.4 76.70% 45.80% 41.70%

Central activities 9.8 4.70% 53.50% 38.90%
Nutrition support activities 3.5 1.70% 0 70.00%
Depart. y municipal coordination act. 5.0 2.40% 68.70% 0
Primary education 119.4 57.10% 39.90% 47.10%
Secondary education 14.0 6.70% 77.40% 19.90%
Pre-school education 0.9 0.40% 100.00% 0
Special Education 0.7 0.30% 100.00% 0
Continuing adult education 2.6 1.30% 23.50% 57.40%
Teacher training 1.6 0.80% 94.00% 6
Culture and Youth 1/ 2.9 1.40% 89.30% 0

Transfers:
Universities & higher technical training 2/ 44.9 21.50% 90.00% 2.30%
INATEC 3/ 3.7 1.80% 13.30% 45.00%
Other culture and sports 4/ 0.1 0.10% 100.00% 0

Source: 2001 Budget. Notes: 1/ Represents transfers from MECD to Teatro Nacional Ruben Dario, INC and
INJUDE.2/ Includes transfers to INTECNA. 3/INATEC is attached to the Ministry of Labor, and its budget also
includes projects to construct housing for Mitch victims. 4/ Includes Municipal Theatre of Leon, Nicaraguan
Academy of History and Geography, Ruben Dario Archive Museum, Nicaraguan Culture Forum, and Nicaraguan
Academy of Language.

3.34 A little over half (55 percent) of education sector spending is classified as recurrent
spending, while 45 percent is capital spending. These shares must be treated with caution in

expenditure figures discussed earlier only include the central government transfer component of total sector
expenditures.
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light of the widespread practice of classifying all externally funded activities as capital spending.
As shown in Table 3.3, one third of total education spending is financed with external
resources.42 External resources play a particularly important role in programs of nutrition
support (70 percent), adult education (57 percent), primary education (47 percent) and central
activities (39 percent). By their nature, these activities tend to involve mainly recurrent
expenditures, so it is likely that there is either an over-investment taking place in these sub-
sectors or a misclassification of recurrent expenditures.

Summary Evaluation of Education Programs

3.35 Nicaragua has made much progress since the early 1990s in building school
infrastructure, expanding the coverage of primary schools and reducing the proportion of
untrained teachers ('empiricos'). It also has made tremendous progress in decentralizing schools
under its school autonomy program and in involving the community in school governance. An
important step remaining in this process is the passage of the school autonomy law, which is
needed to provide adequate legal foundations and strengthen the program against future policy
reversals.

3.36 The main investment programs in education address the problems of low educational
attainments, especially among the poor. The main objectives pursued by the primary level
programs are consistent with sector policy, supporting expanded coverage and education quality.
Also, the targeting of poor children in rural areas is good. The adequacy of the total coverage of
these programs is difficult to gauge since component efforts are distributed across a number of
activities, all of which are intended to support future coverage and quality gains. One aspect that
stands out, however, is that no public program focuses on very young children aged 0-3, and
coverage of the 4-6 age cohort is very low, reflecting the very low levels spent on pre-school
education; Table 3.3. Less than 5 percent of children aged 0-3 attend any kind of pre-school
program. Given the importance of early childhood development programs for children's success
in primary school later, this is a major deficit. Emphasis should be on programs that integrate
nutrition, health care and early stimulation efforts to maximize impact on this age group. The
experience in most countries has been that such cross-sectoral or synergistic services are best not
delivered by education ministries, but rather through other social service ministries. One such
program (PAININ) is being executed by the Ministry of the Family, but it also emphasizes the 3-
6 age group, with little attention given to the 0-3 group; para. 3.60. Also, a promising pilot
program is underway with community pre-schools.

3.37 Various efficiency issues require attention: there is a duplication of efforts across many
prograrns, especially in the areas of infrastructure, teacher training and pedagogical materials.
For example, the same school backpack is provided through three different programs, requiring
separate administrative processes for each, and cumbersome procurement and distribution
processes. Replacement by a voucher of equal value could reap considerable gains in
administrative costs and efficiency. Similarly, two different pilot programs provide cash
incentives to defray the private costs of schooling, but the amounts provided and the conditions
on the transfers are different. These need to be evaluated and then integrated into a single

42 The difference between the overall share of capital spending (45.3 percent) and the share of external financing
(33.3 percent) represents the domestically financed share of capital spending.
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strategy to raise the educational performance of the poor. Finally, cost effectiveness cannot be
assessed in most programs because the program information provided to the National Public
Investment System (SNIP) does not present adequate information regarding unit costs of the
benefits delivered and indicators of impact.

3.38 The education programs focusing on infrastructure require a thorough review, including
an inventory of installed capacity and condition of infrastructure. This is needed for at least
three reasons: first, as noted above, there are several projects doing similar activities with
potentially different levels of efficiency; second, infrastructure construction may have reached
the point of diminishing returns in some instances, where it appears that school infrastructure is
being underutilized. Given low levels of recurrent finance for primary education, resources
devoted to infrastructure have a high opportunity cost in terms of recurrent inputs. Third, the
Government has little incentive to maintain current infrastructure, rather than to use those funds
as counterpart funds for new loans. Each dollar diverted away from maintenance can be
leveraged to bring in nine new dollars of infrastructure loans. So instead of maintaining
infrastructure, there is an incentive to rebuild it instead-FISE has received requests to rebuild
schools that they rebuilt six years ago. Until a thorough review has been undertaken, it is not
clear whether the sector investment program needs to be scaled back or simply better targeted,
given that important infrastructure deficits are still clearly visible in many parts of the country.

3.39 When FISE initiated operations at the beginning of the 1990s, there was a great need to
invest in small scale social and economic infrastructure. As this need is on the way to being
filled, it is necessary to be more selective in building new facilities, since the capacity to operate
them is very limited. Initially, FISE was counting on the line ministries to maintain the FISE-
financed infrastructure (as stipulated in contractual obligations). As the line ministries exhibited
difficulties in complying with these obligations, FISE took the initiative in 1998 to develop a
Preventive Maintenance Fund, which explicitly provides funding to communities for
maintenance. Also, FISE introduced systematic training for maintenance in all projects and in
2000 extended the Preventive Maintenance Fund to cover all health and education infrastructure,
including those that were not financed by FISE. This Fund could prove to be a useful model for
securing adequate funding for maintenance in other social sector ministries.. In education, it
could at least complement the current 'SIMCEP' model developed by MECD to repair and
upgrade smaller scale autonomous schools under a system that gives management and execution
responsibilities to the parents.

3.40 The secondary level programs are broadly consistent with sector policy to expand
education coverage and quality, with emphasis on poor areas. However, these programs only
target the poor to the extent that the poor attend secondary school, which is only 33 percent in
rural areas. This group of programs also places too much emphasis on infrastructure, and gives
inadequate attention to the demand side constraints of the rural poor in this age group, for whom
the opportunity cost of schooling increases more sharply than for their urban counterparts. Per
student recurrent expenditures on primary and secondary education in 2000, were only $61 and
$22, respectively, so the opportunity cost of these infrastructure investments is high.
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3.41 Of all the programs at the secondary level, only one addresses the problems of curricular
relevance and the costs of schooling.4 3 The others are infrastructure projects, each of which does
the same thing, but using different models, with different cost effectiveness, and executed under
three separate administrations. Design and administrative streamlining of these programs could
improve their efficiency.

3.42 The one program emphasizing curricular reform aims to reduce drop outs via a more
pertinent curniculum. This addresses the risk of dropping out in the future, but does not help
those who have already left school, or those who leave school for reasons other than curricular
relevance. A strategy to retain those students and to reintegrate former drop-outs needs to be
developed. While the National Technological Institute offers some programs, their coverage is
small, and programs are often pitched at an academic level above that of the rural poor - over 60
percent of the rural poor do not attend secondary school.44

D.2 Health Sector

3.43 Health sector activities are under the purview of the Ministry of Health (MINSA). The
Nicaraguan social security institute (INSS), which finances health services for its affiliated
members, also is active in this sector. It operates through purchases of health services from
private sector providers. Because INSS spending is mainly financed through earmarked member
contributions, rather than Central Government transfers, it is not registered in Table 3.4. (Central
Govemment transfer to INSS are registered under Social Protection spending.)

3.44 MINSA's total expenditures under the 2001 Budget amount to US$141 million. Of this,
42 percent is directed at the primary level of attention (preventive health services and first level
of curative services) and an almost equal amount (38 percent) is directed at the second level of
medical attention, involving more complex and curative services. Central administrative
activities, together with the coordination activities of the Local Systems of Integrated Health
Care (SILAIS) absorb almost one-fifth of the entire health budget. (In education these activities
account for 7 percent.)

Table 3.4: The Health Sector Budget for 2001
Budget composition Current External

(US$ millions) (%) % of total % of total
Sector TOTAL 141.0 100.0% 73.0% 24.5%

Central Activities 17.6 12.5% 98.8% 0.0%
Common coordination activities 10.0 7.1% 0.0% 90.8%
First level of attention 59.5 42.2% 59.3% 42.3%
Second level of attention 53.0 37.6% 93.1% 0.5%
Laboratory services 0.9 0.7% 100.0% 0.0%

Source: Ministry of Finance, 2001 Budget

43 A core problem is that addressing these issues mainly require recurrent expenditures, which are difficult to
finance through the public investment program. Even so, it is notable that such a large share of the Public
Investment Program so obviously involves recurrent spending.

44 A forthcoming pilot project financed through FISE's Poverty Reduction and Local Development Program will
experiment with cash transfers for rural youth conditioned on learning some business skills.
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3.45 Current expenditures represent 73 percent of the total sector spending and are especially
significant for central activities and the second level of attention, while they represent a much
more modest 59 percent for the primary level of attention. Note also that external financing is
almost exclusively concentrated at the first level of attention and in the SILAIS coordination
activities. This accounts for the unusually low current expenditure share in these two areas.

Summary Evaluation of Health Programs

3.46 Overall, there is a cohesive sector strategy in place and the main investment programs in
health conform to that strategy: the programs mainly support the extension of health coverage
among the poor, they target groups at high health risk (children and women of reproductive age),
and, except for a relatively modest investment in hospitals, they mostly focus on preventive
rather than curative care. Consistent with these findings, access to basic health care services,
especially for poor rural families, improved during 1993-1998; para. 3.7. Where progress has
been more uneven is in the implementation of sector institutional reforms. One indication is the
sector's particularly low budget execution ratio; Table 1.13. While the total central government
budget averaged a budget execution ratio of 106 percent in 1997-98, it was only 90 percent in
Health. This low rate is mainly attributable, in turn, to an inordinately low capital budget
execution ratio of only 39 percent, which reflects problems of absorptive capacity. The PRSP
recognizes the importance of these institutional refonns (para. 3.23), but they are difficult to
implement and require a concerted effort, both at the technical level as well as to build and
sustain stakeholder support for the reforms. While the reforms in the health sector did enjoy
considerable support at their inception, they have lost their momentum and need to be
revitalized.

3.47 There are two further areas for concern: one is the number of separate PHC programs that
overlap or duplicate functions. (There are 8 different PHC models in Nicaragua supported by 7
separate projects, including PMSS, which supports two models.) Because of the complexity of
these programs (many have multiple components), the information available does not allow a
comparison of costs per beneficiary of specific PHC services. Virtually all PHC programs lack
adequate impact evaluations, so it is not easy to deternine which are the most cost effective
models, in order to define a sector standard. Carrying out such evaluations and defining a sector
standard would both improve overall effectiveness of programs, as well as reduce the overhead
costs of administering a variety of different PHC models. A greater effort is needed to improve
the overall cost efficiency of these programs, and to define in particular the model of service
delivery that should serve as the national standard.

3.48 The other area of concern is the ongoing reliance on infrastructure rehabilitation at the
primary level-infrastructure investments account for at least one third of total resources
programmed for these health programs in the coming five years. 45 This concentration comes at
the possible expense of efforts to improve health outcomes directly at the household level via
outreach and other strategies (as opposed to the infrastructure-based model that waits for the
population to travel to the health facility). Even though this sample of programs does not review
the recurrent finance of line ministry health services provision, that recurrent finance only

45 The true share is difficult to estimate, because several of the PHC programs also finance infrastructure but do not
provide separate information on these subcomponents.
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represented about $19 per capita in 2000, making it unlikely that needs are adequately covered.
This issue should be addressed in the context of defining the national standard PHC delivery
model. Also, to stretch the limited resources available to the sector, it would help to reverse the
rising ratio of doctors to (less expensive) nurses and technical personnel.

D.3 Housing

3.49 The housing sector encompasses two central government institutions, with a total
expenditure of US$ 10.4 million in the 2001 Budget. These expenditures consist of the central
government transfers to the urban and rural housing institute (INVUR/BAVINIC), and two
housing programs executed under the Social Action Secretariat of the Presidency. (The transfer
to INVUR amounts to US$5.4 million in the 2001 Budget, while the two Presidency programs
total US$5.0 million.)

3.50 There are several other significant housing programs executed by the government, but
they are difficult to identify in the Budget. For example, the national technological institute,
INATEC, which is in charge of vocational training, executes a major program that helps families
that were affected by hurricane Mitch to build their own houses (under a learning-by-doing
principle). It is not possible to identify the share of INATEC's expenditures devoted to housing
construction, however, so the transfers to INATEC were entirely registered under the education
sector in the earlier discussion of trends in social spending. The same happens with other
housing programs, which are carried out as part of local development programs.

Summary Evaluation of Housing Programs

3.51 The broad range of targeting mechanisms, beneficiary contributions and benefits offered
by the four programs managed by SAS and INVUR point to the absence of a clear housing
strategy for Nicaragua's poor families. The transfer to beneficiaries under these projects range
from US$202 to more than US$11.300, raising questions of distributional equity. Also, the
absence of a contribution by beneficiaries (labor, materials or savings) in the Rural Settlement
Program makes it an ideal candidate for benefit capture by the non poor. The outlines of a
housing strategy are implicit in the draft framework law of INVUR, which has not yet been
approved .by the National Assembly.

3.52 The projected coverage of housing projects is inadequate, since it will take almost 20
years to close the estimated housing gap for the poor, without even considering future population
growth. On the other hand, Nicaragua's public sector does not have the resources that would be
necessary to close this housing gap, so the solution to this problem will mostly have to depend on
private efforts. In this context, the most serious omission may be the absence of programs to
address the problem of property titles. Many poor families may be able to finance housing
improvements with their own resources, but are unwilling to do so without clear title. As a
result, they appear as candidates for public housing programs, whereas the relatively cheaper
provision of title could be sufficient to resolve the problem. To set this process in motion, it will
be important to clarify institutional responsibilities and assign mandates for the titling process.
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D.4 Social Protection

3.53 Unlike health, education or agriculture, social protection is generally not defined as its
own sector, but rather a sub-sector or "strategy" within the various traditional sectors making up
an economy. Since it cuts across sectors and is integrated into a wide variety of types of
programs and projects, it is often difficult to disaggregate how much budget is specific to social
protection. Keeping that in mind, the institutions considered under the social protection sub-
sector are listed in Table 3.5 46

Table 3.5: The Social Protection Budget for 2001

|Budget composition Current External
(US$ millions) (% (% of total) (% of total)

Sector TOTAL 23.4 100.0% 35.1% 52.7%
Ministry of the Family (MIFAM) 12.7 54.3% 37.2% 54.5%
Social Action Secretariat (SAS) 2.6 11.0% 37.1% 2.3%
Social Emergency Fund (FSE) 3.4 14.6% 0.0% 100.0%
Social Security Institute (INSS) 1.7 7.1% 100.0% 0.0%
Social Protection Program through FISE 2.2 9.2% 0.0% 89.3%
National Council to Combat Drugs 0.2 0.7% 100.0% 0.0%
National System to Prev./Mitig. Disasters 0.4 1.6% 100.0% 0.0%
FUNIC-MUJER ... ... 100.0% 0.0%
Beneficent institutions 0.3 1.1% 100.0% 0.0%
Nicaraguan Red Cross 0.1 0.2% 100.0% 0.0%
Source: Ministry of Finance and 2001 Budget. 1/ The expenditures budgeted under SAS do not include the housing
programs.

3.54 The total expenditures of this sub-sector in the 2001 Budget amount to US$23.4 million,
of which 60 percent are accounted for under MIFAM. Two other institutions, FSE and SAS,
take up most of the remaining sub-sector budget. Only 35 percent of the sub-sector budget is for
recurrent spending. Almost half of the social protection budget is financed with external
resources.

Table 3.6: The 2001 Budget for the Ministry of the Family
| Budget composition Current External

(US$ millions) (%) (% of total) (% of total)

Ministry TOTAL 12.7 100% 37.2% 54.5%
Central activities 1.9 15.0% 57.8% 38.4%
Common program activities 1.2 9.4% 100.0% 0.0%
Attention to families 1.7 13.1% 0.0% 85.3%
Attention to integrated targeted programs 0.2 1.9% 54.7% 0.0%
Attention to vulnerable communities 0.1 1.0% 98.7% 0.0%
Protection serv. children & adolescents 6.9 54.0% 26.4% 63.7%
Transfers to descentralized entities 0.7 5.7% 52.4% 39.6%
Source: Ministry of Finance and 2001 Budget.

' 6Not to be confused with the Emergency Social Investment Fund (FISE), which is also executed under the
Presidency.
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3.55 The Ministry of the Family in 2001 has an initial budget of US$12.7 million, 37 percent
of which is for current expenditures. This latter figure is likely to be considerably larger since
part of the donors' funding is usually used for recurrent expenditures even if it is recorded
entirely as capital expenditures. 54.5 percent of overall financing comes from external donations
and loans, a figure that shows the high degree of dependency of the activities of MIFAM on
external assistance.47

3.56 The Secretariat for Social Action coordinates the formulation of social policies of the
Government. It has US$ 6 million budgeted for 2001, 15.8% of which is for its running costs
and the rest for developing programs. Almost all of its financing comes from internal resources
(only about US$ 60,000 are received from UNFPA to support the implementation of the national
population policy).

Table 3.7: The 2001 Budget for the Social Action Secretariat of the Presidency
| Budget composition Current External

(US$ millions) (%) (% of total) (% of total)

Ministry TOTAL 6 100.0% 15.8% 0.1%
Central Activities 0.9 15.8% 100.0% 0.0%
Implement. national population policy 0.1 1.0% 0.0% 12.5%
Juvenile Delinquency 0.4 6.1% 0.0% 0.0%
Community Employment Program 1.1 18.5% 0.0% 0.0%
Housing damaged by hurricane Mitch 3.5 57.2% 0.0% 0.0%
Others 0.1 1.4% 0.0% 0.0%
Source: Ministry of Finance and 2001 Budget.

3.57 Public spending on social insurance only includes the central government transfers to the
Nicaraguan Social Security Institute (INNS) as a co-financier of health and pension benefits for
INSS affiliates. INSS budgeted approximately US$110 million and US$120 million in
expenditures for 2000 and 2001 respectively, of which only about US$315,000 and US$1.7
million are central goveniment transfers (approximately 0.3% and 1.2% of overall financing).
INSS was established in the 1950s as an autonomous institution in charge of administering the
pay-as-you-go benefit scheme funded through compulsory contributions to cover employees'
Old Age, Disability, and Survivors Insurance, employees' Health Care Insurance and workers'
Compensation Insurance. In December 2000, INSS had about 300,000 affiliates (representing
about 17 percent of the labor force) and was disbursing pension benefits to about 90,000 retirees.

3.58 INSS is currently in the process of being reformed in several aspects. In April 1999, the
pension and health insurance sub-systems were separated. In early 2000, the National Assembly
approved a law for reform of the social security system according to which a new system of
privately funded individual retirement accounts administered by the private sector will be
introduced. Full scale application of the new system is expected by the end of 2001. Pension
reform is expected to strengthen not only social security services, but the long term financial

47 Compared to Year 2000 the allocation of spending of MIFAM has shifted more towards capital spending and
internal financing. According to the 2000 Budget Law, 51% of expenditures were expected to be recurrent and
67% of financing was expected to come from donors.
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markets as well.48 INSS is also planning to extend coverage of health insurance to selected
groups of the infonnal sector and rural workers. Given INSS' focus on the formal (mostly
public) sector, the prospect for widespread reliance on social insurance programs to provide
social protection to the poor and most vulnerable remains very limited for the foreseeable
future.49

Summarv Evaluation ol Socizil Protection Programs

3.59 The individual social protection programs are generally well targeted because beneficiary
identification largely relies on self-targeting. But as a group, the programs are fragmented and
are not guided by a clear strategy. Also, clear priorities for social protection are lacking, both in
how to best address vulnerabilities and in defining who are the priority groups among the
vulnerable.

3.60 The coverage of ongoing programs is very modest. If there were no overlap in the
coverage of different programs, the MIFAM spending could in principle reach as many as
450,000 children and adolescents. This is only one-third of the total poor and extreme poor
children aged 0-18. To the extent that there are significant overlaps, which is likely, coverage
would be even smaller. Moreover, the main programs emphasize the 3-6 age group, with
virtually nothing for children aged 0-3.5° Expanding coverage among children aged 0-3 is
constrained by the lack of trained community volunteers and by the ignorance of mothers
regarding the value of early childhood stimulation, which makes them reluctant to send their
very small children to these centers.5' Given the importance of early childhood development
programs for children's success in primary school, the Government should seek to expand
coverage of these programs, and should place special emphasis on strengthening programs for
children aged 0-3. Such a program expansion, however, should take care to target carefully the
poorest families because children from these backgrounds are most at risk of dropping out from
school. Of particular importancc for children 0-3 will be the close integration of nutrition, health
care and early stimulation efforts to maximize program impact among the very young.

3.61 The PRSP envisions the Social Protection Net program as the focal point of future efforts
in this sector. The programs that comprise this Net are designed to build human capital by
stimulating demand for education and health, while also providing some budget support to
schools and health posts to avoid possible supply constraints. By focusing on education and
health investments, they complement the mainly supply-focused interventions included under the

48 For more detail and recommendations on the Nicaraguan Pension system, see World Bank 2000d.
49 The distribution of INSS benefits is skewed towards the non-poor. The 1998 LSMS reveals that 27.6% of non-

poor households have at least one member with INSS health insurance while the same figure is 4.0% among the
extremely poor households.

50 Most of the resources in MIFTAM's largest program category, "Protection Services for Children and Adolescents"
are focused on children aged 0-6, with only a minimal amount spent on adolescents. Very few of the children
within the 0-3 age group, however, are likely to benefit from these programs, since less than 5% attends any kind
of preschool program. in contrast to the 4-6 age group, where preschool coverage is 45%. Among poor and
extremely poor children aged 4-6, preschool coverage is 33% and 25% respectively (World Bank 2001). The
Social Protection Net, in turn, is developing a pilot project financed under FISE's Poverty Reduction and Local
Development program targeting children aged 0-5 years with a comprehensive program for nutrition and early
childhood development. This program might be targeted more closely to the group of 0-3 year olds.

51 Arcia, G. and V'. castro ( 1999).
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second pillar of the Poverty Reduction Strategy. The Net program still needs to be evaluated to
see, among other, if the value of the transfers provided is appropriate and whether it is fiscally
sustainable, given the level of need. The benefits provided by the Social Protection Net are quite
generous, at least for the education component. The private cost of education per primary
student for the average Nicaraguan household is estimated at US$43 per annum, whereas the
average annual transfer per primary student under the Social Protection Net is calculated to be
US$92, or more than double.

Table 3.8: Estimated Minimum Cost of Extending the Social
Protection Net Project to a National Scale

Extreme Poverty Poverty
Total number of Households 108,000 343,000
Ave. number of children 6-12 per HH 1.5 1.3

US$ millions per annum
Education Benefit

Demand side:
$104.67 per household 11.30 35.90

+ $27.14 per child aged 6-12 4.40 12.10
Supply side:

$4.36 per child aged 6-12 0.71 1.90
Education Total 16.41 49.95

Health Benefit
Demand side:

$209.35 per household 22.61 71.81
Supply side

$70.75 per household w/ child 0-5 7.64 24.27
$50.94 per hh. for health train. 5.50 17.47

Health Total 35.75 113.55

Operational cost (9% of total transfers) 4.69 14.71
Targeting and Evaluation (6% of transf.) 3.13 9.81

Grand Total 59.98 188.02
Source: FISE staff calculations.

3.62 Conditional cash transfers are being tried out in other countries of Latin America,
including Brazil, Mexico, Honduras and Colombia.52 The cost of running such programs on a
national scale is high. Table 3.8 shows a simple calculation of the minimum cost of expanding
the Nicaraguan program to a national scale based on the demographic and poverty characteristics
of the country. The overall cost of the program would be about US$60 million per year, if all the
households in extreme poverty were to receive the transfers. This figure is roughly equivalent to
the extreme poverty gap in Nicaragua. With that in mind, the Net program can be viewed as an
instrument that transfers enough funds to extreme poor families to raise them on average above
the extreme poverty line. Furthermore, these transfers are conditioned in a manner to encourage
extreme poor families to invest more in their children in order to break the inter-generational

52 Preliminary evidence suggest that the PROGRESA program is an effective instrument to the improve nutrition,
health and education outcomes of poor children in Mexico (Secretaria de Desarrollo Social, 1999)
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transmission of poverty. The preceding aggregate cost estimates should be considered a
minimum for reference purposes, since perfect targeting to the extreme poor is assumed. Any
benefit spillage to the not-extreme poor would obviously raise the total cost - up to US$188
million if the program is extended to all households in poverty (extreme and not extreme).
Assuming that the ongoing evaluation of the Social Protection Net pilot programs is positive, a
decision to expand the Net needs to be accompanied with decisions on which programs to cut in
order to generate the savings needed to afford the significant fiscal costs associated with this
instrument.

3.63 The largest among the vulnerable population in Nicaragua are children, so the focus of
the Social Protection Net is appropriate. However, the government's overall social protection
strategy also needs to encompass the vulnerability of other important groups. One of the most
important is poor working age adults affected by economic instabilities (e.g., coffee price
declines) or natural shocks (e.g., droughts), who need workfare or insurance programs to protect
them from wide income variations. There are few programs that effectively address this group.
Those that exist suffer problems of poor targeting or inadequate eligibility criteria to provide
benefits in a timely manner, and to withdraw them in an equally timely manner. In other areas,
the benefits delivered invite capture by the non-poor, and fail to reach the most vulnerable. An
alternative program design to provide consumption smoothing during periods of economic
instability should contemplate expanding the 'adoquinado' program (para. 4.47) and the
development of rainfall and price insurance programs for this purpose.

3.64 Finally, no program in the sample addresses the problems of domestic violence. This has
not been an area of traditional concern for public action, but which the data now identify as a
compelling need. The 1998 LSMS results indicate that nearly a third of all Nicaraguan women
and their children are affected by domestic violence. Because of recent information campaigns,
public awareness of the problems of domestic violence is fairly extensive, but behavior patterns
do not match this awareness (DHS98). Such information campaigns should continue, since
behavior change takes time. But additional efforts are also required. There are many promising
initiatives to address domestic violence at the central, local and non-government levels, which
the government should review and support or complement. Better services for abused and
battered women, the appointment of a women's police commissioner, and the new attorney
generalship for women's rights are examples of important initiatives that deserve to be
strengthened. The legal framework governing women's rights against physical and sexual abuse
needs to be enforced. MINSA and MIFAM need to develop and strengthen their response to
provide short term care for victims of abuse, and to help victims identify medium termn
alternatives. Support for an action program for the implementation of the new National Plan for
the Prevention of Domestic and Sexual Violence53 , defining operational priorities, actions, goals
and monitorable outcomes, would be a step in this direction.

D.5 Local Development

3.65 This sector consists of activities of the municipal development institute (INIFOM), the
Emergency Social Investment Fund (FISE), direct support to the communities and central
government transfers to the municipalities. Total sub-sector spending is budgeted at US$33

53 Republic of Nicaragua, 2001, Plan Nacional para la Prevenci6n de la Violencia Intrafamiliar y Sexual. Managua.
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million, the lion's share of which (93 percent) consists of capital expenditure. As in the case of
the housing and social protection sectors, there is not a clearly defined local development sector.
Instead, there is a broad range of programs with some common elements. Some of the programs
included here, therefore, could also have been classified under several sub-sectors discussed
earlier. One point that stands out in all the local development programs is the extremely low
share of current spending. Again, this raises concems about program sustainability and
expenditure misclassification. (The information available on municipal spending from other
sources of revenue is too uneven to be included in the report.)

Table 3.9: The 2001 Budget for Local Development Activities

Budget composition Current External
(US$ millions) (%) (% of total) (% of total)

Sector TOTAL 32.9 100.0% 7.5% 41.7%
Nicaraguan Mun. Dev. Inst.(INIFOM) 19.2 58.4% 5.8% 66.9%
Municipal dev. programs in FISEl 4.7 14.2% 0.0% 18.7%
Transfers to municipalities 6.6 20.0% 20.6% 0.0%
Project to Support Communities 2.4 7.4% 0.0% 0.0%

Source: Ministry of Finance and 2001 Budget. I/ Only includes FISE's institutional strengthening programs, its
program of decentralization and participative micro-planning, and its local development program for the Atlantic
Coast.

E. The 2001 Budget as Reflection of Government and Donor Priorities

3.66 Every third C6rdoba budgeted for the social sectors in 2001 is projected to be funded
with extemal resources; Table 3.10. This percentage is almost identical to the global share of
external resources contemplated for the entire 2001 Budget. In other words, according to the
2001 Budget, the donor community is not particularly favoring social spending above other types
of public spending. It also means that the Govemment and donors on balance give
approximately the same weight to social spending in the overall distribution of their respective
resources across the different sectors.

Table 3.10: Financing Sources of the 2001 Budget
Total Domestic External Resources Distribution

Total Central Gov. Budget Total Grants Credits Domestic External
-- including debt service 100.0% 66.4% 33.6% 13.2% 20.4%
-- excluding debt service 1/ 100.0% 65.5% 34.5% 16.5% 18.0%

Social Spending Budget 100.0% 68.0% 32.0% 14.6% 17.4% 100% 100%
Education 100.0% 66.7% 33.3% 12.9% 20.4% 47.8% 50.5%
Health 100.0% 75.5% 24.5% 14.9% 9.6% 36.5% 25.1%
Water and Sanitation 100.0% 55.8% 44.2% 11.5% 32.7% 1.9% 3.1%
Housing 100.0% 68.7% 31.3% 16.0% 15.3% 2.5% 2.4%
Social Protection 100.0% 47.3% 52.7% 32.3% 20.4% 3.8% 8.9%
Local Development 100.0% 58.3% 41.7% 13.6% 28.1% 6.6% 10.0%
Other social 100.0% 100.0% 0.0% 0.0% 0.0% 1.1% 0.0%

Source: Ministry of Finance, 2001 Budget. I/In calculating the ratios involving central government expenditures
net of debt service payments, projected balance of payments credits of C$938 million were also subtracted from the
budgeted figure for total external credits.



Table 3.11: NICARAGUA -- Comp ring Social Spending in the 1997 and 2001 Budgets

Total Budget Expenditures Current Expenditures Domestic Resources External Resources
1997 2001 1997 2001 1997 2001 1997 2001

US$ millions % var. US$ millions % var. US$ millions % var. US$ millions % var.

Total CG Expenditures I 461.4 935.9 103% 267.2 480.6 80% 309.0 642.8 108% 152.4 293.1 92.3%
(excluding debt service)

Total Social Spending I/ 202.4 429.9 112% 133.8 231.1 73% 138.7 292.1 111% 63.7 137.8 116.3%

Education 86.3 209.1 142% 69.7 114.4 64% 71.0 139.5 97% 15.3 69.6 354.9%
MECD (excl. cult. & sports) 56.8 157.5 177% 42.6 70.8 66% 42.6 90.6 113% 14.2 66.9 371.1%
act. centrales y coord. 9.6 14.8 54% 8.2 8.7 6% 8.2 11.0 34% 1.4 3.8 171.4%
actividades apoyo nutricional 0.0 3.5 0.0 0.0 ** 0.0 1.0 ** 0.0 2.5
educaci6n primaria 35.9 119.4 233% 24.9 47.6 91% 24.9 63.1 153% 11.0 56.3 411.8%
educaci6n secundaria 8.2 14.0 71% 6.4 10.8 69% 6.4 11.2 75% 1.8 2.8 55.6%
educaci6n preescolar 1.2 0.9 -25% 1.2 0.9 -25% 1.2 0.9 -25% 0.0 0.0
educaci6n especial 0.5 0.7 40% 0.5 0.7 40% 0.5 0.7 40% 0.0 0.0
educaci6n continua adultos 0.6 2.6 333% 0.6 0.6 0% 0.6 1.1 83% 0.0 1.5
educaci6n formaci6n docente 0.9 1.6 78% 0.9 1.5 67% 0.9 1.5 67% 0.0 0.1

Universities & technical education 25.7 44.9 75% 24.7 40.4 64% 25.7 43.8 70% 0.0 1.1
INATEC 1.5 3.7 147% 0.3 0.5 67% 0.5 2.0 300% 1.0 1.7 70.0%
Culture & Sports 2.3 3.1 35% 2.0 2.7 35% 2.2 3.1 41% 0.1 0.0 -100.0%

Health (MINSA) 86.2 141.0 64% 60.6 102.9 70% 60.6 106.5 76% 25.6 34.5 34.8%
actividades centrales 5.0 17.6 252% 5.0 17.4 248% 5.0 17.6 252% 0.0 0.0 **

actividades comunes 3.9 10.0 156% 3.8 0.0 -100% 3.9 0.9 -76% 0.0 9.1
primer nivel de atenci6n 40.3 59.5 48% 23.4 35.3 51% 23.4 34.3 47% 16.9 25.2 49.1%
segundo nivel de atenci6n 36.9 53.0 44% 28.4 49.3 74% 28.4 52.7 86% 8.5 0.3 -96.5%
servicios de laboratorio 0.0 0.9 ** 0.0 0.9 0.0 0.9 ** 0.0 0.0 **

Waterand Sanitation 21 42.6 49.9 17%0/ ** 4.7 9.5 102% 37.9 40.4 6.6%
Housing 0.0 10.4 ** 0.0 0.0 ** 0.0 7.2 - 0.0 3.2
Social Protection 16.4 23.4 43% 1.6 8.2 413% 3.7 11.1 200% 12.7 12.3 -3.1%
Local Development 6.3 32.9 422% 1.0 2.5 150% 2.1 19.2 814% 4.2 13.7 226.2%

Other Social 1.0 3.2 220% 1.0 3.1 210% / 1.0 3.2 220% 0.0 0.0 -

Source: Ministry of Finance, Central Government Budgets in 1997 and 2001. 1/ Does not include capital investments by ENACAL, except for the portion financed with transfers from the Central

Govemment. 2/ Refers to total capital spending in the sector, through ENACAL and FISE.
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3.67 Looking within the social spending budget, some differences in the spending priorities of
the government and donors can be detected; as indicated in the last two columns in Table 3.10.
The total domestic resources devoted to social spending and the total external resources devoted
to social spending both give approximately equal weight to education (48 versus 51 percent).
Beyond education, however, domestic resources are mainly concentrated in health spending,
while donor resources give more weight to social protection and local development activities.

Intra-Sectoral Spending Allocations under the 2001 Budget and PRSP Priorities

3.68 An Interim version of the PRSP was completed in August 2000, as the preparation of the
2001 Budget was underway. To see whether the priorities expressed in the PRSP have begun to
influence budgetary allocations, we compare the 2001 Budget with the 1997 Budget, as
representative of the government's priorities before public spending was influenced by hurricane
Mitch; Table 3.11 (To obtain a cleaner comparison of inter-sectoral allocations, total central
government expenditures are considered net of debt service payments.)

3.69 As a reference point, observe that total central governnent expenditures in the 2001
Budget are a little over 100 percent higher in US Dollars than they were in the 1997 Budget. A
simple way to gauge the government's revealed preferences is to see whether the variations in
spending in individual sub-sectors exceeded or remained below this average increase. In this
context, it is useful to recall from section B that the PRSP stresses the following sectors:
* education, with emphasis on primary level, adult education and vocational training,
* preventive health at the primary level and child nutrition programs
* expansion of social protection,
* water and sanitation, and
* institutional capacity building in local governments.

3.70 From the first series of columns in Table 3.11, we observe that the budgeted increase in
social spending overall, with 112 percent, is about 10 percentage points
higher than the total increase in the central government budget. That is, the 2001 Budget gives
modestly more preference to social spending, relative to other sectors, than the 1997 Budget.

3.71 At the sector level, more pronounced differences emerge. Education and Local
Development exhibit significantly higher budget increases than the central government average,
while all the remaining sub-sectors (except the "other" category) exhibit smaller increases. The
expansion in Education and Local Development is consistent with the priorities expressed in the
PRSP, while the smaller expansions in the health, social protection and water & sanitation
budgets-do not appear to reflect those priorities.

3.72 Looking within the two largest sectors, the following patterns stand out: Within the
education sector, large positive variations that exceed the central government average are
observed for primary education, adult education and vocational training (INATEC). This
distribution of spending is clearly consistent with the priorities in the PRSP. Another notable
observation refers to spending on pre-schools. It is one of the very few items that exhibit a
decline in public spending, from an already very low level; possibly reflecting that this item has
not been prioritized in the PRSP.
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3.73 The unequal distribution of public spending in education is another aspect that draws
attention; Table 3.12. The total number of students in the public university system, which
appears to be a closely guarded secret, is estimated to lie between 10 and 30 thousand full time
students. Using the top of this range, we find that the total amount of resources allocated per
university student in the 2001 Budget is at least 9.7 times greater than the amount allocated per
primary student and at least 26 times greater than the amount allocated per secondary student.
The ratio of university to primary school spending, though lower than in 1997, is still
significantly higher than in other Latin American countries (where it averages around 8 to 1) and
than in the developed countries (where it averages around 3 to 1). This is clearly an inequitable
allocation, given that university students generally come from households with significantly
higher income levels on average than primary students.

Table 3.12: The Per Capita Distribution of the Education Budget
Public Expenditures Student Enrollment Per capita Outlays

(in US$ millions) (in thousands) (in US$ er student)
1997 2001 1997 2001 1997 2001

Primary education 35.9 119.4 718.1 790.3 50.0 151.1
Secondary education 8.2 14.0 206.2 256.0 39.8 54.7
Pre-school education 1.2 0.9 111.0 139.7 10.8 6.4
Special education 0.5 0.7 3.2 3.3 148.7 209.6
Adult education 0.6 2.6 62.5 95.5 9.0 27.4
Other activities 10.5 19.9 ... . ... ...

Total 56.9 157.5 1,253.9 1,351.0 45.4 116.5

Transfer to Universities 25.6 43.8 10 - 30 10 - 30 853-2559 1460-4379
Source: MHCP; 1997 Budget and 2001 Budget, and MEDC. Note: The student enrollment figures for the
primary, secondary, pre-school and university levels only refer to public and publicly subsidized schools.

3.74 Within the health sector, it is notable that the budget for primary levels of attention does
not even increase by as much as the overall health sector budget, which grew significantly less
than total central government spending. On the other hand, the central activities of the MINSA
increased by more than twice as much as the global budget increase. This pattern indicates that
the modest budget increases that are taking place in Health appear to be captured largely by the
internal bureaucracy, rather than financing service delivery. This is clearly inconsistent with the
priorities in the PRSP, and contrasts with the pattern of central activity spending in Education.

Government versus Donor Preferences in Shifting Social Spending

3.75 Another question of interest is whether the change in budget shares in 2001 versus 1997
reflects both the government's and the donors' preferences. This can be gauged from the last
two sets of columns in Table 3.11. Looking at the global increase in spending and at the increase
in social spending, roughly the same picture emerges in the use of domestic and of external
resources. That is, the increase in domestic resources (111 percent) and of external resources
(116 percent) allocated to social spending is very close to the total combined increase (112
percent ), so that there does not seem to be much difference in the government's and donors'
prioritization of overall social spending.
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3.76 Concerning individual sectors, the following patterns emerge from Table 3.1 1:
* In education, domestic and external resources both have prioritized primary education. Also,

vocational training (INATEC) exhibits significant increases in resources, though somewhat
more from domestic than external resources. Finally, it is evident that government and
donors are similar in their tendency to under-invest in pre-school education.

* In health, the increase in domestic and external resources has been lower than for social
spending generally. That is, both the government and donors appear to have given lower
priority to spending in this sector relative to other sectors. This may be related to the sector's
relatively low absorptive capacity; para. 3.46. However, the government and donors appear
to differ with respect to the allocation of resources at the second level of attention. Whereas
domestic resources have increased significantly, external resources have declined. This
donor response may partly be due to the uneven progress made in the implementation of
sector reforms. Finally, the increase in domestically financed 'central activities' that was
noted earlier, is entirely due to domestic resources, and is not reciprocated on the external
side.

* In water & sanitation, the pattern shown in Table 3.12 is misleading because it only includes
capital spending that is mainly financed with external resources. So, while the rise in
domestic resources allocated to the sector is large in percentage terms, it is small in absolute
terms and in relation to the total external spending.

* In social protection, the domestic resource budget increase is almost double the total sector
budget increase (814 percent versus 422 percent), while external resources have barely
changed (-3 percent). This suggests that donors may still be awaiting a clearer definition of
the government's social protection strategy, and the outcome of the pilot projects of the
Social Protection Net Program, before deciding whether to channel more resources to this
sub-sector.

* In local development, both the domestic resource budget and the combined resource budget
clearly exceed the global budget increase, indicating that both the government and donors are
prioritizing this activity.

F. Main Conclusions and Recommendations

3.77 The social sectors, including social protection, have been the main beneficiaries of the
post-Mitch expenditure increase and also represent the largest share of the proposed PRSP
project portfolio. Between 1996 and 2000, central government spending on the social sectors
increased from II percent of GDP to around 16 percent. The lion's share of this increase is
accounted for by higher spending in education and health, including through the social
investment fund, FISE. In spite of having received this much increased attention, social
spending remains among the lowest in Latin America on a per capita basis, primarily due to
Nicaragua's very low income levels.

3.78 The programs contemplated in the 2001 Budget by and large reflect the priorities
expressed in the PRSP, and these priorities address most of the key social sector issues in
Nicaragua. However, virtually the entire social sector investment program has been included as
part of the PRSP portfolio, which means that many programs are included that are not especially
targeted to the poor and have little to do with poverty reduction. This could dilute poverty
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reduction efforts. Also, while the PRSP recognizes the importance of institutional reforms in the
sector, progress in the implementation of the reforms has been uneven across sectors.

3.79 There are several important deficiencies that cut across different sectors and important
gaps in coverage within sectors that need to be addressed. Important program deficiencies
observed across different sectors are (i) a duplication of programs in many areas, (ii) the absence
of systematic data collection to evaluate and compare the cost effectiveness similar programs,
and (iii) an excessive focus in several instances on infrastructure investment in relation to other
expenditures, which raises concerns about a possible over-investment and unsustainable
recurrent expenditure requirements. The main findings with respect to individual sectors are
reported below.

3.80 In Education, Nicaragua has made tremendous progress in decentralizing schools and
involving the community in school governance. An important step remaining in this process is
the passage of the school autonomy law to strengthen its legal foundations. Important progress
also was made in expanding primary school coverage through an extensive school construction
program, while the share of untrained teachers ('empiricos') has been significantly reduced.
Public spending largely focuses on the primary level (which is consistent with the PRSP), but
under-invests in pre-school and, especially, programs for 0-3 year olds. Given the importance of
early childhood development programs for children's later success in primary school, this is a
major deficit. Attempts to fill this deficit should emphasize programs that integrate nutrition,
health care and early stimulation efforts, that would preferably be executed in another social
sector ministry, such as MIFAM. Another significant gap in coverage concerns the absence of
education programs for rural youth who do not attend school. Also, there appears to be
duplication of efforts (especially in infrastructure, teacher training and the provision of
pedagogical materials), and a high emphasis on infrastructure investment, which may be
excessive in some areas.

3.81 In Health, there is a cohesive sector strategy in place and the main sector programs
conform with sector policy in that they support the extension of health service coverage among
the poor and groups at high health risk (children and women of childbearing age), and mostly
focus on preventive rather than curative care. Consistent with these findings, access to basic
health care services, especially among the poor have improved during the 1990s; para. 3.7.
However, there is much program overlap and duplication, little information on program costs
and effectiveness, and excessive emphasis on infrastructure investment relative to household
outreach activities. Also, central administration expenditures have increased significantly in
recent years, with unclear benefits in terms of increased service delivery. A notable example of
duplication is the use of 8 different PHC models in the public health system. Significant
efficiency gains could be reaped by identifying the most cost-effective model and adopting it as
the sector standard. The sector's absorptive capacity is low and progress in the implementation
of institutional reforms has been slow. Many of these reforms are difficult to implement and
require a concerted effort, both at the technical level as well as to build and sustain stakeholder
support for the reforms. While the reforms in the health sector enjoyed considerable support at
their inception, they have lost their momentum and need to be revitalized.

3.82 Public spending on housing constitutes a response to Mitch-induced housing shortages,
but does not obey a clear strategy, as is evident from the extremely wide range in the benefits
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offered under different housing programs. Existing programs remain too modest to make more
than a very small dent in reducing the existing housing shortage. In view of the severe fiscal
budgetary constraints facing the government, public efforts should consider focusing instead on
facilitating private solutions to the housing shortage; e.g., through a widespread titling program.

3.83 Individually, the social protection programs are generally well targeted, but as a group
they are very fragmented. The existing program coverage is modest. The Government's future
flagship program, the Social Protection Net, is designed to stimulate demand for health and
education among the extreme poor, complementing other supply-side efforts to build human
capital. The Net needs to be evaluated to see, among other, whether the value of transfers is
appropriate and fiscally sustainable once it is expanded. Also, less effective programs should be
cut to generate fiscal savings. A comprehensive social protection strategy needs to be developed
that goes beyond the current focus on building human capital in children, and at least also
addresses the vulnerability among the working age poor to sudden income losses caused by
natural or economic shocks.

3.84 To improve the impact of social spending, the report recommends actions across sectors
to improve the operational efficiency of projects, as well as within sectors to improve
allocational efficiency. With respect to improving operational efficiency, the report
recommends:
* Preparing a thorough review of all the infrastructure investment programs in Education and

Health, evaluating infrastructure utilization levels and the sustainability of associated
recurrent spending needs; paras. 3.38, 3.40, 3.41 and 3.48.

* Evaluating the extension or development of "preventive maintenance funds", similar to the
one pioneered by FISE for Education and Health, to promote adequate infrastructure
maintenance in the other sectors; para. 3.39.

* Reducing program duplication and administrative costs by merging programs or
standardizing program components, especially in education (infrastructure, teacher training,
materials) and health (PHC models). A further recommended step in this direction is to seek
consensus among donors around sector-wide approaches; paras. 3.37 and 3.47.

* Developing appropriate cost-benefit information collection systems to permit systematic
monitoring and impact evaluations of social programs; paras. 3.37 and 3.47

* In the course of PRSP implementation, periodically reviewing and, if necessary, revising the
social indicator targets presented in the PRSP; para. 3.30.

* Prioritizing further the social sector programs classified under the PRSP portfolio and taking
out or re-designing those programs that are not targeted to the poor - rather than assuming
that all social sector projects are poverty reducing; paras. 3.22 and 3.78.

3.85 With respect to improving efficiency in allocation, the report makes the following
recommendations:
* Pursue more vigorously the implementation of the social sector reforms that have been

initiated, especially in health, with special attention to improving the sector's medical supply
management systems, offering a standard PHC package and achieving a more efficient,
nurse-intensive, staffing structure; paras. 3.23 and 3.76.
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* Develop and expand household outreach programs in health and nutrition to improve health
outcomes directly at the household level, instead of the infrastructure-based model that waits
for the population to travel to the health facilities. In this context, it is especially important to
review the reasons for the increasing incidence of urban malnutrition among the poor and
extreme poor, and develop effective actions in response; paras. 3.3 (5 th bullet point) and 3.48.

* Review the evolution of spending on "central activities" in the health sector and consider
redeploying those resources toward the delivery of health services; paras. 3.74 and 3.8 1.

* Review the relative effectiveness of pre-school programs and adult education programs for
reaching the sector targets contained in the PRSP; paras. 3.3 (VSt bullet point), 3.24 and 3.72.

* Prepare a cost-benefit analysis on replacing school backpack-distributing programs with a
voucher program to lower administrative costs and raise efficiency; para. 3 3 7.

* Explore ways to reduce per-student public spending at the university level in favor of
increased per-student spending at the pre-primary and primary levels, in order to correct the
currently inequitable distribution of public education funds. Develop merit-based
scholarship and student loan programs for poor university students; para. 3.73.

* Explore more cost effective methods to address the country's housing deficit by focusing on
strengthening property rights (e.g., through titling) instead of subsidizing housing costs. To
the extent that housing subsidization is maintained, an effort should be made to grant a
uniform benefit that is less amenable to capture by the non-poor. This will require the
definition of a clear housing strategy; paras. 3.51 and 3.52.

* Strengthen the iodine distribution and monitoring systems to reduce the incidence of iodine
deficiency; para. 3.3 (3r bullet point).

* Develop a program that addresses the developmental needs of children aged 0-3 years,
closely integrating nutrition, health care and early stimulation efforts to maximize impact.
(A program being piloted by FISE in this area may provide useful inputs for developing such
a program.) Such programs should be well targeted to poor families, because children from
these backgrounds are most at risk to drop out from primary school; paras. 3.36 and 3.60.

* Develop a strategy to retain rural youth in secondary school and to reintegrate former
students that have dropped out. (A voucher project currently being piloted by FISE may
offer useful inputs for designing that strategy.) Paras. 3.40 and 3.42.

* Develop a comprehensive social protection strategy, which includes actions to address the
needs of vulnerable groups not assisted through human capital development programs,
especially working age adults suffering wide income swings from economic and natural
catastrophes; paras. 3.28, 3.61 and 3.76.

* Develop an effective strategy to reduce the level of domestic violence; paras. 3.3 (7th bullet
point) and 3.64.

3.86 A final question is whether these recommendations are fiscally affordable. It turns out
that that all but the last five actions proposed above are either fiscally neutral or should generate
significant savings through cost reductions or efficiency gains. These savings could be used
either to expand existing programs or finance new initiatives, such as the early child
development and rural youth education programs for which there are clear needs. In any case,
the new programs that are being called for need to be designed in a manner that is consistent with
existing fiscal constraints.



Chapter IV
REVIEW OF TRANSPORT SECTOR EXPENDITURES

4.1 Nicaragua's economic performance is being held back by inadequate transport
infrastructure and services. The country no longer has a railroad, domestic air transport
is in its infancy and its seaports are rundown. But the most important transport
bottlenecks lie in the roads sector. This applies to both domestic and international
traffic. Poor road condition, an old vehicle fleet, time consuming border crossings and
long distances to major ports in neighboring countries for its Atlantic-bound
commerce, translate into higher costs and a competitive disadvantage for Nicaragua vis-
a-vis other countries in the region.

4.2 Inadequate transport infrastructure also represents an important obstacle for the
poor trying to escape poverty. The need to improve the transport system is mentioned
in the Poverty Reduction Strategy Paper, but there is very little in the way of an
assessment of its role and importance. Although the Ministry of Transport and
Infrastructure (MTI) currently manages the largest investment program in Nicaragua's
public sector, only 10 percent of that program is included in the PRSP portfolio of
poverty reducing projects. This suggests that either the transport investment program
needs to be reoriented to play a stronger poverty reducing role, or reevaluated in terms
of its poverty reduction impact.

A. Sector Background and Key Issues

Poor road network

4.3 Nicaragua has the largest territory in Central America and the smallest
economy. It is not surprising, therefore, that the density of its paved roads is the lowest
in region; Table 4.1. Paved primary roads, however, only represent 9 percent of
Nicaragua's total road network, which totals 18,950 km. The rest consists of rural
secondary or tertiary roads that are gravel surfaced (2,550 kin) or earthen (14,530 km).
Traffic levels vary widely but generally exceed 2000 vehicles per day (vpd) on the
primary roads and upwards of 150 vpd on the gravel roads. More than 80% of the road
network is located on the Pacific side of the country, roughly coinciding with the
distribution of the population.

4.4 The 1995 transport sector review54 prepared for Nicaragua by the World Bank
noted that the coverage of Nicaragua's transport infrastructure is generally adequate
given the country's medium-term growth prospects, but that the existing infrastructure
is in poor condition; see Box 4.1. This assessment continues to apply now. During
thel980s, almost no resurfacing or reconstruction took place. By the end of that
decade, the network had deteriorated to the point where only about 12 percent of it was
in good or fair condition, as measured by roughness indices and other factors. This

54 World Bank, 1995, "Nicaragua: Recovery in the Transport Sector".
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improved significantly during the 1990s, in spite of the setback caused by hurricane
Mitch toward the end of the decade. 55 By 2000, the proportion of roads in good or fair
condition had risen to 19 percent; Table 4.2.

Table 4.1: Comparison of Paved Road Infrastructure in Latin America

Territorial Density Population Density
(meters road/KKm 2 area) (meters road/capita)

1992 1999 1992 1999
Costa Rica 109.8 154.5 1.75 2.20
El Salvador 82.8 94.4 0.32 0.32
Guatemala 32.0 44.7 0.36 0.44
Honduras 21.4 24.8 0.44 0.44
Nicaragua 13.2 14.0 0.44 0.37
Panama 30.7 52.2 0.94 1.40

Central America Ave. 48.3 64.1 0.71 0.86

Bolivia 1.6 2.5 0.24 0.33
Ecuador 22.3 28.8 0.58 0.66
Paraguay 7.4 6.9 0.67 0.52
Peru 5.8 7.8 0.34 0.40
Uruguay 55.3 45.6 3.16 2.44
Source: World Bank, World Development Indicators, 1995, 2001

Unsuitable Road Design

4.5 Inter-city roads in Nicaragua typically consist of shoulder-less two lane roads,
with under dimensioned bus stops or parking areas alongside the pavement. Often
there is extensive and high vegetation lining either side of the pavement. It is quite
common to encounter a mixture of autos, utility vehicles, old trucks and buses,
agricultural vehicles, cyclists, pedestrians and, at times, cattle herds traversing a road
section at the same time. Hence, beyond the predominantly poor condition of the roads
themselves, the mixed traffic and the general lack of complementary infrastructure adds
a further burden to road transport.

55 Hurricane Mitch caused severe damages to about 2600 km of the network, predominantly the
shredding of most gravel roads in Region 1 (the Segovias) and Region 2 (Leon/Chinandega), and the
partial or total destruction of 83 major bridges. The damages were so extensive that virtually all road
transport services between Managua and the Honduran border were interrupted.
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Poor Rural Transport Infrastructure

4.6 According to the 1998 LSMS findings, a little more than one-fifth (22.3%) of
all Nicaraguan households have access to a paved road. This proportion falls to 7
percent for the extreme poor, 11 percent for the poor, compared to 30 percent for the
non-poor. Many rural roads are simply impassable during much of the 6-month long
rainy season. Additionally, in the dry season, the rural poor in general suffer
disproportionately from the ever present roadside dust clouds that also coat houses and
gardens, and probably contribute to the high incidence of respiratory diseases. Bus
services are limited and poorly operated. There is little use of non- motorized transport
(NMT) because the road surfaces are too irregular to permit the systematic operation of
pedi-cabs, bicycle transport etc. Hence it is difficult for the poor to attend schools, or
make a more intensive use of health centers or other social and Government services

Table 4.2: Road Network by Type and Condition in 2000
Road Characteristics Road Condition

Type Total Km Good Fair % of total
Trunk Roads Asphalt 1,287 279 764 81%

Gravel 465 0 208 45%
Sub-Total 1,752 279 972 71%

Secondary Roads Asphalt 558 168 254 76%
Adoquine 35 5 27 90%
Gravel 43 0 42 97%

Sub-total 636 173 323 78%

Tertiary Roads Asphalt 30 10 9 64%
Gravel 4,299 723 1,037 40%
Earth 686 167 0 27%

Sub-Total 5,015 900 1,046 38%

Unclassified 11,544 0%

Total 18,946 1,351 2,340 19%
Source: Ministry of Transport and Infrastructure.

Inadequate Maintenance, Planning, Funding and Implementation Arrangements

4.7 Except for routine maintenance by micro-enterprises on selected links,
maintenance is not being carried out adequately, which results in premature road
deterioration. Important factors contributing to poor maintenance are the inconsistent
and untimely releases of budgetary allocations, and institutional limitations in the MTI
that hamper the planning and implementation of maintenance.

4.8 Some initiatives are underway to help address this problem. To improve the
reliability of funding, the Govermment has passed the basic enabling legislation for the
establishment of a Road Maintenance Fund (RMF). This law will allow the Fund to be
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established along the lines recommended by the IDA, once the second phase which
would involve legislative approval of a dedicated fuel levy to support the RMF has
been completed. To improve implementation, the MTI plans to gradually increase the
share of maintenance performned by contractors to a feasible maximum, and to continue
reducing the parastatals' share to the minimum level needed for their deployment
during emergencies or in locations where there are still security problems or no other
viable alternatives.

Weak Planning and Programming by the Transport Ministry

4.9 The MTI's institutional capacity is affected by overall weaknesses in planning
and programming. In the past, the planning function largely was limited to preparing
annual investments for inclusion in the national budget. Although most projects pass
minimum economic rates of return criteria, the annual road improvement plans are not
always prioritized appropriately and do not consistently include adequate provisions for
maintenance. The MTI's current rehabilitation program improves on this situation: it
ranks investments in terms of economic priority and the Government's strategic goals,
while paying adequate attention to maintenance and to their environmental and social
aspects. However, there is still a need to develop the MTI's basic capacity to carry out
condition inventories of the roads, to improve staff training, to seek least cost solutions
to technical and engineering problems associated with road and bridge maintenance, as
well as to foster the development of the local consulting and contracting industries.
There is also a need to strengthen MTI's procurement and contracts management
functions as they are crucial to fostering the participation of private contractors and thus
to timely completion of the road improvement program. MTI will require a long-term
program of technical assistance to help accomplish all of these goals.

Limited Implementation Capacity and the Use of Parastatals:

4.10 In the mid-1990s, MTI's implementation capacity was limited to about 60 km of
major road rehabilitation per year. At this rate, it would require about 10 years to
complete the trunk road restoration program. In addition to the poor planning and
unreliable financing problems discussed earlier, this poor implementation record is also
due to the use of the state construction companies (COERCOs) that lack dynamism and
a weak local construction industry. The problems of the COERCOs and the private
industry are linked. In the 1 980s, construction works were handled by direct
administration, that is, with government personnel and equipment. Subsequently, as a
transitional arrangement between a fully state-managed and a market-based
environment, the Government transformed its labor units into enterprises (COERCOs)
which operate on a regional basis and carry out works under contracts at pre-established
prices, but without going through a competitive bidding process. These enterprises are
not allowed to make a profit and the excess of revenues over expenses is reinvested in
additional works, although adequate follow-up and control of their operations are
lacking.
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4.11 The COERCOs operate neither as private organizations nor as government
agencies. Although they represent a mechanism for rapid deployment, which proved
useful after Hurricane Mitch, their existence inhibits the creation of efficient companies
in the long run. The COERCOs need to be phased out and greater use made of the
private contractors. This represents a more efficient way to develop the country's
implementation capacity than trying to improve the performance of the COERCOs. It
will also help to ensure a more consistent workload for the private contractors, which
they need as an incentive to invest in new equipment without jeopardizing their
financial position. The transition will have to be managed carefully since the private
sector as a whole does not have the capacity nor the willingness to step into all of the
COERCOs activities, especially in insecure or distant regions of the country.

Inefficient Vehicle Fleet and Inadequate Regulatory Oversight

4.12 Land transport is typically the sole mode of transport for most freight and
passenger movements in Nicaragua. It accounts for over 95% of these movements.
Nicaragua has a fleet of about 230,000 vehicles (an average of 0.05 vehicles/person -
one of the lowest in the region), which includes about 21,000 trucks and 5,500 buses.
It is estimated that about 50% of the freight transport fleet is more than 14 years old and
a significant share is over 20 years old. Freight transport services are provided entirely
by the private sector. Operators are organized in transport cooperatives and there are
about 100 of these in the light and heavy duty segment of the freight market. Half of
the freight operators are owner-drivers while the other half own, on average, a
maximum of three trucks. Entry into both the passenger and freight markets is
controlled by the need to obtain an annual license from the MTI. Operating licenses for
interurban passenger services specify the route, the capacity and characteristics of the
vehicle to be used, and the level of service proposed by the operator. For passenger
transport, taxis and commercial cargo, licenses are limited to one per person, while for
collective transport, the limit is three per person. Technical and safety regulations,
which are more important from the operating and traffic safety points of view, are not
sufficiently developed and MTI lacks adequate monitoring and enforcement
capabilities.

Unclear Sector Management Roles

4.13 The MTI is responsible for managing the entire primary and rural road network
and for regulating road, sea and air transport. In addition to road construction, its
transport functions encompass the promulgation and implementation of regulations
relating to the safety and efficiency of operation of all means of public transport. This
includes establishing tariffs for inter- and intra-urban transport of passengers,
authorizing licenses for the operation of vehicles and vessels on particular routes,
including those temporarily in the national territory. However, the division of roles and
responsibilities between the MTI, the recently created rural development agency (IDR),
and the municipalities, especially for the maintenance of rural infrastructure and the
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management of transport services, is still not clearly defined. 56 A study is needed to
help identify the appropriate roles and responsibilities of the key players, help foster
efficient sector development, and avoid the duplication of efforts.

Inefficient Urban Transportation Services

4.14 About 65% of Nicaragua's 4.1 million population lives in urban areas.
Preliminary estimates place road transport volumes close to 4.5 billion vehicle-km per
year. Close to two thirds of the traffic flow (veh/km. or ton/km.) is concentrated in the
urban areas. Recently completed JICA and Bank-financed studies have identified the
transport improvement needs of Managua and eight other urban centers. In general, the
studies found that there is adequate urban road space for the existing vehicle fleet and
population, but that the cities show deficiencies in all aspects of traffic and transit
management. Most road surfaces, for example, are in poor condition and the effect is
worsened because parking regulations are inadequate and un-enforced, thereby
inhibiting traffic flow. There exist poorly organized bus services which most users,
especially women, find to be highly unsatisfactory in terms of quality, safety, and
timeliness. In addition, the services in most cities are run by highly politicized
cooperatives that frequently go on strike, causing significant economic damage.
Traditionally, inadequate attention has been paid to these issues due to the weaknesses
of the municipalities and the unclear division of their responsibilities with the MTI.
There is also a pressing need to improve urban transport in the interests of the urban
poor. In particular, Managua may well be one of the cities where a major investment
such as the building and operating of a dedicated bus way, and complementary bike
paths, could serve a large number of poor people.

B. Evolution of Public Spending in the Sector during the 1990s

4.15 The transport sector accounts for around 3.4 percent of GDP, which is low for a
country at Nicaragua's stage of development. Road construction and repairs, however,
represent about one-half of the construction industry's share of GDP, so that the true
contribution of transport may be closer to 7 percent. During 1993-99, the sector
averaged a robust 4.2 percent growth per annum in real terms, reflecting the reopening
of the economy in the 1990s; see Table 4.3. Transport sector growth has been lower
than overall GDP growth, which is unusual for most economies. Generally, for
countries with Nicaragua's development characteristics, transport growth is around 1.2
times GDP growth. The relatively inelastic transport growth observed in Nicaragua
most likely is a reflection of measurement problems, such as vehicle undercounts due to
truck and bus overloading and also to the omission of traffic carried by certain transport
modes (e.g., transport of people and goods in agricultural and animal drawn vehicles)
from the sector statistics.

56 In a vote taken in May 2001, the National Assembly clarified the responsibilities of the national and
local governments in the management of Managua's urban transport. This was needed to end a bus
operator's strike, and reflects the scale of thie problems that such role uncertainty can induce.
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4.16 Apart from some small programs carried out by IDR, the Ministry of Transport
and Infrastructure (MTI) is the principal agency active in the sector. The MTI's
allocation of budgetary resources has traditionally ranged between 10-12 percent of
total government expenditure; Table 3.1. The Mitch years (1998-2000) constitute an
exception, as the need for emergency reconstruction raised sector expenditures above
12 percent of the total.

Table 4.3: Nicaragua - Central Government Expenditures (shares of GDP)
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

budget
Total Central Government 25.8% 25.1% 23.7% 24.9% 25.2% 26.3% 25.1% 25.5% 34.6% 31.3% 36.9%

o/w Const. & Transp. Sector 2.6% 2.2% 2.1% 2.6% 2.3% 2.7% 2.5% 3.5% 6.4% 4.8% 4.7%
o/w MT] 2.5% 2.2% 2.1% 2.5% 2.2% 2.6% 2.4% 3.3% 5.5% 4.5% 4.4%

memo item:
MTI as share of Total 9.6% 8.7% 8.8% 10.2% 8.8% 9.7% 9.7% 12.9% 15.9% 14.3% 11.9%

Source: Ministry of Finance and 2001 Budget.
Note: Total Central Government expenditures exclude debt service.

4.17 Government expenditures in the transport sector are predominantly classified as
capital expenditures. Capital expenditures are up to 20 times higher than current
expenditures, which suggests that there is considerable misclassification of
expenditures in the sector. (Road maintenance expenditures are classified as capital
outlays, while current expenditures only reflect salaries and operating costs.)

Table 4.4: Current and Capital Expenditures by MTI (in US$ millions)
Central Government /* Ministry of Transp. & Inf. /** MTI as % of Gov't Total

Current Capital Total Current Capital Total Current Capital Total
1991 367.9 58.4 426.3 18.9 35.9 54.8 5.1 61.5 12.9
1992 350.0 112.3 462.3 11.3 30.4 41.7 3.2 27.1 9.0
1993 314.4 113.5 427.9 6.4 31.9 38.4 2.0 28.1 9.0
1994 292.6 164.0 456.6 5.8 38.9 44.7 2.0 23.7 9.8
1995 276.5 201.2 477.6 3.5 40.3 43.8 1.3 20.0 9.2
1996 322.2 198.1 520.3 3.2 50.1 53.4 1.0 25.3 10.3
1997 308.1 199.6 507.7 2.5 47.6 50.1 0.8 23.9 9.9
1998 348.6 193.5 542.1 4.1 67.2 71.3 1.2 34.8 13.2
1999 383.8 399.8 783,6 3.4 123.4 126.7 0.9 30.9 16.2
2000 383.3 366,3 749.6 3.1 118.3 121.4 0.8 32.3 16.2
2001b. 480.7 452.8 933.5 5.9 104.8 110.7 1.2 23.2 11.9

Source: Ministry of Finance and 2001 Budget
*/ Excludes debt service. **/ Includes miinor ports, airports and housing expenditues.

4.18 Sector capital expenditures had been declining from over 30 percent of total
capital expenditures by the central government to under 25 percent by 1996-97. This
pattern was temporarily reversed in the aftermath of hurricane Mitch, but has resumed
with the 2001 Budget, where sector capital expenditures decline to 23 percent of the
total. This share appears to be low for countries at Nicaragua's stage of development.
Overall expenditures per kilometer of road are similar to those in Honduras, but lower
than in Mexico and other Central American countries. This partly explains why the
share of capital expenditures in Nicaragua's transport sector is relatively low by
regional standards. Another reason is that Nicaragua's core trunk road network, which
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serves about 50% of all road traffic and absorbs most of the MTI investment effort, is
relatively small. Taking these factors into account, the total amounts currently spent on
roads in Nicaragua is not out of line from regional standards.

4.19 As shown in Table 4.5, transport sector expenditures have exhibited significant
year-to-year variations, far higher than the variability shown by overall central
government expenditures. This greater variability in transport sector expenditures
largely reflects the fluctuations in the govemment's investment program. If we
compare the year-to-year variations in MTI's capital expenditures with the variations in
the total capital expenditures of the central govenmuent they turn out to be of the same
order of magnitude; bottom of Table 4.5.

Table 4.5: Year-to-Year Variations in Central Government Expenditures (%)
Prelim. Budget

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Total Expenditures
Total Central Government -3% -6% 9% 6% 9% 0% 6% 45% -6% 22%

lnfrastr. & Production Sector 33% 8% -4% 35% -2% 25% 17% 50% -17% 20%
MTI -11% -6% 27% -9% 20% 0% 42% 78% -15% 2%

Capital Expenditures
Total Central Government 73% 3% 47% 24% -1% 3% -4% 107% -10% 21%

MTI 21% -9% 47% -3% 23% 1% 42% 82% -15% -1%

Source: Annex Tables XXX.

4.20 Given the misclassification of various recurrent expenditures in Transport, it is
more relevant to consider the maintenance allocation explicitly. Table 4.6 and Table
4.7 show the amounts and shares of the principal components of the roads expenditure
portion of MTI's budget. As discussed before, road maintenance is included with the
total capital expenditures for roads but the breakdown in Table 4.6 shows that they
represent about 25 percent of total road expenditures, which appears adequate.

Table 4.6: Distribution of Road Expenditures with Reclassified Maintenance

% of Total MTI Road Expenditures % of Total Maintenance Expenditures
Maintenance Capital o/w Mitch Repairs Routine Regravelling Coffee Roads

1990 100.0% 0.0% 95.1% 4.9%

1991 61.7% 38.3% 64.2% 17.6% 18.2%

1992 52.0% 48.0% 67.0% 33.3% 5.1%

1993 38.4% 61.6% 48.7% 12.1% 5.3%

1994 45.2% 54.8% 22.3% 7.1% 30.4%

1995 27.3% 72.7% 16.9% 12.3% 15.3%

1996 29.5% 70.5% 11.8% 31.3% 5.8%

1997 39.1% 60.9% 6.1% 43.2% 12.1%

1998 20.3% 79.7% 7.2% 40.0% 6.6%

1999 14.6% 85.4% 10.2% 4.1% 17.1% **

2000 25.1% 74.9% 39.6% 1.1% 32.7% 4.8%

2001 27.6% 72.4% 6.3% 2.5% 37.2% 14.1%

Source: Table 4.7 and MTI.
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4.21 About 55 percent of total maintenance expenditures is used on three items that
have high and direct rural poverty reduction linkages, namely coffee roads, overlays of
collector roads, and re-gravelling of secondary roads. The use of the maintenance
allocations is not being optimized, however, because the COERCOs are assigned the
major share of the road maintenance contracts. Private contractors could perform these
works slightly more efficiently on the Pacific side of the country, where some degree of
competition exists.

Table 4.7: MTI Road Expenditures by Component and Financing Source
Road Rehabilitation Mitch Financing

Maintenance Unpaved Paved Repairs Equipment Others TOTAL Extemal Domestic

US$ milL. % tot US$ inill. % tot

1990 20.10 0.00 0.00 0.00 0.00 20.10 0.0 0% 20.1 100%

1991 20.66 0.00 3.77 0.00 9.07 33.50 0.0 0% 33.5 100%

1992 12.53 0.00 9.46 0.00 2.11 24.10 2.5 10% 21.6 90%

1993 8.38 0.14 10.52 0.00 2.76 21.80 10.4 48% 11.4 52%

1994 16.72 9.60 7.44 0.00 3.24 37.00 16.0 43% 21.0 57%

1995 10.67 16.27 1.64 0.00 10.52 39.10 22.7 58% 16.4 42%

1996 14.24 19.71 11.46 0.00 2.79 48.20 31.8 66% 16.4 34%

1997 18.18 17.19 9.56 0.00 1 57 46.50 23.9 51% 22.6 49%

1998 13.51 12.19 28.08 12.09 0.53 66.40 33.3 50% 33.1 50%

1999 17.28 7.69 40.53 46.73 2.30 3.67 118.20 52.5 44% 65.7 56%

2000 29.66 19.65 44.00 6.54 0.27 17.98 118.10 64.4 55% 53.7 45%

2001 28.38 1.52 56.43 0.00 0.07 16.60 103.00 58.9 57% 44.1 43%

Source: MTI

Financing Sources

4.22 The MTI has been very successful in attracting foreign financing for its road
program during the 1990s. Since 1993, the amount of foreign financing of road capital
expenditures has been increasing almost without interruption, representing a share that
varied between half and two-thirds of the total budgetary allocation for road capital
expenditures; Table 4.7. This reflects both the country's acute road rehabilitation needs
as well as the MTI's ability to plan and execute projects in conformance with donor
requirements. Upon completion of the current 5-year program for the rebuilding of the
trunk roads, however, the share of donor financing is expected to decline significantly.
This should not result in major disruptions, given that the major trunk roads should
have been fully restored by that time.

Implementation Capacity

4.23 Prior to hurricane Mitch, the MTI typically executed fewer works than were
planned each year. MTI attributes this weak implementation performance to late and
untimely releases of funds by the Treasury, which prevents it from taking advantage of
the short (November - April) construction season in Nicaragua. MTI's
implementation capacity depends on how well it can contract and manage services for
the design, construction and maintenance of roads by the private sector. At the
beginning of the decade when the country was emerging from a command type



95

economy that was dominated by public sector operating entities, there was very little
capacity to manage the contracting of services from the private sector. With the
economic opening and institutional restructuring, however, and the need to attract
donor financing, MTI has quickly developed the skills needed to procure services from
the private sector. The main bottleneck today lies in the capability of the private sector.
That is, the source of delays in most projects nowadays is increasingly traced to
limitations in contractor competence, especially among the smaller firms. This
situation is expected to improve over time, as the rehabilitation program continues and
the contractors themselves are given the opportunity to grow. In this context, a phased
reduction of the COERCOs would contribute also to contractor development and
increasing sector implementation capacity.

4.24 The transport ministry's project execution performance appears less negative if
we take into account the considerable debts that MTI owes to contractors and private
sector suppliers. These debts are mainly due to the misalignment between the
construction season (November to April) and the fiscal year, and the timing with which
budgeted Treasury funds are actually released. It is further compounded by
unanticipated cost overruns. This combination has led to many complaints about slow
disbursements under MTI projects and contractors eventually not being paid. This
problem arises because MTI can only disburse funds that are in the budget in a
particular fiscal year, which ends on December 31st. Many of the works undertaken,
however, especially the repair of rural roads, occur in November -December, right after
the termination of the rainy season. Contractors whose balances on their contracts are
not paid by December 31, may experience severe difficulty being paid in the new fiscal
year because (i) very little of the approved budget allocation is released to MTI prior to
March, and (ii) there may be no allocations in the subsequent year for the road or
program worked on in the previous year. In such a situation, the contractor has to
engage in difficult administrative arrangements with the Finance Ministry to obtain
payment - a process that is often rendered even more difficult when contractors are not
current on their own annual tax payments.

C. Review of Sector Program

4.25 The 2001 Budget for Ministry of Transport and Infrastructure amounted to
1,484 million C6rdobas (US$111 million) of which all but 73.5 million C6rdobas (or
less than 5 percent of the total) consists of capital expenditures.57 Around 55-60
percent of the investment program is financed with external resources. In mid-2001,
the ministry's investment program for 2001 was slashed in half on account of fiscal
restrictions; see Chapter I. These cuts have mainly involved the deferral of project
expenditures rather than the elimination of individual projects.

57 The 2001 Budget for the ports authority (EPN) is only 23.4 million C6rdobas.
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4.26 The main investment projects carried out by MTI are listed in Table 4.8. These
are ordered into five different programs: (i) central activities, which mainly consist of
feasibility studies ana designs, (ii) the road construction and rehabilitation program,
including bridges, (iii) a road network conservation program, which mainly comprises
intensive maintenance activities and (iv) two small programs dealing with the
regulations and norms in the construction and transport sectors. The largest by far of
these programs is the road construction and rehabilitation program, which accounts for
80 percent of the total capital budget.

4.27 Most of the road construction and rehabilitation program involves the trunk
roads. The five largest programs involve the Northern and Eastern export corridors
(from Managua to Honduras and to the port of Rama). These account for roughly two-
thirds of the entire road program. The rehabilitation of roads from Managua to Masaya,
Granada and Guanacaste/Nandaime, are part of the Southern export corridor leading to
Costa Rica. They are also the most trafficked roads in Nicaragua. Other projects
involve improvements of the trunk roads into the agricultural heartland (connecting
Matagalpa, Jinotega, El Tuma and La Dalia), and into the mining region (Waslala -
Puerto Cabezas). All of the road projects included in the program are calculated to
have high economic rates of return. Accordingly, there appear to be no "white
elephants" among these projects.

Poverty Reducing Programs

4.28 Only two of the 41 MTI programs shown in Table 4.8 are included in the PRSP
portfolio of poverty reducing projects. These two programs account for only around 10
percent of the total MTI investment program, and involve the rehabilitation or intensive
maintenance of rural roads. This focus is consistent with the rural development
emphasis expressed in the government's poverty reduction strategy.

4.29 An important observation is that neither of the two projects is projected to
receive any external funding. This may be reflecting a donor bias against the financing
of recurrent maintenance expenditures versus investments in major road rehabilitation.
On the other hand, the ministry does not appear to have made a conscious effort to
divert external financing toward these priority projects; see para. 4.37 below. In any
case, the low share of PRSP-related expenditures in a sector with the country's largest
investment program gives cause for some reflection. Either important poverty reducing
sector projects were overlooked during the definition of the PRSP portfolio, or most of
the existing project portfolio is not sufficiently focused on poverty reduction to merit
inclusion.



Table 4.8: The Public Investment Program of the Mnistr of Transport and Infrastructure, 2001-2003 _______

Included 2001 Budget Modified 2001 Program Total Program
in PRSP Domestic External TOTAL Domestic External TOTAL 2001-2003

Million Cordobas Million Cordobas Cordobas LIS$

TOTAL -- MINISTERIO D3E TRANSPORTE E INFRAESTRUCTURA 600.0 804.6 1,404.6 317.5 389.7 707.2 2,976.5 212.6
Share Included in PRSP 23.0% 0. 0% 9.8% 23.9% 0.0% 10.7% 8.2% 8.3%

Programa 01: Central Activities 3.7 14.7 18.4 3.6 10.1 13.7 36.3 2.6

PROGRAMA DE TRANSPORTE DEPARTAMENTO DE ESTELI 0.3 9.1 9.4 0.2 4.6 4.7 21.8 1.6

FORTALECIMIENTO PLAN NACIONAL DE TRANSPORTE 2.6 0.0 2.6 2.6 0.0 2.6 8.1 0.6

ESTUDIO DE FACT/DISENO CHINAND.-EL CONGO-POTOSI(PMP-934) 0.3 1.8 2.1 0.3 1.8 2.1 2.1 0.2

ESTUJDIO Y DISEN~O CARR.ETERA TELICA-SAN ISIDRO (PMP-934) 0.3 1.8 2.1 0.3 1.8 2.1 2.1 0.2

EST. FACT. LAS PIEDRECITAS-IZAPA Y DISE1F40 FINAL(PMP-934) 0.2 1.2 1.4 0.2 1.2 1.4 1.4 0.1

REVISION DE DISENqO SANTA RITA-IZAPA(PMP-934) 0.1 0.7 0.8 0.1 0.7 0.8 0.8 0.1

Program 09: Road Construction 353.7 790.0 1,143.7 173.7 379.6 553.4 2,201.2 172.4

REHAB. CARRETERA PANAMERICANA( SAN BENITO-YALAGUINA-EL ESPINO) 82.6 300.9 383.4 20.3 90.5 110.7 214.0 15.5

II PROG. DE REH. Y MANTTO. CARRET. (Portezuelo-Aeropuerto-San Benito) 63.4 150.9 214.3 33.7 84.9 118.6 397.4 28.5

III PROG DE REHAB Y MANT DE CARRETERA(PIEDRECITAS-IZAPA-MUHAM-RAMAI 34.5 46.6 81.1 7.3 17.5 24.7 430.7 30.4

REHAB. Y MEJORAM. CARRET. LAS MANOS-YALAGUINA 6.0 41.7 47.7 4.5 31.3 35.8 173.9 12.4

REHAB. Y MEJ. DE CARRET. SAN BENITO-SANTA ROSA 9.5 35.0 44.6 5.1 26.3 31.4 130.4 9.3

AMPLIACION DE CARRETERA MANAGUA-MASAYA 25.3 18.6 43.9 42.1 0.0 42.1 115.6 8.3

REHAB. CARRET. TIPIT.-MASAYA-CATARIN-GUJANACAST-NANDAI 27.6 0.0 27.6 7.0 0.0 7.0 46.0 3.3

REHAB. DE CARRETERA MATAGALPA-JINOTEGA 25.0 0.0 25.0 15.0 0.0 15.0 104.5 7.4

REHABILITACION DE CARRETERA MASAYA-GRANADA 4.6 18.6 23.3 0.0 0.0 0.0 78.1 5.5

PAVIMENTACION CARRETERA GRANADA-TECOLOSTOTE 4.6 18.6 23.3 0.0 0.0 0.0 175.4 12.4

REH. Y MEJ.CAMINO LA PAVONA-LA PITA EMPAL. MALECONCITO 7.1 13.3 20.4 5.3 10.0 15.3 15.3 1.1

REHABILITACION CARRETERA WASLALA-PUERTO CABEZAS 15.1 0.0 15.1 11.3 0.0 11.3 35.9 2.6

REHABILITACION CARRETERA SAN RAFAEL DEL SUR -LAS CONCHITAS 12.4 0.0 12.4 2.5 0.0 2.5 2.5 0.2

REPARACION DE CARRETERA SAN BENITO-EL RAMA 10.9 0.0 10.9 0.0 0.0

CONSTRUCCION CARRETERA SAPOA-CARDENAS-COLON 7.6 0.0 7.6 4.7 0.0 4.7 22.1 1.6

REHABILITACION CARRETERA MATAGALPA-SANTA EMILIA 5.0 0.0 5.0 0.0 0.0

PEQUEINOS PROYECTOS REGION ATLANTICA. 0.6 3.5 4.1 0.6 3.5 4.1 16.8 1.2

PAVIM. CARRETERA SANTA EMILIA-EL TUMA-LA DALIA 3.4 0.0 3.4 7.9 0.0 7.9 7.9 0.6

RECONSTRUCCION CARRETERA CHINANDEGA-EL CONGO-POTOSI 0.0 0.0 0.0 0.0 0.0 0.0 131.8 9.3

of which Bridge Construction and Rehabilitation
CONST. PUENTE DEFINITIVO EL GUASAULE (CHINANDEGA-GUASAULE) 0.8 30.6 31.4 0.8 20.6 21.4 119.5 8.5

CONST. PUENTE DEFINITIVO HATO GRANDE (CHINANDEGA-GUASAULE) 0.8 24.4 25.2 0.8 20.4 21.2 69.3 5.0

CONST, PUENTE DEFINITIVO ESTERO REAL (CHINANDEGA-GUASAULE) 0.8 20.3 21.1 0.0 17.8 17.8 23.1 1.7

CONST. PUJENTE DEF[NITIVO EL GUARUMO (CHfNANDEGA-GUASAULE) 0.8 20.3 21.1 0.4 17.8 18.2 31.6 2.3

CONST. PUENTE DEFINITIVO EL GALLO (CHINANDEGA-GUASAULE) 0.8 19.3 20.1 0.0 17.0 17.0 46.6 3.4

RECONSTRUCCION PUENTES SOBRE CARRETERAS PRINCIPALES 0.0 13.4 13.4 0.0 8.4 8.4 8.4 0.6

RECONSTRUCCION DEL PUENTE LAS MANGAS 0.1 7.8 7.9 0.A 7.8 7.9 7.9 0.6

RECONSTRUCCION DEL PUENTE EL JICARAL 0.3 6.0 6.3 0.3 6.0 6.3 6.3 0.5

RECONSTRUCCION DEL PUENT-E EL ESQUIRIN(MATAGALPA-MUY MUY 2.1 0.0 2.1 2.1 0.0 2.1 2.1 0.2

RF.CONSTRU.CCION DEL PUJENTE WAS WALI 2.0 0.0 2.0 2.0 0.0 2.0 2.0 0.1

Programa 10: Road Network Conservation Program 215.4 0.0 215.4 134.0 0.0 134.0 419.4 30.1

REVESTIMIENTO DE CARRF.TERAS 83.7 0.0 83.7 52.8 0.0 52.8 161.2 11.6

REHABILITACION DE CAMINOS SECUNDARIOS X 70.0 0.0 70.0 25.0 0.0 25.0 107.7 7.7

PL,AN CAFE(REH. CAMINOS CAFETALEROS) X 47.8 0.0 47.8 50.7 0.0 50.7 136.9 9.9

DRENAJE DE CARRETERAS 13.9 0.0 13.9 5.5 0.0 5.5 13.6 1.0

Programas II y 12: Norms and Regulations 7.2 0.0 7.2 6.2 0.0 6.2 17.6 1.3
CONSERVACION SISTEMA DE ADM[NISTRACION DE PAVIMENTO 3.2 0.0 3.2 3.2 0.0 3.2 10.6 0.8

VILLA RECONCILIACION (REVEST. CAUCE LAS AMERICAS) 974.0 0.0 4.0 310 0.0 3.01 7.0 0.5
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4.30 Broadly speaking, transport sector investments contribute to all of the poverty
reduction targets contained in the PRSP. That is because transport services are an
intermediate good, whose demand (and value) is derived from the demand for other
goods and services. By reducing the cost of transportation, investments in the sector
help lower the cost of economic activities and, thereby, contribute to faster growth,
which represents the first pillar of the PRSP. These same investments also lower the
cost of delivering social services and therefore contribute to the other pillars as well.
So, while an improvement of transport services may not contribute much to poverty
reduction by itself, it makes a major contribution by enhancing the effectiveness of
poverty reduction activities in other sectors.

4.31 There are some sector projects that appear to have been overlooked and that
should be reexamined for their poverty reduction potential. 58 One of these is a project
component contained in the Third Highway Rehabilitation and Maintenance Project (III
Programa de Rehabilitacion y Mantenimiento), which includes provisions for the
stabilization of about 300km of rural secondary and tertiary roads located primarily in
the Mitch devastated Region I. This component will be executed by private contractors
who will restore the road sections to gravel (empedrado) or adoquine (small cement
blocks) standards, all within the existing rights-of way. There will be minimal
earthworks and part of the program will be implemented by small contractors so as to
provide growth opportunities for them. As mentioned in the World Bank's Nicaragua
Poverty Assessment, adoquine stabilization is a simple, cost effective technique which
enables micro-enterprises or small contractors to quickly improve local rural roads.

4.32 Due to Nicaragua's rainy climate, adoquines are more cost effective than gravel
surfacing because they offer an improved all-weather surface that can more readily
facilitate the mixed traffic of motorized vehicles, as well as walking, bicycling or other
non-motorized transport typical in the rural areas. There are also other beneficial
features that will be taken advantage of in the design and implementation of this
component. These are that (i) both the production of adoquines and their placement in
the roadbed are highly labor intensive, local operations; (ii) completion of the project
cycle required less logistical and managerial support because of the simplicity of
adoquines; (iii) roads require dramatically reduced levels of maintenance afterwards;
and (iv) little use is made of costly, heavy equipment during implementation or the
subsequent maintenance. In this way the rural roads program maximizes both direct
and indirect benefits to the rural poor. The replication of this project component in
other regions of the country could make a significant contribution to poverty reduction.

4.33 There is also a need to raise MTI's awareness with respect to poverty reduction
objectives. For example, the PRSP indicates a need to address urban poverty, and

58 One reason why such project components tend to be overlooked is that they are mixed in with other
components that are not necessarily considered poverty reducing in the same way. To merit their
inclusion in the PRSP portfolio, therefore, requires that these components be tracked and physically
monitored separately from the others, so as not to spoil the poverty spending tracking indicators.
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points toward an as yet undefined multi-sector program aimed at informnal settlements
that are in extreme poverty. In this context, it would be useful to exploit the several
urban transport studies that have already been carried out for Managua and several
other key cities in the country, as a source of ideas for addressing the needs of the urban
poor. One recommendation that emerges from these studies, for example, is to build a
dedicated busway for Managua, which could have a significant impact on a large
number of urban poor in Nicaragua. A brief multi-disciplinary Urban Services study
needs to be carried out to help identify similar elements in the other infrastructure sub-
sectors.

4.34 The Atlantic region is plagued by high costs, poor services and limited
employment opportunities caused to a considerable extent by the lack of reliable road
access within the region and to the rest of the country. So far, the only donor active in
the region is DANIDA. Improving the secondary road links to Puerto Cabezas and the
tertiary links to Bluefields could prove instrumental to the effectiveness of poverty
alleviation efforts in the RAAN and the RAAS respectively.

D. Sector Management

Sector Planning and Prioritization

4.35 The Ministry of Transport and Infrastructure (formerly, of Construction and
Transport) was reorganized in 1997-98, with the aim of strengthening its capacity to
play a normative and regulatory sector role in a more open and competitive
environment, and less of an operational role in the delivery of transport services. The
MTI's reorganization is considered generally to have been one of the most successful
programs implemented through Institutional Restructuring Agreements ("Acuerdo de
Restructuraci6n Institucional", ARI) process. The regulatory burden posed by MTI in
the past has been reduced and primarily refocused on ensuring traffic safety and
competitiveness in the provision of services. Future reforms should thus focus on the
design and implementation of regulations regarding vehicle design and safety, driver
competence and exhaust emissions. These reforms are still not fully internalized by all
MTI staff, however, nor by MTI's clients, and many still remain confused about MTI's
role and responsibilities. One reflection of this confusion is the persistence of the state
construction companies (COERCOs). Even though most transport services can be
provided more efficiently by the private sector than by the government, virtually all
domestically financed road works, and between 35 and 40 percent of all road
rehabilitation and maintenance activities continue to be carried out by the state
construction companies in 2000. The government is developing plans to gradually
reduce the COERCOs' share to less than 10 percent by 2005. Since virtually 100
percent of externally funded road projects are carried out by private firms, the
COERCO's mainly operate on domestically funded projects, of which they currently
account for about 60 percent. Under the government's plan, this share would be
reduced to 20 percent. The Government believes that it needs to retain this minimal
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remaining COERCO capacity in the foreseeable future to carry out road maintenance
and rehabilitation in remote areas that are not serviced by the private sector.

4.36 MTI has about 550 staff (not counting COERCO employees) and their level of
training varies widely. At the highest levels there are several staff with post-graduate
specialist qualifications, very pertinent to the tasks for which they are responsible,
while at the other extreme, there are many staff without any qualifications beyond
secondary school.

4.37 In terms of the economic and technical analysis, sector priorities are well
determined in the MTI. Extensive use is made of the Bank's Highway Design Model
(HDM) and its rural roads evaluation model in planning and prioritizing investments and
maintenance. MTI has a well defined multi-year road investment and maintenance
program and largely adheres to these priorities in developing annual programs. Given the
acute needs throughout the road network, there are more justifiable projects than financing
available and hence the need for the modeling and prioritization exercises. The detailed
designs provide a solid basis for determining costs and spending levels by category of the
road network.

4.38 MTI needs to better monitor the implementation of programs that are purely
nationally funded. They should start by preparing annual reports on its three main
maintenance programs (coffee roads, asphalt overlays, re-gravelling) that provide
information on the targets met, unit costs, cost overruns, target beneficiaries, etc. So far
there only exists a brief project characterization (Ficha) describing them in their
submission to the National Public Investment System (SNIP). These shortcomings may
partly explain why they are not receiving any external financing. Another reason may be
that most of the domestically financed programs are carried out by the state construction
enterprises, without competitive bidding arrangements; para. 4. 10.

4.39 The lack of basic road access is often a result of inadequate road maintenance
and inappropriate institutional arrangements, responsibilities, and financing. Very
often, the low priority assigned to the funding of road maintenance is caused by lack of
knowledge of the economic role of maintenance and the pressure in favor of network
expansion and upgrading over maintenance. In such a case, it is important to establish
a rural road policy and strategy framework that ensures the financial sustainability for
access road maintenance. Nicaragua has taken some steps forward in this regard by the
partial establishment of a road fund. It needs to take the further step of approving a
special levy on fuels to provide a reliable source of resources for the road fund. The
other Central American countries have all taken that step and been able to improve the
quality and capacity of their road networks in recent years through the road fund
mechanism. Starting from a similar stage as Nicaragua after the end of its civil war in
the mid-1990s, Guatemala has significantly improved its road network condition
through the road fund mechanism and now has the best maintained roads in Central
America - a distinction once held by Nicaragua in the 1 970s.
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4.40 There is a need to assess the impact of transport sector performance on the
welfare of poor groups. Most of the existing sector-level performance indicators are
unsuited for this purpose. The transport needs of the poor can be better understood
through low-cost local and household surveys. These surveys typically provide
quantitative and qualitative data to establish a transport-poverty profile, which
represents an important step in linking the outputs of transport interventions to poverty
outcomes. This task is just initiating, with the creation of baseline surveys for the rural
roads being improved in the Segovias, which represent one of the poorest, but
potentially productive, regions of the country.

Donor Coordination

4.41 Donor coordination has been fairly effective in the transport sector. The most
active donors in the sector currently are Denmark, Japan, Spain, Sweden, the Inter-
American Development Bank, OPEC and the World Bank. MTI has organized an
annual conference at which it provides feedback to the donor community on the
implementation of all foreign financed projects. More importantly, it provides donor
representatives with the opportunity to network and discuss issues of mutual interest.
These meetings were essential in building a consensus on the road fund or on the
replication of the micro-enterprises by other donors. In addition, MTI holds a major
annual program bilateral review with DANIDA, which is active in the Atlantic and the
Segovias with feeder road projects. To strengthen its link to the PRSP, the MTI should
use the annual project progress and investment program reviews with donors to
disseminate information, coordinate plans, and help resolve investment and
maintenance issues associated with the poverty reduction strategy.

E. Main Findings and Recommendations

4.42 Box 4.1 summarizes the main findings from the transport sector review carried
out for Nicaragua in 1995. Many of these findings and recommendations still apply
today, even though progress has been made in addressing each of the issues raised. In
particular, MTI has advanced considerably in the rehabilitation of export corridors and
improving road maintenance, and in carrying out institutional reforms to improve
MTI's implementation capacity. Also, most of the previously existing harmful
economic regulations in the sector have been eliminated. Further efforts are needed,
however, to complete the process of reforms that have been initiated in the areas of
maintenance, institutional strengthening, and urban transport. Also, while the general
thrust in terms of the economic justification of its programs is appropriate, the MTI
needs to make poverty reduction contributions a more integral part of its strategy
formulation. 5 9

59 An example of such integration is given by the use of poverty criteria in the selection of rural roads for
improvement under the Third Highway Rehabilitation and Maintenance Project.
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Box 4.1
Main Findings of the 1995 Nicaragua Transport Sector Review

The sector review identified four key issues that needed to be addressed in the short to medium
tern:

* Infrastructure rehabilitation and maintenance. Transport capacity in Nicaragua is
sufficient for the short term but it is in poor condition due to inadequate maintenance,
especially in the road and port sub-sectors. Given the very limited resources available,
expenditures on transport infrastructure should concentrate on maintenance and
rehabilitation along the main export corridors.
* Regulatory Reform and the Role of the Private Sector. Despite the large economic
liberalization effort carried out by the current administration, there still persists a variety of
regulations that controls rates, entry and operations in the transport sector, which create
inefficiencies and inhibit the participation of the private sector.
* Public Sector Reform and Capacity Building. Market regulatory reform needs to be
accompanied by institutional reform of the public sector to define its new role as planner
and regulator instead of provider of transport services or infrastructure. The reform of the
scope and functions of the Ministry of Construction and Transport needs to be
implemented in the near term.
* Urban Transport. Urban transport in Managua lacks planning and integration with
traffic management and road and street development. Urban transport fares represent a
sizable proportion of household incomes and thus need to be reviewed in the context of
subsidies provided to private operators and measures to reduce operating costs.

4.43 The share of total road expenditures allocated to maintenance (around 25
percent of the total road expenditures) appears adequate. (This is not easily discerned
due to the serious problem of expenditure misclassification that exists in the sector,
where most recurrent maintenance spending is classified as capital spending.) The use
of the resources allocated toward maintenance, however, is not being optimized
because a large share of them are assigned to the state construction enterprises through
non-competitive contracts. These contracts would generally yield better value for
money if awarded competitively to the private sector.

4.44 A program to divest the state construction enterprises (COERCOs) already had
been initiated in 1994. But the process has been proceeding very slowly and needs to
be accelerated, so that the government's target to reduce the COERCOs' share of total
road contracts below 10 percent can be attained by 2005. This is a more efficient way
to develop the sector's implementation capacity than seeking to reform the COERCOs.

4.45 Nicaragua has approved all the enabling legislation needed to establish a Road
Fund, which is designed to ensure a steady, predictable stream of resources for road
maintenance. It now needs to complete this reform process as planned, by approving a
special levy on fuels to generate the revenues to feed the Road Fund.
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4.46 Considerable progress has been made in improving MTI's planning and
programming capacity with regard to prioritization techniques (which rely on the World
Bank's Highway Design Model), and paying adequate attention to maintenance and
environmental impacts. But it remains weak in (i) the ability to carry out road
condition inventories, (ii) seeking least cost solutions to engineering problems, and (iii)
procurement and contract management functions. The strengthening of MTI also needs
to be accompanied by a strengthening of the local consulting and contracting firms.
Although the primary responsibility for the latter resides with the private firms
themselves, MTI also has a responsibility in this area in terms of establishing a stable
and even incentive framework for all firms, and enforcing appropriate standards.

4.47 Sector projects financed purely with domestic resources need to be designed and
monitored better. Some of those programs, focusing on intensive maintenance of rural
road infrastructure, are included within the PRSP, but do not receive any external
funding. Improved project quality and oversight could help attract donor funds away
from higher cost rehabilitation solutions toward lower cost solutions, such as the rural
'adoquinado' program that is currently under development.

4.48 The specific recommendations emerging from these findings are:

* Prepare a program of technical assistance to develop MTI's capacity to carry out
condition inventories of the roads, design and implement annual and multi-annual
routine and periodic maintenance programs, and to seek least cost solutions to
technical and engineering problems associated with road and bridge maintenance;
para. 4.9

* Prepare and implement a plan to strengthen MTI's procurement and contract
management functions; para. 4.9.

* Develop MTI's capacity to monitor and enforce technical and safety regulations;
para. 4.12.

* Prepare a study to identify the roles and responsibilities of the key players in the
transport sector - including the division of responsibilities between MTI and the
municipal governments - to help foster an efficient sector development and avoid
duplication of efforts; paras. 4.13 and 4.14.

* Prepare a multi-disciplinary urban services study to assess an investment in
dedicated busways and complementary bike paths in Managua; para. 4.14 and 4.33.

* Train MTI staff to raise their awareness with respect to poverty reduction objectives
and to assess the impact of transport sector performance on the welfare of the poor;
para. 4.33 and 4.40.
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* Design and implement regulations regarding vehicle design and safety, driver
competence and exhaust emissions; para. 4.35.

* Develop a rural road policy and strategy framework that ensures the financial
sustainability for access road maintenance; para. 4.39.

* Complete setting up the Road Fund by approving a special levy on fuel the generate
revenues; paras. 4.8 and 4.39.

* Complete and implement the plan to gradually reduce the share of the state
construction companies (COERCOs) to less than 10 percent of all road contracts by
2005; para. 4.35.



Chapter V
THE INSTITUTIONS OF POLICY MAKING AND PUBLIC EXPENDITURES

5.1 The Nicaraguan Government's ability to shift the pattern of expenditure in the
direction of greater poverty-related spending under its Poverty Reduction Strategy
Paper (PRSP) can be said to depend on two factors. First, its room for maneuver: the
speed with which expenditures can be shifted will depend in part on the margin offered
by the rate of growth of the expenditure budget (which depends on economic growth,
tax administration, and donor resources), in part on the extent to which expenditures
are fixed in the short- medium term (for instance wages and debt service and "basic"
expenditures on security, justice, and administration, etc.). Second, the government's
implementing capacity: its capacity to make and implement policy consistent with the
PRSP.

5.2 This chapter will concentrate on the government's implementing capacity. It
will seek to understand how outcomes, in terms of the quality and quantity of public
services, are related to the institutions (or rules) that determine them, and what feasible
options might exists for improving rules and outcomes. Part A of this chapter will
characterize the outcomes in terms of three levels: aggregate fiscal discipline, allocative
efficiency, and operational efficiency. The institutions will then be viewed both in
terms of "broad policy" making and "narrow" management of public money. The two
are closely related: if policy making is what the head does, then public-expenditure-
management (PEM) is what the body does. Part B will characterize the ways in which
policy gets made - i.e. decisions on what public goods and services should be
delivered, how they should be delivered, and how they should be paid for. Part C, the
core of this Chapter, will describe and analyze the PEM system.6 It will do this from
an "input" point of view by discussing who has the authority to manage public money,
what the budget covers, and how is it formulated and executed. Finally, the chapter
will recapitulate the impact of policy-making and PEM institutions on outcomes and
draw some conclusions about possible policy reforms (part D).

5.3 As the analogy of head and body suggests, policy making and PEM are
complex organisms. We have a lot more to learn about these in the Nicaraguan case,
just as we have a lot more to learn about the nexus of less-than-perfect outcomes and
their relationship with the less-than-perfect institutions found in most developing
countries. Moreover, we need to resist the temptation, in the face of imperfections, to
prescribe technically sophisticated, all-encompassing "best-practice" solutions to
problems of public administration that rarely work in practice because they ignore local
realities.

5.4 The picture that will be painted, on the basis of the available information can be
summarized as follows:

* Public expenditure outcomes. First, Nicaragua has made substantial progress in
achieving aggregate fiscal discipline through improvements to its PEM system, but

60 This chapter does not cover the revenue side of public finance and contingent liabilities.
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levels of public debt continue to be unsustainable and there is continued reliance on
floating debt. Second, neither the broader policy-making system nor the narrower
PEM system are as effective as they could be in making priorities for the use of
public resources (allocative efficiency). Third, the PEM system and the public
administration more generally pays a low attention to ensuring that these resources
are used efficiently or for the purposes intended.

* Policy making: In spite of a substantial centralization of power, Nicaragua's
capacity for policy-making at the center of government is still too fragmented and
lacks access to good technical inputs. But it has been improving. Although it has
been instigated from outside and needs to become more "home-grown", the PRSP
process is contributing to this process. Policy making at the sectoral level is
variable, but typically weak. As in other very poor countries, donors are an
overwhelming presence each with their own objectives and, hence, sectoral
priorities. The resulting fragmentation of the policy making process in the country
is critical and one of the core problems of a weak PEM system. (Macroeconomic
policy-making, carried out in close cooperation with the IMF, is more effective.)

* Public expenditure management: In budget making and execution, the formal rules
and the restricted degree of information provided put the Executive in a dominant
position vis-a-vis the Assembly and the public. The Executive's ability to use the
budget as a rational management instrument, however, is compromised by the role
of the donors (including their tendency to keep some aid out of the budget and to
provide new aid after the budget has been prepared). The Government has been at
its most effective in maintaining overall macroeconomic equilibrium. But
fragmented policy making helps ensure that the budget does not credibly prioritize
spending. Moreover, since expenditure reporting by line Entities is not backed up
by effective systems of performance management or internal and external audit, and
since human resources in the public administration are generally of poor quality, all
indications are that operational efficiency, i.e. results on the ground, is poor.

* Some ideas for reform: As in any other country with low levels of development,
Nicaragua's human resource skills, its extreme dependency on external resource
flows, and the institutional incentives that typically drive behavior in the public
sector (such as low wages and motivation and opportunities for shirking or rent
seeking) place a limit on the speed with which reforms can be introduced and
become effective.
* While the Government should make every effort to improve donor coordination

(for instance by continuing to try to make sector-wide planning coordination
mechanisms effective), its best hope for alleviating this debilitating problem
probably lies in its efforts to strengthen its own role in policy making. SETEC
and the Ministry of Finance need strengthening. Many sectoral Entities need
stronger planning units and greater continuity in personnel (from the Minister
downward).

* Past experience of PEM reform in Nicaragua and elsewhere in Latin America
suggests that re-designing laws and improving technology will have a limited
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effect without improvements in human resources and incentives. These latter
improvements come slowly and piecemeal. Nicaragua needs a strategy of
reform that takes these realities into account, draws on the lessons of other
countries' reform efforts, and is based on a partnership between the
Government and donors.

* It would be premature to guess what might come out of such a strategy. But it
can be easily envisaged that better Nicaraguan control over the policy-making
process would be a key starting point for any reform. In addition, the Ministry
of Finance must gain the defacto authority (which it already has in law) to exert
greater discipline over the financial-management practices of government
Entities (for instance in the opening of bank accounts, in reporting, etc.), while
these Entities, on a selected basis at least, must upgrade their own capacities.
The government should also take steps to improve the quality and public
accessibility of information about the budget and its execution. It is these kinds
of practical steps, rather than changes in laws (which are not perfect, but are
adequate) which must be emphasized.

5.5 This chapter is not a blueprint for reform. It should be seen as a contribution -
not the first one- that will stimulate and inform a Nicaraguan debate on how to
improve policy making and PEM.6 '

A. Public-Expenditure Management Outcomes in Nicaragua

5.6 PEM systems and the institutions, or rules of the game, behind them should be
judged by their outcomes. The accepted modem practice is to envisage a desired
outcome in terms of performance at three levels: does a PEM system deliver aggregate
fiscal discipline, does it allocate limited public resources to their best uses, and does it
ensure the efficient use of these resources? The ideal characteristics typically
associated with these three levels can be summarized as follows.6 2

* Aggregate fiscal discipline would be evidenced by targeting (within an explicit
medium-term forecasting framework) and achieving a sustainable balance of
revenue and expenditure, any deficit being financed by sustainable debt. A failure
to achieve this discipline might be seen in a fiscal imbalance financed by excessive
formal debt (or bad debt terms), increases (or high variance) in floating debt, or a
"soft" budget constraint in the form of an elastic supply of aid from donors.

* Allocative efficiency results when the budget reflects government priorities, these
priorities represent an efficient use of public money, resources are moved over time
to more effective programs, and the budget is executed more or less as
programmed.

61 See Nordic Consulting Group (2000) for a recent review of the PEM system and Grady (2000) for a
recent review of public investment management in Nicaragua.

62 For an amplified summary see Box 1. The source to this Box (Schick, 1998) provides an excellent
guide to some modem thinking on PEM. Another good guide is World Bank (1998).
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Box 5.1: The Basics of Public Expenditure Management

Desired Outcomes of Public Expenditure Management
* Aggregate fiscal discipline: Budget totals should be the result of explicit, enforced decisions; they

should mot merely accommodate spending demands. These totals should be set before individual
spending decisions are made, and should be sustainable over the medium-term and beyond.

* Improving allocative efficiency: Expenditures should be based on government priorities and on
effectiveness of government programs. The budget system should spur reallocation from lesser to
higher priorities and from less to more effective programs.

* Improving operational efficiency: Agencies should produce goods and services at a cost that
achieves ongoing efficiency gains and (to the extent appropriate) is competitive with market prices.

Institutional Arrangements for Enforcing Aggregate Fiscal Discipline
* Rules: Limits on total spending (in some cases sectoral spending as well) are established before

individual spending bids are considered. Total spending must be consistent with these limits. The
limits may be expressed in money terms, relative to GDP, as rates of change, or in terms of: the
balance between receipts and expenditures. The limits are set for the medium-term (3-5 years) and
budget decisions are made within a medium-term expenditure framework.

* Roles: A strong Finance ministry is empowered to enforce the budget aggregates in bilateral
negotiations with spending departments and discussions in the Council of Ministers. The finance
ministry is the official scorekeeper of the budgetary impact of spending proposals and other budget
actions. During implementation of the budget, it may intervene to block (or notify the Government)
of actions that would cause the fiscal aggregates to be breached.

* Information: The medium-term expenditure framework provides a baseline for measuring the
budgetary impacts of policy changes. Throughout formulation of the budget, information is
provided on changes to the baseline. During implementation of the budget, spending is monitored to
ensure compliance with the Fiscal aggregates.

Institutional Arrangements for Improving Allocative Efficiency
* Rules: Spending limits are established for sectors or portfolios, and ministers are encouraged to

reallocate within these limits. Bids to reallocate must be based either on evaluative findings of
program effectiveness or on plans to evaluate policy initiatives.

* Roles: Strong capacity at center of government to define national priorities and objectives, and make
cross-sectoral allocations consistent with its medium-term expenditure framework. Strong sectoral
ministers with broad authority to reallocate within their areas of responsibility, subject to review by
Cabinet and/or Parliament.

* Information: Ministers and managers generate or receive information on the actual or expected
effectiveness of programs, as well as on the social outcomes ensuing from ongoing programs,
budget actions, and policy initiatives. They also receive information on the expenditure impacts
(relative to the medium-term framework) of authorized and proposed budget actions.

Institutional Arrangements for Improving Operational Efficiency
* Rules: Running (or operating) costs are cash limited, but managers are given broad discretion in

using these resources, including (in some countries) discretion to carryover unused funds or to
prespend a small portion of the next year's running costs. Running costs are progressively reduced
by a percentage equal to all or a portion of expected efficiency gains.

* Roles: Strong line managers authorized to determine the mix of operating resources within fixed
limits. Operating discretion devolved to subordinate managers, including those infield or regional
offices.

* Infornation: Budgeted outputs are specified in advance, and actual outputs are compared to the
targets. Costs are allocated (ideally, on an accrual-basis) to the activities responsible for them.
Information on financial and organizational performance is published in annual reports and other
documents.

Source: Schick (1998), Tables 1.1, 1.2, 1.3, and 1.4
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* Operational efficiency is achieved when public resources are used efficiently
and for the purpose budgeted.

5.7 A fourth dimension to performance, more institutional-political than economic,
is that PEM systems be democratically accountable: parliaments and the public should
be informed about budgets and budget performance and, where possible, involved in
decisions about the budget.

Aggregatefiscal discipline

5.8 The picture for Nicaragua is mixed. The 1990s was a period of macro-economic
stabilization in which expenditures and resource use came back into a reasonable
equilibrium. In some ways this indicates Nicaragua has achieved a reasonable level of
aggregate fiscal discipline. Indeed, it is true, as the subsequent discussion will indicate,
that the country's PEM institutions have established effective forms of expenditure
control to ensure that expenditures do not exceed agreed targets.

5.9 The consistently large gap between expenditures and Treasury revenues,
however, continues to indicate a heavy reliance on foreign aid disbursements. (In
addition, cash balance has also been achieved through changes in the level of floating
debt, as well as at the expense of a medium-term budgeting framework.) Moreover, as
Annex B (on fiscal sustainability) indicates, even with debt alleviation, the level of debt
may not be sustainable in the future. Nicaragua's inability to establish a sustainable
fiscal equilibrium may not be untypical of the group of highly-indebted countries. In
the Nicaraguan case, the problem of fiscal sustainability has less to do with expenditure
control and more to do with a weak capacity for debt management and with the politics
of the soft budget constraint that can be associated with aid to poor countries.

Allocative efficiency

5.10 The perception is widespread among donors, and shared by many inside the
government, that Nicaragua does not have an effective method of coherent policy
making, that the process of budget preparation is not well designed to ensure that
government priorities are reflected in planned spending, and that as a result public
money is not always used efficiently. On the other hand, in recent years, there has
clearly been a purposive shift in the resources devoted to the social sectors (see Chapter
on social spending) and there appears to have been some improvement in the
government's ability to execute the budget as planned. .

5.11 Other Chapters of this report provide some sectoral examples of poor allocative
efficiency. In spending on social protection, for instance, while the share of public
resources has increased in this area, there continues to be a lack of prioritization by the
government and little guidance for donors. Hence the area is covered by a plethora of
programs which fragments and duplicates the work. There is not much targeting of
these programs to some of the neediest beneficiaries, (e.g., children 0-5 years and street
children) or underfunded sectors (e.g., water & sanitation), while interventions are
often not the most cost-effective.
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5.12 Measurement of the volatility over time of budget allocations can provide some
partial evidence about allocative efficiency, in the sense that large year-to-year
variations indicate a lack of consistency in policy making. Table 5.1, using a simple
methodology developed in Dorotinsky, Knack, Manning and Kugler (2001), calculates
a measure of budgetary volatility for several four-year time periods from 1992 to 2001.
The Table reports the median value of year-on-year changes for 20 Budget Entities.
Thus, for instance, the 0.20 median value of variability in current expenditure for the
period 1992-95 indicates that on average Entities received 20 percent more or less than
they did in the previous year. The picture that emerges is one of decreasing volatility
in current spending allocations, but not so in capital spending. (This volatility in
capital spending is driven by the unpredictability of donor disbursements, a theme
touched on at several points in this Chapter.)

Table 5.1: Central Government Budget Volatility Over Time, 1992 - 2001
11992-1995 1994-1997 1997-2000 1998-2001

Initial Budget:
Current expenditure 0.20 0.16 0.13 0.14
Capital expenditure 0.29 0.33 0.30 0.31
Total expenditure 0.19 0.23 0.21 0.21

Executed Budget:
Current expenditure 0.17 0.13 0.12 n.a.
Capital expenditure 0.33 0.46 0.46 n.a.
Total expenditure 0.19 0.24 0.22 n.a.

Source: World Bank data base ( based on MHCP budget and execution documents
Note on method: Budgetary volatility over time is calculated as the median of the year to year
changes in each of 20 Budget entities over the preceding 4 years, where budget changes are
defined as the (absolute values of the) difference in shares in total expenditure (for each Entity)
from year n to year n+l, calculated as a proportion of the year n figure. As a simple illustration
of the calculations, suppose there were only three Entities instead of 20, and that only 2 years o
data were used rather than 4. Suppose the expenditures shares for defense, health and education
changed from 40, 30, and 30 respectively to 60, 10, and 20. The percentage changes from year I
to year 2 would be 50, 67, and 0 respectively. The median of these 3 percentage changes -
policy volatility - would be 50. (See the methodology developed in Dorotinsky, Knack,
Manning and Kugler, 2001.)
Coverage: The 20 entities consist of the 15 Executive-branch Budget entities and entities for four
independent branches (see Box 5.4) plus a residual category covering all Autonomous and
Governmental Entities and State Enterprises.

5.13 Table 5.2 puts Nicaragua in an international comparative context for the same
kind of volatility measure. It seems that Nicaraguan volatility is typical of the Latin
American & Caribbean region, whose volatility is worse on average than other regions
except Africa.

Operational efficiency.

5.14 There is a similar perception of inefficient, and at times, illegal use of funds.
This characterizes a public-expenditure management system where ex-ante controls on
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the uses to which funds are put and internal and external audit are weak. As the Chapter
on social protection indicates, for instance, large operational inefficiencies lead to high
costs, and perfornance is not monitored or evaluated. Lax controls are a principal
reason why many donors are unwilling to have their funds managed by the government.

Table 5.2: Average Budget Volatility in Different Regions
OECD (19 countries) 0.09
Middle East & North Africa (12 countries) 0.13
South & East Asia (13 countries) 0.17
Eastern Europe & Central Asia (17 countries) 0.22
Latin America & Caribbean (13 countries) 0.23
Africa (5 countries) 0.41
Nicaragua 0.23

Source: calculated from Dorotinsky, Knack, Manning and Kugler, 2001 (based on IMF
data). Note: For methodology see note to Table 5.1. Volatility is averaged across 14
functional classifications.

5.15 In recent years, a considerable amount of governance indicators, based on
perceptions of outside observers (such as business people and risk-assessment
companies) has become available. These indicators, albeit controversial, provide some
useful impressions of how national public institutions perform. Table 5.3 presents a set
of indicators for 25 countries of the Latin American & Caribbean region, for the period
around 1999, relating to:
* government effectiveness (a broad measure of public service delivery), where

Nicaragua ranks as the sixth least effective among the 25 countries;
* the effectiveness of the regulatory framework, where Nicaragua ranks fourth from

the bottom in the region;
* the presence of the rule of law, where Nicaragua is seventh; and
* the control of corruption, where Nicaragua ranks third from the bottom.

5.16 The credibility of the budget - do Budget entities receive the resources that
were indicated - affects both allocative and operational efficiency. Credibility can be
roughly indicated by the extent to which Budget Entities receive the resources initially
indicated. Budget statistics indicate a marked improvement in the credibility of the
initial budget in the 1990s. We illustrate this with two aggregate measures, the ratio of
the total executed budget to the initial budget and the standard deviation of the ratio of
executed budget to initial budget for each ministry (a measure of the extent of variance
around the average rate of execution). These measures are reported in Tables 5.4 and
5.5.
* In the aggregate, as the 1990s progressed, budgets came to be more accurate

predictors of actual total public expenditures (Table 5.4). Budget execution has
almost invariably been in excess of the initial allocation. At the beginning of the
decade, the rate of aggregate execution was volatile, especially for capital spending
(higher inflation accounting for much of this volatility). From 1996 onwards,
execution has been generally close to the initial budget. A high rate of execution of
the capital budget in 1999 reflected the effects of higher-than-planned foreign aid
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after Hurricane Mitch. The rate of over-execution was markedly higher in 2000
than in 1996-99.

* Like the rate of execution, the inter-sectoral volatility of execution, as measured by
standard deviations, fell in the second half of the 1990s (Table 5.5). In 1993, for
instance, the standard deviation was at its highest: the deviations of the 20 Entities
around the average rate of executed compared to initial Budget was an extremely
large 289 percent. This figure fell to 28 to 31 percent in 1996-99 and only three
percent in 2000. The volatility of execution of the capital budget, though it
improved, remains markedly greater than that of the current budget.

Table 5.3: Governance Indicators for Nicaragua and other LA C Countries
Government Regulator) Rule of Law Control of
lEfrectiseness Frame%orl Corruption

Haiti 13 20 5 51
Paraguay 18 105 47 16
Venezuela 24 75 49 40
Dominican Rep. 26 117 109 36
Ecuador 46 106 45 31
Nicaragua 47 62 43 29
Cuba 50 26 96 105
Jamaica 52 135 42 88
Honduras 57 73 29 18
Panama 68 156 66 58
El Salvador 70 165 50 65
Guatemala 72 111 18 30
Bolivia 73 145 69 60
Brazil 74 79 79 100
Suriname 77 37 41 95
Colombia 83 98 38 53
Guyana 89 91 83 94
Peru 103 130 56 82
Mexico 105 125 59 74
Argentina 109 129 108 75
Bahamas, The 112 144 120 114
Trinidad&Tobago 114 132 116 116
CostaRica 115 151 119 119
Uruguay 120 154 106 111
Chile 134 149 143 131
Total number of
countries ranked: 156 166 166 155

Source: World Bank Institute, Worldwide Governance Research Indicators Dataset (see also
http://www.worldbank.orl/wbi/governance/datasets.htm#dataset). This dataset, valid for the period
around 1999, was constructed by assembling a large number of independent data bases from different
sources and averaging them.
Note: The table ranks 25 Latin American & Caribbean countries, in the order of the "Government
Effectiveness" indicator and gives their overall ranks for the total of 156 to 166 countries in the dataset.
Higher values corresponding to better governance outcomes

5.17 Budgets have been formally amended, following the 1995 constitutional
amendment, in each year since 1997. We have data on the 1997, 1998, and 2000
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amendments. The amended budgets have been able to capture with reasonable
accuracy the spending increments that have typically taken place after the initial budget
was set. The largest exception to this was capital spending in 2000, which continued to
outstrip the modified budget. On the other hand, budget modification has not reduced
the volatility of execution, as measured by the standard deviations.

Table 5.4: Aggregate Budget Execution, 1991-2000 (in percent)
1,991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Modified Budget as percent of Initial Budget
Current expenditure 110 103 112
Capital expenditure 105 104 101
Total expenditure 108 103 107
Executed Budget as percent of Modified Budget
Current expenditure 105 101 99
Capital expenditure 98 96 111
Total expenditure 102 99 104
Executed Budget as percent of Initial Budget
Current expenditure 378 107 111 118 118 109 103 103 95 112
Capital expenditure 699 94 157 190 217 95 103 100 126 ill
Total expenditure 404 103 120 133 142 104 103 102 108 111
Source: World Bank data base ( based on MHCP budget and execution documents)

Table 5.5: Standard Deviation of Budget Execution in 20 Entities, 1991-2000
(percent)

11991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Modified compared to Initial Budget
Current expenditure 21 26 14
Capital expenditure 22 48 34
Total expenditure 21 24 16
Executed compared to Modified Buidget
Current expenditure 21 18 9
Capital expenditure 127 731 25
Total expenditure 15 30 10
Executed compared to Initial Budget
Current expenditure 95 18 325 272 16 31 27 7 13 2
Capital expenditure 10347 224 756 156 249 130 141 134 75 11
Total expenditure 139 33 289 183 66 28 31 19 31 3
Source: World Bank data base (based on MHCP budget and execution documents)
Note: The standard deviation measures, for any given year, the extent to which the percentage change in
allocations for each of the 20 Budget Entities (for instance, percentage change of Modified Budget
compared to Initial Budget) is dispersed around the average of overall change. Thus, for instance, while
the total Modified Budget for 2000 was seven percent larger than the Initial Budget (Table 5.2), the
standard deviation of 16 (Table 5.3) indicates that the average deviation of 20 Entities from the overall
seven-percent figure reported in Table 5.2 was 16 percent.



114

B. Policy Making

5.18 It is self-evident that the quality of policies is central to good budget outcomes,
yet the process of policy-making is not as well-understood as other aspects of public
administration. In this section, we briefly postulate the important arrangements and
resources that go into successful policy making, then review the current practice in
Nicaragua.

5.19 An effective system of policy-making requires authority, coordination,
expertise, and external sanction and control:
* A hierarchical decision-making process will decide on alternative policies and

reconcile alternative uses of public funds. Given the span of government, much
policy-making will need to be delegated, typically to the ministry level. Once
delegation occurs, a problem of coordination arises, and Cabinets (Councils of
Ministers) typically exist to ensure coordination. Depending on the constitutional
system, the structure of the executive branch of government may be more or less
"hierarchical" or "collegial". The more collegial the mechanism - for instance, the
more that there is real Cabinet debate of options - the more that policy ideas are
tested and benefit from consensus.

* Invariably a Ministry of Finance - sometimes also a separate planning office - will
be a central technical organ that relates policies to the budget.

* Expert advice (from inside and outside the government) is important: policy
alternatives can be designed and costed and choices between them recommended;
information and evaluations systems can analyze past outcomes and relate them to
future policy decisions.

* Planning capacities at the sectoral (ministerial) level are also important: it is at the
sectoral level that knowledge of different policy options is strongest.

* The capacity of the legislative branch and of civil-society organizations to critically
review government proposals provides checks and balances on policy making.

5.20 Power is centralized in Nicaragua. Its constitution gives the President strong
policy-making powers and affords the Council of Ministers (presided by the President)
a lesser role. In fact, the Council of Ministers' role remains undefined in the
Constitution and in Law 290 (Ley de Organizaci6n, Competencia y Procedimientos del
Poder Ejecutivo). Several entities, inside and outside the Presidency, have an
important role in designing and coordinating economic and social policy:
* The Ministry of Finance and Public Credit (MHCP) is responsible for the budget

and its execution, as well as for management of public credit, public assets, and
public servants.

* The Central Bank is responsible for monetary policy. It also takes the lead role in
management of the balance of payments and debt.

* The Technical Secretariat of the Presidency (SETEC), created in 1998, is
responsible for advising and coordinating in the area of economic & social policy.

* The Social Cabinet and the Economic Cabinet provides fora to coordinate
economic and social policy among the most important policy-making bodies at the
center of government. The Economic Cabinet formally consists of the Ministry of
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Finance, the Central Bank, the Ministry of Industry and Commerce, the Ministry of
Agriculture, the Ministry of Foreign Relations and SETEC, which plays a
coordinating function.

* Each Ministry has, under the Minister's direct control, a budget and planning unit.
* In addition, a National Council for Economic and Social Planning (CONPES), a

body with representatives of employers, workers, and cooperative and community
organizations, was created by the constitutional amendment of 1995 to provide the
government a consultative mechanism on economic and social policies.

5.21 This fornmal structure bears similarities to that of other Latin Amenrcan
presidential systems. But foreign donors, as in the other poorer countries of the region,
play a large role. The donors play a central role in financing and otherwise shaping the
provision of public goods and services. By the same token, the multiplicity of donors
provide a large constraint on Nicaragua's capacity to develop a unified policy-making
process.

5.22 This is not the case in macroeconomic policy making, where the IMF plays a
leading role, working closely with the Central Bank, in setting targets for Nicaragua
and where coordination between the IMF, the Central Bank and MHCP in
implementing this policy is close. But it is the case in sectoral policy making. The
World Bank and the IDB account for over half of donor disbursements in the 2000
Budget (Table 5.6) and play leading roles in formulation of sectoral policies.6 3 The
World Bank and the IMF, through the HIPC initiative, have been the principal
promoters of the PRSP. Total donor disbursements budgeted for 2000 represented over
80 percent of the capital budget and 38 percent of the total expenditure budget. The
European Union, Japan, Spain, Taiwan, the US, Germany, and the Scandinavian
countries are the most important regional/bilateral donors (Table 5.6).

Table 5.6: Share of Different Sources in Total Budgeted Donor Disbursements, 2000
(in percent)
International Bilateral and regional
organizations organizations

IDB 37.0%
World Bank 17.6%
Japan 7.5%
European Union 5.2%
spain s5.2%
Taiwan 4.6%
USA __ 4.0%
Germany 2 .2%
O~the_r bilateral aid (at least 8 countries) 9.5%
Other international organizations 4.2%
Other aid from regional organizations I 3.1%
Total _ 58.7% 41.3%

Source: Presupuesto General de Egresos 2000

63 An unknown amount of donor disbursements occurs outside the Budget (see below). We do not have
figures of actual capital expenditures by donor in 2000: for capital expenditures as a whole, execution
in 2000 exceeded the budget by 11 percent.
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5.23 The Secretariat for Economic Relations and Cooperation (SREC, in the
Ministry of Extemal Relations) is responsible for registering and coordinating
information on foreign-aid projects. SETEC is responsible for incorporating externally
funded projects into the Public Investment Plan. But the Government of Nicaragua has
no formal mechanism to coordinate the different donors.6 4 Ensuring that foreign aid is
consistent with national objectives is carried out in a more ad hoc manner at the
national and sectoral level.

5.24 Coordinating foreign aid is difficult because, of course, different donors pursue
different objectives. Their visions of good development practice may differ, for
instance, in terms of relative emphasis on different sectors or on the need to promote
different local actors. Some donors may give more priority to activities such as
environmental protection or low-cost housing than the government does. Some donors
may seek to promote civil-society actions rather than government. Donors are also
driven, to different degrees, by different domestic objectives for foreign aid, in addition
to a broad humanitarian agenda. Some pursue agendas that are at least partially driven
by elements external to the countries (as reflected for instance in country or regional
strategies). Some use aid to encourage Nicaragua's political support in the
international arena or to cement their own economic interests in the country.

5.25 The formal structure provides a weak but improving capacity to formulate and
coordinate policies at the central level, a task shared, de facto, among a triumvirate of
agencies which work reasonably well together:
* The Central Bank, as in many countries, is technically effective.
* MHCP has become increasingly effective in recent years in contributing to fiscal

balance in budget performance. But its capacity for contributing to sectoral
coherence in policy-making is weaker, as too is its capacity for debt and personnel
management.

* SETEC has rapidly established itself as an effective administrator of the investment
budget, with a growing technical capacity for making sectoral choices, though the
dominant role of donors severely limits it from exercising that capacity fully.
Hitherto, SETEC has not been very active in its broader remit to advise on and
coordinate economic and social policy. However, its part in the preparation of the
PRSP indicates that it could increasingly step into a broader policy-making role.

These three agencies make their impact more in the areas of macroeconomic policy and
projects - both areas where external donors play central roles - than in the area
affecting recurrent and maintenance spending, In this latter area, because the Council of
Ministers is not a strong player, the Presidency plays a dominant role.

5.26 The Ministries generally provide a weak link in the policy-making process.
With some exceptions such as the Social Investment Fund (FISE), their information
bases and their capacities to plan and to coordinate with other actors in the same sector

64 "Ministries and other institutions are free to put together project proposals without consulting anyone
or receiving approvals and then to shop them around the donor community without keeping anyone at
the central government agencies even informed." (Grady, 2000, page 11)



117

are weak.65 The typically short duration of ministerial appointments is part of the
problem: Ministers tend to stay in a particular Ministry for such a short time that their
objectives may be more oriented to shorter-term political considerations than to longer-
term sectoral issues.

5.27 The outcome of the strong presence of poorly coordinated donors, reinforced by
weak sectoral agencies, is twofold. First, prioritization of policies and expenditures at
the sectoral level is weak. Second, a wedge is driven between the recurrent budget
(financed by Treasury funds, mostly taxes, and administered by MHCP) and the
investment budget, largely funded by donors (and administered by SETEC) - the
familiar picture of "dual budgeting" in poorer countries.

5.28 In the Nicaraguan context, the PRSP offers both potential weaknesses and
strengths as a planning process. Its strengths are that it does a good job of providing a
complete vision of a feasible path for economic and social policy, that it has secured a
good measure of domestic and international buy-in, and that it thus has a potential for
attacking the problem we have indicated of fragmented policy making. Its weakness
are: that it has not clearly acquired the endorsement of the highest political levels in the
Government; and that, even if it has been domestically generated to an extent, it is a
donor-driven process that has as yet shallow Nicaraguan roots: it is not embedded in
Nicaraguan legislation, it is not formally integrated with the budgeting process, and
there are no provisions, as yet, for updating it.

C. The Public Expenditure Management System

C. l. The Authority for Managing Public Money

5.29 Legislative instruments for public expenditure management. These are
contained in various laws and regulations listed in Box 5.2. The basic legislation
governing the cycle of budget and expenditure is shared between a Budget Regime
Law (last revised in 1991) and the annual Budget Law. The provisions are basically
clear, but the two could usefully be consolidated to form a more comprehensive budget
framework law. (This is not a priority.) In addition, there are some contradictions
between various legal instruments, notably in the rules that allow flexibility in budget
execution and that clarify the requirements for donor disbursements to flow through the
budget. (For instance, the constitutional reform of 1995 reduces some of the
executive's powers to execute the budget flexibly that are enshrined in the Budget
Regime Law, but the relevant provisions have not been repealed.)

5.30 Attributes and powers of different branches of government. The Budget
Regime Law requires an annual Revenue Budget and Expenditure Budget. The
Revenue Budget covers Treasury direct government revenues - from taxes, charges,
and fees, etc. - only. The annual Budget Law indicates the sources of the net

65 For examples in the areas of social protection and rural development see the sectoral Chapters of this
report. Poor intra-sectoral coordination results, for example, in the construction of infrastructure
which cannot subsequently be used or maintained.
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financing requirements, i.e. the difference between the totals of the two Budgets.
These sources (which are thus not formally part of the Revenue Budget) are principally
"External Donations", which includes grants and loan disbursements (all external loans
are on concessional terms), and internal financing (which in 2001 is expected to come
mainly from the privatization of ENEL), less amortization.

Box 5.2: Laws and Rules Governing Public Expenditure Management in Nicaragua:

The major formal rules that guide public expenditure management are as follows:
* Articles 112-115 of the 1987 Constitution (as modified in 1995) fix the broad responsibilities of the

Executive and the Assembly in the budget process.
* The Budget Regime Law (Law 51 of 1988, as modified by Law 136 of 1991) establishes procedures

for the formulation, approval, execution, audit, and evaluation of the budget.
* The Annual Law of the General Budget of the Republic(Law No. 377 for the 2001 Budget and No.

327 for 2000): specifies the Revenue and Expenditure Budgets (including the precise modifications
that the Assembly has made to the draft Revenue and Expenditure Budgets submitted by the
Executive) and how the deficit is to be financed; and expands on the general rules laid down in the
Budget Regime Law. These general rules have been similar in the Annual Law from year to year.
Thus the Budget Regime Law and the Annual Law together provide the framework of rules, and
their could be some consolidation.

* Since 1997, the National Assembly has passed, at the Government's request, a Law to Modify' the
Annual Law of the General Budget of the Republic (see Law 367 for 2000 Budget). This law,
passed near to the year's end, incorporates the Govemment's requests for changes in the budget, as
well as the modifications that have occurred under the President's authority (such as additional
donor funding). For instance, for the 1999 budget, a law tabled in December 1999 incorporated the
additional extemal resources obtained in 1999, as well as the expenditure resulting from an August
readjustment of the minimum salary.

* The Ministry of Finance issues an annual Regulation for Budget Execution and Internal Audit which
provides detailed instructions to government budget Entities (i.e. other branches of government,
ministries, and autonomous institutions).

* Presidential Decree No. 44 of June 1998 establishes the legal and organizational basis for SIGFA.
A number of manuals and rules (or budget formulation, modification, programmning, monitoring &
evaluation, and internal audit) have been developed under the SIGFA program, though it is not clear
to what extent they are in use.

* The Law for State Purchasing (Law 323 of 1999, modified by Law 349 of 2000 and regulated by
Decree 21 of 2000) establishes the regime for public procurement.

* The regime for external audit is established by the Organic Law for the General Comptroller of the
Republic and the System of Government Audit (1980, modified by Law 361 of 2000). The
constitutional amendment of 2000 (Law 330) changed the Comptroller's office from a single head to
a five-person board. The CGR issued Technical Regulations of Internal Audit for the Public Sector
in 1995.

5.31 Nicaragua's Executive has powers of proposing and executing the budget that
are similar to other Latin American countries, with the same tendency towards a
relatively circumscribed role for the legislature (in the name of strengthening the
Executive's capacity to control the overall fiscal balance). Nicaragua's Assembly
cannot increase expenditures without providing for increased resources, and it would
have to provide for any increased tax revenues through separate legislation. In
addition, the Assembly cannot change expenditures on personnel remuneration,
pensions, debt servicing, or legal obligations, i.e. the principal fixed-cost elements.
Each year, in practice, the Assembly makes only marginal modifications to the
Expenditure Budget and no modifications to the Revenue Budget. In the 2001 budget,



119

the expenditure modifications represent one percent of the total budget, and are
dominated by the provision of modest sums for the Municipalities and for Deputies to
spend on local works.

5.32 Flexibility in executing the budget and authority in modifying it - and the roles
in this of the Executive and the Assembly - are not always clear.
* According to a constitutional amendment of 1995, the Assembly must approve any

proposal to increase or reduce specific budget expenditure line items , to reduce
direct government revenues, or to transfer expenditures between institutions.66 (As
a result, a Law to Modify the Annual Budget Law has been passed each year since
1997 - see Box 5.2.) But the various budget laws limit the powers of the Assembly
(in some cases, in ways that appear to contradict the Constitution).

* The 2001 Annual Budget Law (Art. 8) establishes that congressional approval is
needed to spend funds from external debt relief, which must be used for programs
with social impact. For this, MHCP must prepare a corresponding draft Law.

* According to the Budget Regime Law, the President can increase or decrease the
Budget for reasons of war, natural disaster, or new, unbudgeted donations for
specific projects, and has to periodically inform the Assembly of these
modifications. For instance, the budget changes necessitated by Hurricane Mitch in
1998 were effected through a Presidential Decree.

* Specifically on unbudgeted donations, the 2001 Budget Law allows the subsequent
incorporation of grants, in money or kind, or disbursements of concessional loans
(which must have already been approved by the Assembly) into the budget. Such
modifications need to be reported, after the fact, to the Assembly, and this is done
through a quarterly report from the Ministry of Finance.

* The Ministry of Finance can authorize transfers, within a budget Entity, between
types of expenditure, programs, and (with SETEC's consent) projects within an
Entity, but cannot transfer funds from investment to recurrent expenditure.

5.33 The Constitution and various laws and practices mandate that certain revenues
or expenditure are reserved for certain priorities, thereby reducing the flexibility of the
budget. (See Box 5.3 for a list of earnarking practices.) The Constitution requires that
six percent of the budget go to the universities and 4 percent to the judiciary. The
municipalities and the tax and customs agencies enjoy legally earmarked funds.
Government Entities are allowed to retain for their own use miscellaneous fees and
charges. Actual budget allocations are a matter of interpretation - should the Revenue
or the Expenditure Budget be the denominator? - and negotiation. But in total, these
reserved uses of funds are significant, accounting for 21 percent of the 2001 Revenue
Budget and 13 percent of the Expenditure Budget. Identifying the scope for reducing
the level of earmarking would require more study. Some of the earmarking might be
justified by the incentive it provides for raising revenues. This is notably the case of

66 The constitutional amendment abrogated, defacto, a provision of the Budget Regime Law allowing
the President to move expenditures between institutions (and from the category of "Unforeseen"
expenditures) within the Executive, as long as he informs the Assembly. These "Imprevistos" may
be no more than 10 percent of total expenditures. This figures was 0.7 percent in the draft 2001
budget and a negligible part of the budget as approved.
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the Directorates General for Customs and Taxes, which can retain a set share of the
taxes they collect (Box 5.3). Other earmarking might be at such a low level that it does
not effectively distort expenditure patterns. Such could be the case for the
municipalities. On the other hand, earmarking funds at the relatively generous level
that the universities enjoy has little economic justification.

Box 5.3: Funds Earmarked in the Budget

* The Constitution and various laws and practices mandate that certain revenues or expenditure are
reserved for specific uses. The Box Table indicates the share of such uses, as actually allocated, in the
2001 budget.

* The Constitution (Article 125) requires that universities receive six percent of the budget (without
specifying whether this is the Revenue or Expenditure Budget). In the 2001 Budget the universities
received 6. 19% of the Revenue Budget.

* The Constitution requires that municipalities are allocated a "sufficient percentage" of the budget . This
figure was set by law as one percent. In the 2001 budget they received, as a result of the Assembly's
change to the draft budget, one percent of the Revenue Budget.

* The Constitution (Article 159) requires that the Judiciary receive at least four percent of the budget
(without specifying whether this is the Revenue or Expenditure Budget). In the 2001 Budget, the
Supreme Court received 4.6 percent of the Revenue Budget and 2.7 percent of the Expenditure Budget.

* A 2000 law providing autonomy to the Directorates General for Customs and Tax (Law No. 339,
Article 19) specified that each would receive a budget allocation of three percent of their respective tax
collections (reducing to 2.5 percent after 5 years). In the 2001 Budget the Customs and Tax
Directorates' respective budgets are 5.7 and 3.0 percent of their projected tax collection.

* Govermment Entities can retain for their own use miscellaneous fees and charges (Rentas con destino
especifico). It is thought that many of these own funds do not flow through the budget, but those that do
account for almost three percent of budgeted 2001 expenditures. (In addition, the 2001 budget law
allows the police to retain half the fines they levy)

Box Table
Mandated Expenditures as Percent of 2001 Budget

Revenue Budget Expenditure Budget
Universities 6.2% 4.1%
Municipalities 1.0% 0.6%
Corte Suprema 4.6% 2.8%
DGA (Customs) 1.8% 1.1%
DGI (Taxes) 1.8% 1.1%
Entities' own funds 4.7% 2.8%
Total 20.9% 12.5%

C.2. The Budget: Coverage and Information Provision

5.34 In principle, the budget covers all income and spending of the Central
Government. In practice coverage is incomplete, in terms of whether the income and
spending flow through the budget and, even if they do, whether they flow through the
Treasury. The under-coverage in the budget occurs in two areas, external funding and
Entities' own resources.
* The treatment of disbursements on grants and loans from donors is a legislative

gray area (see Nordic Consulting Group, 2000, page 14). According to the annual
budget law, all internal and external donations should flow through the budget.
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But both the Finance ministry's annual Regulations for Budget Execution and
Audit and the CGR's audit regulations explicitly envisage that this may not always
happen.67

* In practice, whether these external disbursements flow through the budget and the
Treasury depends on what is specified in each grant or loan agreement, and this in
turn heavily depends on the donor. As a result, an unknown part of donor
disbursements are management outside the budget and are allowed to apply their
own administrative rules (particularly disbursement and audit practices). Of the
disbursements that flow through the budget, a part does not go through the single
Treasury account.

* Government Entities' retained income from miscellaneous fees and charges are
supposed to go into a Treasury account. In practice, Entities collect some of these
funds in Bank accounts that are not reported to the Treasury, and hence are not in
the budget.

There is no consolidation of the general government budget. Budget reporting from
local governments is poor, with the exception of the Municipality of Managua.

5.35 The information content (including classifications, ability to track expenditures)
of the budget: The Budget Regime Law mandates that the budget include objectives,
goals, and programs, but leaves the Ministry of Finance free to adopt the structure and
classification it wants. Box 5.4 lists the main classifications 'currently used in the
Budget. The Budget document is dominated by chapters presenting the expenditures
by Budget Entity, i.e. 15 Entities and various Autonomous and Governmental agencies
in the Executive and four Entities in other branches of government. These chapters
provide a useful overview of the Entities. In addition to information on expenditures
by detailed line item ("Purpose of expenditure"), by sources of funds, and by project,
the chapters list the agency's organizational chart, policy objectives, personnel by level,
programs, and program indicators.6 8 But there are some shortcomings:
* There is no historical information on budgeted or executed expenditures, hence no

frame of reference for new expenditure proposals that the National Assembly (or
the public) can use.

* The work of the 19 Budget Entities is divided into 108 Programs. (For instance, the
Ministry of Education has 10 Programs, of which six are for final outputs -
Primary, Secondary, Pre-school, etc. - and four are for administrative, coordinating
and support tasks.) While the Program basis provides useful information on how
the Government plans to spend its money, no subsequent use (i.e. in reporting on
execution) is made of the Program categorization and there is no reporting on
performance according to the targets indicated. While much of the planned
expenditure is clearly laid out, large amounts of information are hidden or opaque.

67 For instance, Article 8 of the 2001 Regulations states that all external donations or loans must pass
through the Single Account (CUT), but in those cases where donor or lending institutions express a
desire to administer the funds outside the CUT, the Budget Entities are required to inform the
Treasury and the DCG about the funds they have received.

68 Basic information for the 2000 Budget, less the detailed line items, appeared on the Ministry of
Finance Web page (http://www.hacienda.gob.ni/), but information for the 2001 Budget has not yet
appeared. The Government makes little other effort to provide public information on the budget or
its execution.
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Box 5.4: Budget Classifications

The annual budget law presents expenditures classified in the following dimensions:

Institutions (page 280 of the 2001 Budget):
* There are 19 budget Entities: 15 from the Executive branch (12 ministries, the Presidency, INIFOM

(Nicaraguan Institute for Municipal Development), and the Public Prosecutor); and four
independent branches (Assembly, Judiciary, Supreme Electoral Council, and CGR).

* 20 Autonomous & Governmental Entities and four State Enterprises receive capital and current
transfers from the central government (as well as, in some cases, donor funds and own funds).
Their budgets and public expenditure management are subject to the budget laws (i.e. they have to
present budgets and execute and report according to the Budget Regime Law and annual budget
laws). The annual budget law presents the budgets of these 24 Entities (in Annex), but does not
consolidate them with that of the central government.

* Various other private and public institutions and funds - over 20 in the 2001 budget - receive
capital and current transfers from the central government. These include, in rough order of
importance, the universities, UCRESEP, FISE, various commissions, worker indemnity and export
funds, regional governments, and NGOs. These institutions and funds must report on the use of
these funds, but do not present budgets according to the Budget Regime Law and annual budget
laws. A large number of schools receives similar current transfers, as part of the Ministry of
Education's budget.

Programs and Projects (see each chapter of the 2001 Budget):
* The total expenditure budget of the 19 Entities is divided into 108 Programs, with objectives and

physical goals identified in the budget law. Each Program is contained within a single Entity.
* All capital costs are assigned to Projects or "Other" (smaller capital works). The 19 Entities have

261 Projects in the 2001 budget (all of them sitting inside Programs), while another 104 Projects
were in Autonomous & Governmental Entities.

Sources offunds:
* Treasury Resources and Entities' own funds (Rentas con destino especifico) are funds that come

from the Revenue Budget.
* External Donations - disbursements of grants and (concessional) loans from foreign donors - are

part of the Net financing requirement.
Classification by Purpose of Expenditure (Economic Classification of expenditures) - three of the nine
Groups (4, 6, and 7) account for capital expenditures, the other six for recurrent (pp. 280 and 279 of the
2001 Budget). The basic budget line items (Renglones) are presented under this grouping.
1. Personnel services (Servicios personales) (recurrent)
2. Non-personnel services (Servicios no personales) (recurrent)
3. Consumables (Materiales y suministros) (recurrent)
4. Equipment (Bienes de uso) (capital)
5. Current transfers (Transferencias corrientes) (recurren)
6. Capital transferi (Transferencias de capital) (capital)
7. Financia investments (Activos financieros) (capital)
8. Debt service (Servicio de la deuda) (recurrent)
9. Other costs: unforeseen (Otros Gastos: imprevistos) (recurrent)

Functional Structure of Expenditures (page 282 of 2001 Budget) - the expenditures of the roughly 70
Budget Entities, Autonomous & Governmental Entities, State Enterprises, and other private and public
institutions receiving Budget funds are grouped into four headings, with a fifth for debt service:
* Social services
* Infrastructure and production
* Defense and security
* General services
* Public debt service
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* There are 22 budget lines (excluding budget lines under personnel costs and debt
servicing), out of some two thousands budget lines in total, that individually
accounted for more than 0.5 percent of total expenditure in the 2001 Budget.
Together they accounted for 40 percent of total expenditure. These large budget
items are concentrated in capital investment: Equipment (Bienes de uso, 19 percent)
and Capital Transfers (17 percent). There is little indication about the use to which
these large amounts of funds are put (for instance, almost seven percent of the
Budget consists of capital transfers as unspecified "support to the private sector").
Moreover, in the case of capital transfers to Autonomous and Government Entities
and State Enterprises, it is not clear which organizations are the recipients. The
Ministries of Education, Transport & Infrastructure, and Health are the major
beneficiaries of these large budget lines. A single budget line in the Ministry of
Transport and Infrastructure, "Construction of goods in the public domain",
accounted for almost 10 percent of total expenditure budgeted for 2001.69 In
addition, some important categories of expenditure, notably activities of FISE and
the use of FSS, are scattered all over the budget.70

* The practice of large unspecified capital transfers is associated with the fact that a
large, but unknown, amount of donor disbursement is miss-classified as capital
expenditure, when it is actually recurrent.

* There is no information in the Budget document about macroeconomic prospects
and their link to revenues.

C.3. Formulating the Budget

5.36 The sequence of events for budget formulation that occurs, in principle, in July-
December of each year, is laid out in Box 5.5.
* In July, MHCP and Central Bank establish the budget policy framework the within

the framework of the three-year Poverty Reduction and Growth Framework (PRGF
- formerly the Enhanced Structural Adjustment Program, ESAF). Thus the IMF
has a key influence at this stage. This framework dictates the overall limits on
current and investment expenditure, and detailed budget preparation is then
accordingly bifurcated.

* In a May-July cycle, DGIP, within SETEC, prepares the Public Investment Plan
(PIP - see Box 5.6), on the basis of information from the sectoral Entities. An inter-
ministerial committee, CTI, coordinates the process and endorses the PIP which is

69 Clearly, a greater breakdown of capital transfers and the use of codes to classify destinations of
transfers would have been helpful. The annual Budget publication uses a 6-digit code to present line
items, indicating in the first three digits the classification by purpose of expenditure (see Box 4) and
in the last three more specific information on the use of the expenditure. These last three digits are
mostly useful in indicating the use of current transfers, but are hardly used in capital transfers. For
instance current transfers from the Ministry of Education list over 750 line items (mostly indicating
specific educational institutions) and total C$531 million; capital transfers total C$463, and this
figure is broken down into only four line items, one of which represents 99 percent of the total.

70 As the Chapter on tracking of HPIC funds indicates, the presentation of FSS in the Budget is
particularly problematic: FSS is a source of funds, not a project, and the Budget document gives no
sense of how FSS contributes to different projects.
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finally sent on to the Economic Cabinet and the MHCP. While DGIP has sound
procedures and a good information system, the system has several weaknesses. The
PIP fails to capture all donor flows (an estimated 20 percent of such flows either are
reported only after completion of the PIP or are never reported.) Technical analysis
takes a back seat to availability of donor funds as a criterion for a project's inclusion
in the PIP. There is no calculation of the medium-tenn implications of investments

Box 5.5: Preparing the Budget

Budget preparation proceeds in several more or less consecutive stages, with the current practice as
follows.

1. Defining the budget policyframework
* The MHCP and the Central Bank establish, by mid-July, a macro-fiscal framework comprising

projections of revenues and internal and external financing, macroeconomic targets, and public-
sector employment and salary targets.

* MHCP sends a letter, in the second half of July, to the Budget Entities laying out the budget policy
framework, with global spending guidelines, plus some broad sectoral priorities, as agreed with the
President. At this point, MHCP does not indicate a specific ceiling for each Entity.

2. Detailed programming of projects and recurrent expenditures.
* DGIP, in SETEC, begins preparation of the Public Investment Plan (PIP) in May (see Box 5.6). The

Plan is prepared based on expected donor disbursements and a global ceiling of Treasury resources
(mainly for counterpart funds) given by MHCP. Around the middle of August, SETEC sends the
approved PIP to MHCP.

* Based on the broad directives in the MHCP's letter, the Entities formulate their budget proposals
and send them to MHCP by the beginning of September.

3. Putting together the draft Budget
* MHCP considers the proposals on the basis of a ceiling it establishes for each Entity using criteria of

last year's Budget, the prior record of execution, and the government's new policy orientations.
MHCP then discusses the position with the Entities in thefirst half of September.

* By the first week of September, MHCP finalizes its pre-draft Revenue Budget and debt-servicing
estimates.

* By the third week of September, MHCP revises, and ensures consistency between, its pre-draft
Revenue and Expenditure Budgets.

* The President and the Economic Cabinet consider the pre-draft Budget and decide on it by the end of
September.

* MHCP finalizes the draft Budget and sends it to National Assembly by October 15, as stipulated by
law.

4. Passage of the Budget Law
* Within 15 days of sending the draft Budget, the Government must present it to the plenary of the

National Assembly. The draft then goes to the Budget Committee, which confers with MHCP, then
sends an Opinion to the plenary. The National Assembly, meeting on ordinary session until
December 15, considers, amends, and passes the Budget

* Each Budget Organ prepares sectoral budgets by the beginning of September. The
instructions for the 2001 Budget effectively set specific sectoral spending ceilings
by specifying that overall spending was not to exceed 2000 levels and that new jobs
should not be created or salaries raised (except for teachers and health workers).
The instructions also emphasized social priorities. Typically, the planning units of
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the sectoral Entities are weak (with partial exceptions such as FISE and the
Ministry of Transport).

Box 5.6: The Public Investment Program

The Public Investment Program (PIP) is the investment budget, and preparation of the PIP is an integral part of the
Budget preparation process, but within a self-contained cycle (See Grady, 2000). The PIP is prepared within the
National System for Public Investment (SNIP). The Nicaraguan govermment created the SNIP, under the leadership
of a Directorate General for Public Investment (DGIP), in the early 1990s. In 1998, the SNIP and DGIP fell under
the responsibility of the newly created SETEC, in the Ministry of the Presidency. An inter-ministerial Technical
Committee for Investment (CTI) coordinates the PIP between the Presidency (SETEC, which presides the CTI), the
MHCP, the Central Bank, and the Ministry of Foreign Relations (through its Secretaria de Relaciones Econ6micas y
Cooperaci6n, SREC). DGIP prepares the PIP, and CTI endorses it. It is rare that the PIP is subsequently changed
by the Govermment.

The stages of preparing the PIP, in a cycle that stretches from May to early August, are as follows:
* MHCP and the Central Bank set, within IMF-approved limits, the ceiling on Treasury funds for investment

(including counterpart funds), while the Central Bank monitors the observance of limits, also agreed with the
IMF, to debt servicing. On this basis, DGIP fonns (in May-June) a first draft concept of projects to be
included.

* At the same time, the sectoral Entities submit requests for financing existing or new projects. In practice, the
information provided is often deficient (notably on rates of retum, medium-tenn recurrent-cost implications,
environmental data). In particular, donor projects requiring no counterpart funding often escape the system
entirely.

* DGIP then subjects the requests to analysis, based on criteria of suitability for the public sector and expect 2d
rate of return.

* DGIP discusses its PIP recommendations with CTI (on a continuing basis in June and July), then with rhe
sectoral Entities (in July).

* The final proposal for the PIP is strongly based on criteria that emphasize the existence of projects, especially
donor-funded, that have already started and the availability of donor funds for new projects. Technical criteria
are, defacto, subsidiary.

* The PIP is presented to the Economic Cabinet (in July). DGIP then incorporates the required modifications and
submits the final PIP to MHCP (in August). (It is also presented to CONPES.)

DGIP has good, if sparse, human resources. Technical analysis is sound and there is a well-established infonnation
system (Banco de Proyectos).

DGIP is also responsible for monitoring and execution of the PIP and evaluating results. It devotes considerably
fewer resources to these activities than to preparation.

The PIP faces the following problems:
* Not all donor projects go through the PIP process: new projects introduced after the PIP is completed are not

analyzed; somne projects never enter the Budget. These omissions may account for as much as 20 percent of
investments, according to DGIP estimates.

* Selection criteria are dominated by the availability of donor funds, rather than technical analysis.
* Responsibility for monitoring execution is unclear between DGIP and MHCP.
* There is no clear responsibility (as between SETEC, MHCP, and the Ministry of Foreign Relations) for

coordinating foreign donors, hence DGIP and MHCP do not have access to complete infonnation and are
subject to "fait accompli" by the Ministries.

* The SNIP continues to lack a solid legal framework, and this may compound the problem of ministerial
compliance in the coordination of public investnent and related donor activities. The government has for
several years been working on this, and a draft Decree is currently being revised.

* The system does not calculate the medium-tenn spending implications of projects.
* In spite of fonnal requirements, there is little assessment of the environmental impact of projects (except for a

few large projects).There is a lack of sectoral investment strategies (except roads and water & sewerage).
* DGIP lacks resources for analysis, evaluation, and training.
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* MHCP considers these sectoral proposals in the light of ceilings it draws up for
each Entity based on incrementalist criteria (i.e repetitive budgeting), then discusses
the proposals with the Entities. There is more room for discussion of options for
projects than for recurrent spending, but in practice the sectoral Entities (and the
Council of Ministers) have limited influence in the decision-making process

* MHCP presents consolidated pre-draft Revenue and Expenditure Budgets to the
President and Economic Cabinet, who make a decision by the end of September.

* The President sends the draft Budget to the National Assembly by October 15. The
Assembly has limited information on the Budget (see para. 5.35), limited capacity
for budgetary analysis, and limited options for changing the Budget (see para.
5.31). Typically, it changes one to two percent of the Expenditure Budget. The
Assembly is not always able to pass the Budget law by the end of the year.

5.37 From this description, it is clear that the current budget-formulation process, as
in many countries of the Latin American region, is dominated by concerns of aggregate
fiscal discipline. In the process, funds are allocated on a largely incremental basis, with
little room for considerations about prioritization of expenditures (see also Nordic
Consulting Group, 2000, page 18). Preparation of the PIP (i.e. the investment budget)
is a partial exception. SETEC has the capacity, tools, and procedures for prioritization
(unlike most of the ministries), but its role in prioritization is vitiated by the de facto
preponderance of donors in investment decisions. The PIP is well integrated into the
budget cycle from the viewpoint of aggregate fiscal discipline, but from the viewpoint
of prioritization it constitutes, as in many aid-dependent countries, an unintegrated
enclave, in two senses. First, it substitutes in part for the failure of planning-and-
coordination units at the ministerial level. Second, there is virtually no effort to
calculate, let alone act on, the implications of today's investments for tomorrow's
recurrent expenditure.

5.38 Finally, it also appears that, reflecting the above, there are weak and strong
players in the budget process. The Central Bank and the IMF are strong in decisions on
aggregate fiscal discipline. The MHCP technically dominates the budget process, but
is not as strong as it might be on macroeconomic or debt forecasting and analysis.
SETEC is technically strong, but it is also institutionally fragile.71 It can only play a
marginal role in affecting public investment priorities. The ministries are generally
weak in planning. The Economic Cabinet plays a role in aggregate fiscal discipline,
but neither it nor the Council of Ministers plays a role in prioritization of expenditures.
There is a vacuum in two areas of central-government coordination: donor coordination
and a capacity for inter-sectoral prioritization. In the end, it is probably only the
President who can at present play a strong role in allocative decisions.

71 SETEC is currently run almost entirely by consultants, rather than a permanent civil service staff.
Lacking an "organic law", it has a tenuous legal existence: there are no institutional safeguards to
prevent a new President from abolishing SETEC and allowing consultancy contracts to run out. A
Decree has been drafted to strengthen the legal foundations of the National Investment office (SNIP),
as one important area under SETEC's umbrella.
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C.4. Executing the Budget

5.39 The Legislative, Judicial, and Electoral Powers and the Universities are
responsible for executing their own budgets.72 The Executive Power is responsible for
executing its own budget (including that of autonomous bodies and governmental
Entities). MHCP controls the execution process, DGP ensuring that execution
concords with the budget, DCG that transactions are registered, and the Treasury that
payments are made. SETEC is accorded some co-responsibility for monitoring
execution of the PIP.

5.40 Controlling aggregate expenditure. Budget execution is reported on the basis
of payment orders ("ordenes de pago"). MHCP programs all budgeted expenditures
(i.e. does not hold back any reserve). During the course of the year, the cash situation
is continuously reviewed and any necessary adjustments are made (by slowing
commitments or paying late), in order to maintain quarterly cash targets for revenue
and expenditure. The arrangements for managing cash to maintain fiscal equilibrium
have improved, but continue to rely considerably on floating debt, which represented
about 2 percent of GDP in end-2000.

5.41 Budget treatment of donor funding is a problem that merits particular attention.
Part of the problem is poor planning and/or inconsistent provision of information by
Budget Entities to MHCP. The initial Budget fails to record large amounts of such
funding because the donors have not yet announced it. Some of this funding then gets
included in the modified Budget. Some funding is only reported when it is spent (i.e. at
the execution stage), and may well sit around, unannounced in ministry bank accounts,
till this happens. And some is never reported. Most of this reporting concerns cash
commitments and disbursements, but some Entities also report the cash value of in-
kind assistance (such as technical assistance). As an example of the problem, one
estimate for a sub-set of countries has put the funds that are reported in the executed
Budget as 60 percent of their total aid. Another part of the problem is that the reporting
formats of the MHCP and the Secretariat for Economic Relations and Cooperation
(Ministry of External Relations) are too different to be used for the purposes of
reconciliation. MHCP receives data from the Entities that largely pertain to cash, while
SREC reports on cash, in-kind contributions, and flows to non-government
organizations in a way that is difficult to sort out.

5.42 The Treasury has, since 2000. operated a Single Account in the Central Bank
for managing cash (Cuenta Unica de la Tesoreria - CUT), which captures almost all
budgeted revenues and the expenditures of around 150 government organizations in
one account. As discussed above, two important resource flows escape the Single
Account. First, Entities maintain some of the own-revenues they collect from fees and
charges in unauthorized and unmonitored commercial bank accounts, even though this
is expressly prohibited. Second, in some cases donor disbursements are made into
bank accounts outside the Single-Account system: the donors - with the government's

72 These Organs receive from MHCP 1/1 2 th of their annual recurrent expenditure budget each month, and
they receive budgeted investment funds according to a timetable they have presented to MHCP.
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acquiescence - report these resource flows to MHCP, but insist on administering funds
in separate bank accounts (run through separate project-implementation units)'. The
multilateral banks, including the World Bank, are in this category, as are the
contributions to FSS. (Deficient or incomplete accounting practices by public sector
entities in part explain such donor behavior.)

5.43 The Single Account was established as part of the evolution of an Integrated
Financial Management and Audit System (SIGFA - see Box 5.7). SIGFA integrates
budget, accounting, treasury, public-credit, and procurement systems through (i) a
common set of rules and procedures and (ii) an accounting data base which integrates
the registration of budget, execution, debt, payroll, and procurement data.
Development of the System began in 1995, and in 1998 the integrated data base
became operational in MHCP ("SIGFA-Central"). Budget Entities report according to
SIGFA formats, and it is planned to complete extension of the integrated data base
("SIGFA-Local") to them by 2003. SIGFA-Central registers the cash transactions of
the Single Account, but additionally registers donor resources that are announced to the
government, but flow into separate bank accounts.7 3

5.44 SIGFA and the Single Account enable rapid reconciliation of cash-flow and
accounting information for MHCP. But until SIGFA-Local comes into existence,
Budget Entity and MHCP positions remained unreconciled. 7 4 Thus the Single Account
and SIGFA represent substantial, but not yet complete coverage of revenues and
expenditures. There are no firm estimates of the size of the uncaptured flows.

5.45 A Program Supervision Committee, composed of the various units of MHCP
involved in budget execution, meets every week to oversee the cash position and its
conformity with quarterly revenue and expenditure targets agreed with the IMF. If a
shortfall in revenues emerges, MHCP's short-tenn options to control the cash position
are to increase the floating debt (typically by delaying payment on 15-30-day debts) or
to delay commitments on expenditure on investment projects. (There is little short-
term latitude in improving tax revenues or cutting recurrent costs). The government
currently has no legal instruments for short-term borrowing. 75

5.46 Controlling individual transactions. MHCP's control of individual transactions
relates to: (i) its control of overall spending; (ii) its ability to prosecute the priorities of
the Budget; and (iii) its ability (and that of the external auditor, CGN) to ensure the
legality and operational efficiency of expenditures. The system responds most
effectively to the first objective and least effectively to the third.

73 SIGFA has reportedly circumscribed the discretion of managers in the Budget Entities (Salcedo,
2000).

74 According to Nordic Consulting Group (2000), Organs may only register with MHCP what they
actually spend of grant funds they hold in bank accounts and register the rest only when they spend it
in the subsequent year. This makes it difficult to reconcile central and ministry accounting systems.

'5 The Central Bank is only allowed to lend short term to pay external debt. The new Pension Law, by
allowing INSS to buy Treasury bonds, may open a new window for future bond issues.
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Box 5. 7: SIGFA (Integrated Financial Management and Audit System)

SIGFA is the public-financial-management leg of a donor-supported program of institutional development
- or public-sector refonn - underway since the mid-1990s (see Salcedo, 2000). The other two legs of this
program are civil service refonn - where progress has been slow - and organizational and functional
restructuring of the government.

SIGFA arose from initial diagnostic studies undertaken between 1993 and 1994 with the support of the
World Bank, USAID and IADB. These diagnostic studies established that public sector financial
management in Nicaragua was poor, and constrained the government's ability to execute its policies and
programs in a cost effective, efficient, and transparent manner. There was no govermment-wide
accounting system; expenditure controls and cash flow management practices were weak; management
and control of public credit were poor; public procurement was cumbersome; links between the
rudimentary public employment system and the budget and expenditure control process were weak; and ex
post audit capacity was weak and limited.

SIGFA's implementation began during the second half of 1995 with the objective of establishing the
System at two levels: StGFA-Central in MHCPas the primary financial management regulatory authority
in the public sector; and SIGFA-Local in each ministry and agency of the Central Government, linked to
SIGFA-Central. (SIGFA excludes the financial public sector, as well as State Enterprises.) Since 1995,
SIGFA has registered the following progress:
* A core IFMS system is fully implemented and operating at the Ministry of Finance (MOF). It

became operational in 1998 for MHCP's core financial management operations: budgeting,
accounting and treasury;

* Between 1997 and 1999 four new SIGFA subsystems have been introduced: a debt management
subsystem (SIGADE), a cash management subsystem (CUT), a govermment payroll subsystem (SNF),
and a procurement administration subsystem (RCP). A subsystem to monitor and evaluate the
physical execution of the budget has also been developed and tested, but has not been put in operation
yet;

* A basic legal framework for IFMS has been established. It legitimates and provides sustainability to
IFMS implementation, though it falls short of being an organic law for public sector financial
management;

* Financial management standards and procedures, for both central and local levels, have been
established for all SIGFA subsystems, and SIGFA-developed operating manuals are available to all
users (see http://www.hacienda.gob.ni/sigfa).

* Extensive training, covering approximately 4,000 financial managers and administrators, has been
provided

* New external and internal audit standards have been developed in close coordination with the Office
of the Comptroller General (OCG), and training thereon has been provided to external and internal
auditors.

* A public awareness program on financial management refonn, transparency and accountability issues
has been developed, outreaching the general public through all available media, as well as
universities, ONG's, trade associations and civic organizations.

SIGFA is an instrument for better accounting and infonnation. It cannot alone change the culture of the
public sector. For this, progress in complementary areas, particularly effective civil-service reform, is
necessary, But the refonn at the SIGFA-Central level is such that integrated financial management has
gained sustainability as an established system, setting a new standard and baseline for further public sector
financial management refonn. Infonnation systems, organization fonns and other institutional
arrangements may change in time, but the concept that financial management must be on the basis of
integrating budgeting, accounting, treasury, public debt and procurement operations has been finnly
established. The main shortfall in implementation has been the failure to implement the system at the line-
agency level (SIGFA-Locales). The extension of IFMS to line-agencies has become the main focus of
the 2000-2003 extension of IFMS refonn or Project SIGFA.

5.47 Entities cannot incur debt without MHCP authorization or, in theory at least,
spend in excess of their budget, and they need MHCP authorization to change
personnel complement or salaries. For most expenditures - personnel costs, services,
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and transfers - commitments and payments are made at the request of the Entities, but
are under the direct control of MHCP. Only in the areas of petty cash (small amounts
disbursed from a revolving fund in Entity's own bank accounts) and direct capital
expenditures (21 percent of total expenditures) are commitments significantly under the
control of Budget Entities.76

5.48 Transactions for budget execution are registered as follows
* Commitment ("compromiso"). All Budget Entities provide MHCP/DCG with

information each quarter on all their commitments (Formula C-35, Registro de
compromisos). This is a necessary prior step for subsequent payment or transfer of
budgeted funds; it enables MHCP to check that there is a corresponding budget line
against which to charge the commitment, as the law requires; and it enables MHCP
to anticipate the availability of cash funds.

* Accrued liability ("devengado" - when a service becomes liable for payment, for
instance because it has been delivered). Budget Entities (using Formnula C-41,
Orden de Pago) register the accrual of an obligation to pay and thereby request that
MHCP make a direct payment for a service or a transfer to a public- or private-
sector organization. DGP validates the request, DCG registers it, and the Treasury
then issues a check or transfers the funds. Public employees' salaries are handled
in this way: DGP checks the request against payroll information, DCG registers the
payment, and the Treasury delivers individual salary checks for the Entities to
distribute.

* Payments. Budget Entities must report monthly (Formula C-55) on all expenditures
they have made (including salaries). This enables MHCP to reconcile cash outlays
with payment requests (and with small amounts of petty cash - handled though the
separated procedure of Formula C-43). Entities are also supposed to use this
process to report expenditures related to donor disbursements that do not go
through Treasury's Single Account.

5.49 The only significant case where, de facto, spending occurs in excess of the
amount budgeted is in capital spending. This reportedly happens sometimes with
Ministry of Transport projects. Even though the Annual Budget Law does not permit
this (and a ministerial accord exists to prevent this), there is little that MHCP feels it
can do about this and the extra expenditure is absorbed through lengthening the floating
debt.

5.50 MHCP is responsible for oversight of the government's fixed assets, and the
Budget Entities are responsible for regular reporting to MHCP of changes in these. In
practice, there is incomplete knowledge and little effective control of these assets.
(This is not part of SIGFA.)

76 DGP programs payments of capital expenditures based on the Organs' presentation of quarterly
programs physical-financial commitments. In practice, Organs tend only to program Treasury funds
and resist sending programs of foreign aid disbursements. At the end year, any uncommitted budget
amounts lapse. Accrued liabilities that have not been paid (i.e. floating debt) are recorded as part of
that year's Budget execution, but paid next year.
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5.51 Expenditure reporting. MHCP prepares monthly, quarterly, and annual
financial closing statements (based on SIGFA data).77 It reports quarterly and annually
to the National Assembly as follows:
* MHCP is required to send quarterly budget execution report to the National

Assembly within 30 days of the end of the period. (These reports currently
compare accrued execution to the modified budget. They typically provides
substantial attention to revenues and relatively little detail on expenses.

* MHCP is required to prepare an annual year-end report (Informe de Liquidaci6n
del Presupuesto). This is sent to the President and the CGR. The President then
sends it to Assembly by the end of March. The report for 1999 describes the
global impact of the Budget modification, but most of the report, including the
statistical presentation, is based on a comparison of execution with the initial
budget.

The emphasis of both quarterly and annual reports is on fiscal balance, the broad
financial transactions underlying this, and to an extent the rate of execution. There is
no reporting on the legality of spending, the physical execution of programs (for
instance whether the promised number of schools/highways were actually built), or
operational efficiency of execution. Neither is prepared in the same detail as the
Budget nor provides any historical information. Finally, there is no infornation
recorded on the floating debt, which hinders any possibility of assessing its importance.

5.52 Audit: Internal and external audit, as regards either the legality or the
operational efficiency of expenditures, appears from the sparse available information,
to be weak:
* Internal audit by Budget Entities: Internal audit units report to the Minister (rather

than to a central unit such as MHCP, as happens in many countries). The emphasis
is similar to that of the quarterly reporting. (Neither annual nor quarterly reports
provide any historical information.) SIGFA prepared new internal audit rules
which have however not been applied. According to the investigation of
procedures in two ministries, Health and Agriculture, reported in Nordic
Consulting Group (2000), internal audits are strictly financial and concentrate on
budget funds rather than donor funds. In one of the Ministries, the internal auditor
was not aware of a single case of any sanction pursued in the last 27 years.

* MHCP controls: MHCP control is also strictly financial, ensuring that payments
conforn with the Budget. Nordic Consulting Group (2000) reports that there is no
ordinary process that controls number of staff actually employed (enabling the
existence of "ghost workers")".

* External audit. The CGR, reporting to the National Assembly, is the independent
external auditor, with a constitutional responsibility to perform inspections of all
Government institutions, including state owned corporations. It is required not
only to verify if public resources have been utilized in accordance with their
intended purpose, but also to evaluate performance and advise on strengthening
capacities and procedures for public sector budget execution. In practice, CGR is

77 In principle, these data are reconciled with information from the spending entities: the Budget Organs
Entities make quarterly reports to MHCP on physical-financial execution, in principle within 15 days
of the end of the period; private and public institutions receiving transfers report each month.
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not able to cover adequately these broad tasks. For instance, according to Nordic
Consulting Group (2000), CGR's latest audit of the Ministry of Health was
initiated in 1995 but aborted due to the size of the task. Its last completed
inspection of the Ministry of Agriculture, in 1998, was a special purpose audit
focussing on procurement. As a result of its lack of capacity, CGR delegates the
vast amount of its audit activities to internal auditors in the Ministries or to private
firms it licenses to audit donor projects. The CGR suffers from the scantiness of
the information in the financial reports it receives from the Entities and the
limitations to the information in the quarterly and annual reports to the Assembly
(and it is not yet connected to the SIGFA network). It also suffers from a lack of
resources, more so in the quality of its employees (and its capacity to apply
modem auditing techniques) than in their numbers.7 8

C.5. Budget Institutions: an Overview

5.53 This section has taken a technical look at the institutions of public-expenditure
management - who has authority over the budget, what the budget covers, how it is
prepared, and how it is executed. Table 5.7 synthesizes the findings of this section.
The following are some of the more salient features of the system:
* The Executive plays a strong role vis-a-vis the Assembly in all aspects of the

system (and within the Executive, it is the central institutions - such as President,
Central Bank, and MHCP - which are strong, while the ministries are relatively
weak). This Executive dominance, which corresponds to the typical Latin-
American pattern, is usually justified in the name of establishing a sufficiently
strong authority for fiscal control, but the argument is becoming increasingly
recognized that weak checks and balances can harm the prioritization and effective
use of public resources.

* The system is most effective at controlling overall expenditure in line with
available resources and it is reasonably effective at ensuring that budgets are
executed as planned. In both areas, Nicaragua's capacity has improved since the
mid 1990s.

* The PEM process is not effective in prioritizing different uses of resources. Nor is
it effective in ensuring the legality and operational efficiency of spending.

* Recurrent and capital (investment) budgeting, while formally integrated (in a way
that serves overall fiscal discipline), are in practice somewhat separated, one result
of this being that recurrent-expenditure implications of investments are hardly
taken into account. This schism reflects above all the presence of a small number
of multi- and bilateral donors who dominate the investment budget, but play no
formal part in the budget process and are ill-coordinated by the government.

78 CGR also receives modest budget resources. It was due to receive less than one half a percent of total
spending funds in the 2001 Budget. The National Institute for Territorial Studies, the National
Commission for Energy, The Nicaraguan Institute for Agro-Fishing Technology, and the Unit for the
Coordination of Public Sector Reform and Modernization Program (UCRESEP) were all due to
receive more.
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* Budget presentation is reasonably transparent, while there is considerably less
information about execution. The area of least transparency is in many capital
transfers, whose use is not properly indicated.

5.54 The approach in this section has been to concentrate on the inputs. The final
section will re-cast the same findings with reference to the desired outcomes of a PEM
system, aggregate fiscal discipline, allocative efficiency, and operational efficiency.

Table 5.77: Institutional Arrangements for Public Expenditure Management
The Authority for Managing Public Money

Legislative instruments * Laws and rules are reasonably clear, with some exceptions, but are not
consolidated, hence not completely transparent and risking instability.

Attributes and powers * The Executive has a strong role and the Assembly a weak role in budget
of different branches of making.
government * The Assembly's approval is not required for all budget modifications; the

Executive has only limited flexibility in budget execution.
* Earmarking is substantial, and its level, in the face of imprecise rules,

subject to negotiation.
The Budget: Coverage and Information Provision

Coverage * Budgets for revenue and expenditure are separate, resulting in the creation
of some definitional uncertainties.

* In principle, coverage of central-government operations is complete. In
practice, some own-revenues of ministries and some external donor funding
(the treatment of the latter being a legislative gray area) escape the budget
and associated PEM rules. There is no consolidated general government
budget.

Information provision * Budget classifications are generally sound. Expenditures are budgeted by
Program, though limited use is made of Program information.

* The Budget documnent provides a rich and detailed set of expenditure data,
but: (i) it provides no historical information; (ii) it is completely non-
transparent on the uses of a substantial proportion of capital expenditures;
(iii) it provides only fragmented information about two major cross-Entity
programs, FISE and FSS; and (iv) it miss-classifies an unknown amount of
donor funds used for recurrent purposes as capital expenditure.
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Formulating the Budget
The sequence * The annual July-December budget-preparation cycle is well-organized, and

investment planning is completely incorporated, in a formal sense at least,
into this cycle.

The emphasis * Setting the level of recurrent expenditures is essentially based on tight fiscal
scenarios and repetitive budgeting.

* Investment planning is weakened because: (i) some donor flows are not
captured (or captured late) in the system; (ii) the dominant criterion is
availability of donor resources rather than a project's technical merits; and
(iii) the future recurrent-expenditure implications of investments are not
calculated.

* Overall, the process emphasizes aggregate fiscal discipline. There is little
systematic effort to ascertain priorities as between different uses of
spending.

The actors * The ministries play a limited role, partly because they have weak planning
capacities, as do the Council of Ministers or the Assembly. The Central
Bank, working closely with the IMF, and the MHCP play central roles
(though the MHCP is weak on macroeconomic forecasting and debt
management).

* Donor coordination is weak, if only because it is not clear whether any
agency has been designated to fulfill this task.

* Inter-sectoral coordination is weak. SETEC is potentially developing a role
in this area: it is technically strong, but institutionally fragile.

Executing the Budget
Control (ex-ante) of * Cash control, supported by a Single Account and a centralized integrated
aggregate expenditure financial management system, is generally effective (but some external

donor funding and own-revenues of ministries escape this). The only
emergency instruments available to control cash are to put off investment
expenditures or debt repayment; there is no short-term borrowing.

Control (ex-ante) of * The system to control individual transactions (at the commitment, accrued
individual transactions liability, and payment stages) is substantially centralized and provides

effective procedures for overall control of revenues and expenditures, with
the exception of some Ministry own-revenues, probably fairly small, and an
unknown amounts of direct donor transfers to Budget Entities.

* Those procedures are also largely capable of ensuring that the priorities of
the Budget are executed. The most egregious exception may be in capital
spending, not only because it is difficult to accurately estimate in the initial
Budget what donor funding will be, but also because there may be
subsequent ad hoc changes in priorities.

* This system is least effective in ensuring the legality and operational
efficiency of spending.

* There is little effective control of fixed assets.
Expenditure reporting * The Executive periodically reports to the Assembly on Budget execution,

but the reports are overwhelmingly concerned with fiscal balance, not
obtainment of objectives or effectiveness and efficiency (and there is no
historical perspective).

Audit (ex-post) * Intemal and external audit, to ensure that funds are used for their intended
purposes and used efficiently, are weak.
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D. Findings and Recommendations

5.55 The 1990s experience of Nicaragua's attempts to reform the PEM system - and
the broader experience in Latin America - suggests that the reform process has been
slower than expected. More specifically, the regional experience also shows that
efforts that rely on changes in laws and technology, while being insufficiently able to
affect the human-resource base or the incentives of public officials (to use resources
productively, to use them as intended and to report accurately on this), will make at
best limited progress. It follows that the government's reform strategy must be realistic
(i.e. not consist in a grand design to change everything in short order), must build on
recent and current efforts (including particularly the investment in SIGFA), and must
start with an "institutional" perspective which balances legal, technological, human-
resource, and incentive elements. In Nicaragua's situation, PEM reform has to become
a donor-government partnership, not only because donors can offer resources and
technical expertise, but also because they need to change their practices, such as
maintaining project accounts separate from the Single Account. This partnership will
in turn require the government to convince the donors that it can become a better
steward of their money.

5.56 Nicaragua's system of public expenditure management displays many problems
which affect the government's ability to implement the PRSP. But the system also
clearly displays some important areas of improvement in recent years. Table 5.8 draws
up a summary of the strengths and weaknesses of Nicaragua's PEM system as it affects
the three levels of output of this system, aggregate fiscal discipline, allocative
efficiency, and operational efficiency. (As such, the Table re-casts much of the
information in Table 5.7, which took a more input-oriented view.) Table 5.8 also
indicates the main areas where reforms should be considered. But because reform is a
complex, institutional process, these reforms must be prioritized.

5.57 To prioritize reforms, this Chapter takes the view that the government and
donors need to address two central problems:

* first, fragmentation in policy making, which is a government-wide problem and a
donor problem, rather than a problem of the PEM system as such;

* second, the extensive lack of attention to operational efficiency, which is more
narrowly a PEM-system problem, but which is equally institutional in nature.

Taking the perspective of the three levels of PEM performance, these two problems can
be situated as follows.

Aggregate fiscal discipline

5.58 The current PEM system generally works at this level, because this is where the
most effective national and international efforts have been concentrated. Admittedly,
the level of debt has proven unsustainable - hence the need for HIPC - but this is as
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much a problem of Nicaragua's political relations with the donors as it is a technical
problem. Moreover, any effective measures to improve allocative and operational
efficiency may put pressure on aggregate discipline. All in all, this is not the level
where the largest reforms are needed. However, there is one tractable area for ensuring
that aggregate fiscal discipline does not come at the expense of allocative and
operational efficiency:

* MHCP should acquire a greater responsibility for and expertise in the management
of public debt. (This also relates to the recommendation below on a medium-term
expenditure framework.)

Improving allocative efficiency

5.59 The central problem is fragmentation in policy making. The incrementalism of
budgeting and the effective separation of recurrent and investment budgeting are its
symptoms. Its causes are: the lack or underdevelopment of political or technical
mechanisms at the center of government to formulate, coordinate, and advise on
economic and social policies; the failure at the center to coordinate foreign donors; the
weakness of ministry-level planning and coordination mechanisms; and the relative
strength of the donors.

* Both SETEC (building on the PRSP process) and MHCP could potentially play a
more effective coordinating and advisory role in policy making. This would have
to be the result of a high-level political decision that favored more coordination and
continuity in sectoral policy making.

* In addition, the efforts to coordinate government and donor actions at the sectoral
level -for instance through sector-wide planning efforts - should continue.

Nordic Consulting Group (2000) makes useful proposals about how to improve
coordination with donors. Grady (2000) provides complementary recommendations for
improving the National System for Public Investment (SNIP). The recommendations
of these reports are synthesized, respectively, in Boxes 5.8 and 5.9.

5.60 The second area of concern, under the heading of allocative efficiency, relates
to the widespread practice of earmarking budget funds (notably for the universities).
This problem is more political than technical.

* The government should look at the economic justification for, and effects of,
earmarking and consider how it can be reduced.

5.61 The third area of concern relates to information and transparency. It is more
apparently technical in nature, and several politically tractable reforms are possible in
this area.

* Forward budgeting over a three-to-four-year period (i.e. creating a medium-term
expenditure framework) would permit a reconciliation of recurrent and investment
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budgeting and reduce the current implicit tension between achieving aggregate
fiscal discipline and improving allocative efficiency (see also Boxes 5.8 and 5.9).
Trying to create such a framework before the Budget is able to credibly predict a
single year's spending is premature, however. Dual budgeting is a symptom and
the "cause" that has to be tackled - the fragmentation of policy making - is a
political one. Trying to introduce a medium term expenditure framework while this
fragmentation is so severe, while macro stability has not been consolidated, and
while the effectiveness and efficiency of spending is not being tackled, will not
achieve much. The steps that can and should be achieved now are to (i) have
SETEC calculate the recurrent cost implications of the Public Investment Program,
(ii) achieve a more correct separation of capital and recurrent costs, and (iii)
provide more detailed information on the 22 budget lines that account for 40
percent of total expenditures (see para. 5.35)

* The MHCP should become the focal point for collecting better information from
donors (for reconciliation with budget-cycle data) on commitments and
disbursements by type and timing of expenditure (including cash equivalent of in-
kind assistance) and by recipient.

* MHCP also needs to strengthen the fiscal database by including better information
on thefloating debt.

* While Budget presentation is generally acceptable, budget classification and actual
data reporting need to be improved. Budget documents could provide substantially
more information on capital investment and ensure that recurrent expenditure is
not miss-classified as capital expenditure. These documents should also provide
more information on historical trends and justifications for expenditures.

* The Executive could substantially improve the content and the quality of the
budget-execution information it reports to Congress and on the budget information
it provides to the public.

Improving operational efficiency

5.62 This report has not concentrated on this aspect of performance as much as the
other two levels. Yet the conclusion that emerges from the available evidence is that
neither the center of government, nor the budget offices in the ministries, nor the CGR
are able to establish that funds are being used efficiently or for the purposes intended.
This problem reflects generally poor human resources and weak control mechanisms,
and it is both technical and institutional in nature.79 It also helps explain why donors
often insist on controlling the administration and audit of their funds, thereby removing

79 On the problems of the civil service see Gregory and Perlman (1994). This review is dated, but it does
not appear that the problems of non-meritocratic procedures, poor information systems, redundancy,
low real wages, and poor overall human-resource management have yet been substantially solved.
However, a new System for Human Resource Management has now been designed and a Civil
Service Law is currently being discussed in the Assembly. A World Bank loan is providing technical
assistance to support these changes.
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them from a unified PEM system. Improvements in operational efficiency will take a
long time, as well as a political commitment. In the shorter term, the government
should consider the following measures:
e Financial-management personnel in MHCP and the ministries should be trained in

techniques of ex-ante control and audit.
a Payroll administration may be one area where improved control can be achieved

by linking the payroll to a national identification system such as RUC or the
National Voting Registration.

* The CGR need to be substantially strengthened so that it can fulfill a basic problem
of regular auditing ofpublicfinancial accounts.

5.63 Finally, the legal framework is in obvious need of a consolidating and
modernizing reform. But this framework still functions, and it may not be wise to rush
to a reform before a deeper review of reform needs and feasibility is undertaken.

5.64 Procedurally, it would make sense for the country to commit, with donor help,
to enunciating a strategy for PEM reform, i.e. a feasible way of introducing the kinds
of reforms proposed above. These proposals, as well as the parallel proposals from
other recent reports (see Boxes 8 and 9) could provide inputs to a strategy-formulation
process. In the area of improving operational efficiency, such a strategy might, for
instance, adopt an entity-by-entity approach to implementation (in the spirit of the
Agreements for Institutional Reorganization - ARIs - intended to implement Law 290),
which offered greater autonomy in return for better accounting and reporting practices
and a performance orientation. In the shorter-term, formulating a strategy could be
helped by a donor mission of experts working closely with MHCP and SETEC, perhaps
with the involvement of CONPES. It could also usefully involve an exercise such as an
international seminar that could cull the lessons of international experience of PEM
reform.
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Table 5.8: Schematic Diagnosis of Nicaragua's PEM System and A reas for Reform
Findings Areas for Reform

Aggregate Fiscal Discipline:
* Procedures for control of aggregate * MHCP should improve its capacity to manage

expenditures have been improving, thanks to debt.
the growing capacity of domestic agencies
(MHCP, Central Bank, SETEC) and the
important role of the IMF. * The Government should seek to make coverage

* The technical instruments .of aggregate of the Single Account and SIGFA-Central
expenditures control have been strengthened universal, by negotiating with donors to
through the recent technical innovations of the incorporate all flows for public services and by
Treasury Single Account and SIGFA, while the giving MHCP effective authority over
PIP is well integrated into the budget process. ministerial opening of bank accounts. MHCP
Some donor flows and ministry own-resources should reconcile information it would directly
still escape aggregate control, while there is no collect from donors with information from
overall consolidation of general government Entities.
accounts. But these features are not a large * SIGFA-Local should be implemented as soon
threat to overall fiscal control. as possible.

* Developing an instrument of counter-cyclical
* Cash control continues to rely on the floating borrowing should not be considered until the

debt. government has established a stronger debt-
management capacity.

Improving Allocative Efficiency:
* Sectoral policy making is fragmented. By the * Better policy making procedures depend in part

same token, incremental budgeting is the norm on technical steps, but largely on political
and recurrent budgeting (largely Treasury decisions. Some possible technical steps are as
finded) and capital budgeting (largely donor follows:
funded) are effectively separate activities, with * Strengthen SETEC technically by
the result that investments are made with little extending its analytical and advisory
regard for their recurrent-expenditure responsibility, in line with its PRSP work,
implications. Policy fragmentation reflects the to recurrent programs (including a more
presence of many donors, weak capacity to plan effective effort to calculate the medium-
and coordinate at the center of government and term recurrent expenditure costs of
weak sectoral planning capacity. SETEC is a investment spending). This makes the
potentially effective body for policy analysis issue of coordination between the
and advice, but it does not have the authority to Presidency (where SETEC is located) and
coordinate the donors. The PRSP is a MHCP more salient. SETEC should also
promising attempt to introduce better policy avoid taking on tasks (such as project
prioritization, but it is as yet shallowly rooted execution) which are not within the above
within Nicaragua's policy-making system. remit.

* The problem of poor prioritization lies more in * Strengthen SETEC institutionally, a
the policy-making machinery than in Budget process which should follow the passage of
execution. Credible execution of the Decree No. 61-2001, which reinforces the
Expenditure Budget is hampered by the legal foundations of the SNIP.
unpredictability of capital flows and by some * Strengthen analytical capacity of MHCP in
excess capital spending in certain ministries the area of sectoral planning.
which escapes effective control, but execution * Strengthen the capacity of ministries and
does not otherwise appear to be a central autonomous bodies to plan and coordinate
problem in distorting priorities. donors. This means continuing to

experiment with sector-wide planning
efforts, an exercise that might start by
drawing lessons from the better examples
(e.g., Ministry of Transport, FISE, DAR).

* Work towards a donor code of practice
which could, for instance, encourage more
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funds to flow through the Budget and the
Single Account (in exchange for better
controls by the Government and CGR),
encourage more uniformity in the rules for
procurement, disbursement, and audit,
encourage greater predictability in donor
flows.
Strengthen the fiscal database with better
information on the floating debt.

* The Executive has limited flexibility in moving . The government should look at the economic
expenditures away from budgeted lines, but this justification for, and effects of, earmarking and
has probably helped maintain overall fiscal consider how it can be reduced.
control, and it is not clear that the
Government's effectiveness has suffered as a
result. A more serious problem preventing
flexibility in public expenditure lies in the
extent of earmarking of expenditures, notably
the constitutionally earmarked expenditures for . Improvements in Budget presentation could be
the universities. made as follows:

. The Budget presentation is generally clear . Indicating in greater detail uses and
(including presentation by Programs) but it destinations of large line items and
hides a substantial amount of information about separating the share of recurrent spending
spending, especially in the area of capital from "capital" expenditure of donors.
investment, while an unknown amount of all . Include information on macroeconomic
capital spending is recurrent spending that has prospects and link to revenues.
been mis-classified. Budget reporting to * More detailed reporting on Budget
Congress is substantially deficient in its execution, including historical and
attention to sectoral detail (and in any case Program data and complete information on
virtually does not enter the public domain). Budget modification.

* Improving capacity for tracking FSS
expenditures and debt-relief savings from
HIPC (see Chapter VI).

Improving Operational Efficiency:
* The quality of human resources in the civil * The Government has a new civil service statute,

service is generally poor. There is in general but the reform process will be a long-term one.
little effective capacity for, or resources In the shorter term, the following measures
devoted to, ensuring that expenditures are could be contemplated:
efficient or for the objectives intended, whether * Selective training programs for MHCP and
in the form of internal or external audit. ministerial budget entities.

. Improved system for control of personnel
expenditures (for instance, by linking the
payroll data base to a national
identification data base such as RUC)

* Strengthened capacity for CGR and
broader program for regular audits;
procedure for joint CGR-donor contracting
of private audits.

Legal framework:
The laws and regulations governing the PEM * A deficient legal framework is not the main
system are generally sound, but because they impediment to improvement in the PEM
are unconsolidated, they are not totally clear. system. Large-scale legal revision is needed,
They are not always up to date (for instance but should occur when the shape of other
SIGFA has no legal basis) and they can be substantive PEM reforms, as discussed above,
contradictory. is clearer.
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Box 5.8: Synthesis of Recommendationsfrom the "Review of Government Financial
Management in Nicaragua"

The Norwegian Agency for Development Co-operation (NORAD) commissioned a review (Nordic
Consulting Group, 2000) of Nicaragua's system of public financial management, with specific emphasis
on approaches to improving ways in which the donors interacted with this system. The recommendations
(pages 2-5) can be synthesized as follows.

Recommendations to integrate donor support in the planning and budgeting process in the longer term:
* Start a dialogue for a comprehensive sector approach which will pool resources and establishes

common management and monitoring procedures consistent with government PEM procedures.
* Create government-donor sector working groups to assess current procedures, identify uniform

procedures, identify TA needs, and seek to merge donor projects into larger programs.

Recommendations to integrate donor support in the planning and budgeting process in the shorter term:
* The government should provide more and timelier information to donors (including MHCP and

ministry execution reports and data on registration of financial transactions relevant to particular
donors).

* Donors should provide MHCP with more timely and complete information on commitments and
disbursements and work to ensure that projects enter the normal budget preparation process.

* Donors should work to have the internal auditors include donor projects in their work programs.
* Given the limited capacity of the CGR, donors should seek to agree with the Entities a comprehensive

approach to external private auditing of donor projects, rather than the present discrete process of
individual audits.

Recommendations to the government for continuing PEM reform:
* The government should provide a better definition of sector strategies to improve guidance for budget

allocations.
* Budget allocations should be based on sectoral analysis, not just on criteria of incrementality or

availability of donor funds.
* There should be a hard-budget framework, complemented by regular and transparent presentation of

supplementary budgets.
* The government should introduce forward budgeting within a medium-term expenditure framework,

which in turn will require improved macro-planning.
* SIGFA should be extended to line ministries as planned.
* Implementation of SIGFA has to move from a focus on systems to one on legislation and human

resources.
* The audit function should be strengthened.
* The link between financial management and service delivery should be examined in a sample of sub-

sectoral agencies, notably the SILAIS.
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Box 5.9: Synthesis of Recommendationsfrom the Study on "Strengthening of the
National System of Public Investment in Nicaragua"

SETEC/DGIP, with the support of CIDA, commissioned a study (Grady, 2000) to examine ways to
strengthen the National System of Public Investment (SNIP). The study concluded that reforms are
urgently required to clarify assignment of roles and responsibilities in, and ensure better coordination of,
the SNIP process. The main recommendations (pages 21-23) can be synthesized as follows.

Legalframework and coverage:
* Coverage and procedures of the SNIP should be enshrined in the longer term in a Law, in the shorter

terrn in a Decree.
* All public investment, including FSS projects, should fall under the SNIP and follow its procedures.
* DGIP should be informed by public entities early about proposed projects, before donors are

contacted.
* Extension of the SNIP to municipalities will require new methodologies, simplified procedures, and

training.

Medium-term framework:
* The Public Investment Program should be prepared for the budget on the basis of a medium-term

planning framework fed by information that sectoral entities will have to provide.
* DGIP should prepare and publish a medium-term projection of public investment spending and

associated operating & maintenance expenditure as an input to a medium-term expenditure
framework to be prepared by the Central Bank and MHCP.

. Preparation of an inventory of the stock of public investments would be useful.
* Strategic plans should be developed for sectors not covered by the PRSP (which only covers roads,

water, and sewage).

Resources for DGIP:
* Donors and the government need to provide DGIP with resources that will allow it to improve its

analytical capacity (including monitoring & evaluation and sectoral analysis), upgrade its computer
resources, and provide training (especially as regards extension of SNIP to the municipalities).

Donors:
* Donors should support the strengthening of SNIP, especially as regards sectoral ministries (which

suffer from high staff turnover) and extension of SNIP to the municipalities.

Miscellaneous:
* Given the heaviness of information demands and complexity of methodologies, it would be useful to

review the SNIP process with a view to streamlining it.
* Monitoring the execution of investment projects needs better coordination. DGIP should be fully

included in the process.
* The economic classification of Equipment (Bienes de uso) should be disaggregated so as to provide

more information about different types of public investment.



Chapter VI
TRACKING POVERTY REDUCTION SPENDING IN NICARAGUA

6.1 The enhanced HIPC Initiative stands out against previous efforts to reduce the
debt of overly indebted developing countries by seeking to establish an explicit link
between debt relief and poverty reduction. This link is envisioned as follows: the debt
relief provided through the Initiative leads to a reduction in annual debt service
payments, thereby releasing additional resources to permit higher public spending on
programs and activities that accelerate the reduction of poverty. Whether or not
poverty is significantly reduced at the end of this causal process, will of course depend
on the existence of effective poverty reducing programs, the amount of additional
resources made available through debt relief, and whether or not these additional
resources are indeed spent on those programs. To help identify the most effective
poverty reduction programs, the HIPC Initiative calls for the formulation of a Poverty
Reduction Strategy Paper (PRSP) as a prior condition for receiving debt relief. Then,
to make sure that debt relief is spent on the prioritized poverty reduction programs
identified in the PRSP, it requires that a transparent mechanism be set up that enables
donors and aid recipients to track the flow of debt relief savings through the budget.

6.2 This chapter deals with the design of such a tracking mechanism for Nicaragua.
It begins with some broad observations on the principles of expenditure tracking and
describes the Supplementary Social Fund (FSS), which the government has proposed to
adapt for tracking the savings from HIPC debt relief. The current format of the central
government Budget is analyzed, with special reference to the FSS, followed by
recommendations to improve the government's tracking capacity through the Budget,
without undermining the public expenditure management system. (These
recommendations are consistent with the recent joint Fund/Bank assessment of
Nicaragua's capacity to track poverty spending and action plan to improve that
capacity.)80 The chapter concludes with an estimate of the additional external
resources that will become available during the next three years and the construction of
a baseline for measuring additional poverty reducing spending during that period.

A. Two Basic Principles of Expenditure Tracking

6.3 There is broad agreement in the aid effectiveness literature on two principles in
reference to tracking mechanisms that link aid flows to poverty alleviation. 81 The first
is that it is neither feasible nor desirable to track only a single source of funding, such
as HIPC debt relief. Rather, all public spending on poverty reduction needs to be
tracked in order to understand the impact of HIPC assistance and the public sector's
overall poverty reduction effort. The second principle is that it is important to avoid
undermining existing budgetary and public expenditure management systems when
setting up new tracking mechanisms.

80 International Monetary Fund and International Development Association, "Nicaragua: Tracking
Poverty-Reducing Public Expenditure Assessment and Action Plan", draft dated November 7, 2001.

81 International Monetary Fund and International Development Association, "Tracking of Poverty
Reducing Public Spending in Heavily Indebted Poor Countries (HIPCs)", January 2000.
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6.4 It is not feasible to track only HIPC funding in an effective manner because aid
is fungible. When more assistance through HIPC debt relief becomes available, it is
impossible to tell whether this has contributed to a greater poverty reduction effort
unless one examines the entire public spending on poverty reduction and not only the
portion financed with HIPC funds. Even though the HIPC assistance may be spent
entirely on an agreed set of poverty reducing programs, other aid or domestic resources
that had been previously spent on these programs may get diverted elsewhere, so that
the total spending on those programs may increase by less than the amount of the HIPC
assistance (or even fall). This would never become evident from just looking at the
spending financed through HIPC assistance, which at best would serve only to confirm
that no fiduciary obligations have been violated.

6.6 The use of separate poverty funds is sometimes advocated in the face of weak
public expenditure management systems. Such funds are characterized by the setting
aside of revenues in a separate account, with expenditures occurring outside a country's
nornal budget execution and reporting system, subject to different reporting and
accountability standards, and managed by local staff hired and paid outside normal
civil service systems. These funds have the drawback that they undermine progress
toward creating more comprehensive budgets, aggravate existing problems of
transparency, duplication and governance in the budget, and absorb limited human
resources that could be deployed more effectively elsewhere. Furthermore, separate
poverty funds do not capture additional spending on poverty reducing programs and,
thus, are unable to correct for the accounting problems arising from aid fungibility.
Under these circumstances, a more advisable solution is to establish a "virtual fund",
which can provide the same fiduciary guarantees as separate poverty funds, without
any of the drawbacks.

6.7 A virtual poverty fund is defined as a limited classification system designed to
provide financial information about poverty-reducing spending. Under this system,
budget line items that are considered relevant for poverty reduction are 'tagged' and
these together constitute the virtual fund. All tagged items are monitored by the
finance ministry as part of the overall budget execution. Since it relies on existing
budget processes, this set up can provide most of the tracking benefits, while avoiding
the pitfalls, of separate poverty funds.

B. Nicaragua's Supplementary Social Fund (FSS)

6.8 In July 2001, the Government of Nicaragua completed a Poverty Reduction
Strategy Paper (PRSP) that identifies a set of projects and programs tentatively
considered as the most effective in reducing poverty. It proposes to transform the
existing Supplementary Social Fund (FSS) into a monitoring mechanism that tracks the
flow of HIPC-related resources.

6.9 The FSS was created through a Presidential decree in June 1998 to serve as a
temporary (3-year) mechanism for channeling additional donor contributions to
specific health, education and social protection activities, without violating the current
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expenditure ceilings (or public savings targets) agreed with the IMF.82 This decree was
amended in September 1998 and, more significantly, in November 2000 to transform
the FSS from a 3-year to an open-ended term institution and expand the membership of
its Coordinating Council.

6.10 The FSS operates through an externally-financed technical-administrative unit
within SETEC that consists of one coordinator and three sub-coordinators. The FSS is
directed by a 7-member Coordinating Council that comprises the head of SETEC (as
representative of the President), the Ministers of Finance, Health, Education and
Agriculture, one donor representative and a civil society representative designated by
the National Economic and Social Planning Council (CONPES). The Emergency
Social Investment Fund (FISE) also is invited to participate in the Coordinating
Council on matters related to the "Red de Protecci6n Social" program. The
Coordinating Council ordinarily meets every three months, or on an extraordinary basis
at the request of the head of the Council. The Council is supported by a Technical
Committee, which includes the technical directors of each of the projects financed
through the FSS and special FSS coordinators appointed in each of the ministries that
receive FSS funding.

6.11 According to Decree No. 46-98, the Coordinating Council is responsible for
establishing the eligibility and prioritization of different activities and programs to be
financed under the FSS, and determining the total amounts, physical targets and
expected products of these programs. The decisions taken in this respect are reflected
in an annual working plan. The Council also is accountable to the donors for the
activities of the FSS on the basis of established indicators and controls. The line
ministries receiving FSS funds are responsible for the execution of the programs. The
norms and procedures governing the operations of the FSS are stated in the Operating
Guidelines ("Reglamento Operativo") approved by the Coordinating Council; most
recently on 20 October 1999.

6.12 The external funds received by the FSS are deposited at commercial banks in
special accounts in the name of the Treasury (with sub-accounts identifying each
donor), to be used exclusively for the programs declared eligible for FSS funding. The
procedures for using these funds operate in the same way as all other expenditures in
the Budget.8 3 In 2000, the FSS executed US$11 million out of US$20 million in
programmed funds, of which only US$14.7 million were eventually disbursed by
donors. As of February 2001, the FSS had US$16.4 million programmed, although

82 The ESAF arrangement agreed with the IMF at that time had projected a temporary decline in total
current public spending, including in the social sectors. However, a contingency clause in this
agreement permitted higher spending on certain previously identified priority activities, in the event
that additional external financing became available to bridge the temporary shortfall of public
resources in the social sectors.

83 To access programmed funds through the FSS, the project executing line ministry sends a request to
the Accounting Department in the Finance Ministry. After consulting with the Budget Director, the
Accounting Department orders the Treasury to issue payment from one of the FSS accounts, either
as an advance or directly to suppliers.
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only about US$3 million equivalent (C$38.8 million) appear explicitly in the fiscal
budget. This difference is partly explained by the circumstance that the programmed
FSS funds comprise aid that was committed after the 2001 Budget was prepared, and
partly because some of the programmed FSS funds are included under other program
categories that do not permit their identification in the Budget as FSS funds (e.g., FSS
spending on the "Red de Proteccion Social" project). Neither the programmed nor
budgeted amounts for 2001 include any HIPC debt relief.

C. Tracking the FSS through the Budget

The FSS in the Current Budget Format

6.13 Table 6.1 shows how and where the FSS is captured in the 2001 Budget. The
FSS appears three times, involving outlays of C$5.5 million in primary education
(through the education ministry) and C$2 million in basic health (through the health
ministry), which are financed with external credits from the IDB, and outlays of C$3.8
million through the Ministry of the Presidency, financed with donations from SIDA.
While this format serves to establish a basic correspondence between IDB's and
SIDA's programmed contributions to the FSS, and the amounts to be spent through the
FSS, it also has important deficiencies that reduce its effectiveness as a tracking
mechanism. These are:

* The current budget format misrepresents the FSS as a project. As noted
earlier, the FSS simply passes through resources from donors to projects in the line
ministries that execute them. The current budget format, however, portrays the FSS
as a project activity in the line ministries. In the Ministry of Education, for
example, the FSS is included as a project under the primary education program
(Program 06), on a par with the ministry's APRENDE II project and its Primary
School Construction Project. The FSS, in fact, has served to channel financial
resources to several projects in the education ministry - e.g., the school knapsack
("mochila escolar") program and the school autonomy program - but this is not
clear from the information contained in the Budget.

* The current budget format prevents the measurement of total public spending
on specific poverty reduction projects. Another consequence of misrepresenting
the FSS as a project, is that it is not possible to identify the domestically financed
contribution to the underlying projects financed through the FSS, nor of other donor
financing that is not channeled through the FSS. For example, the registration of
the "Proyecto FSS MECD" in Table 6.1 only shows financing from an external
credit by IDB. Besides rendering it impossible to measure the total effort devoted
to the particular poverty reduction projects conglomerated under the "Proyecto FSS
MECD", this presentation also creates an impression that the poverty reduction
effort channeled through FSS is entirely donor driven.
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* Project funding through the FSS is mis-classified by not including any current
expenditures. Note in Table 6.1 that the FSS only involves capital expenditures
in the 2001 Budget. Furthermore, the Budget formnat does not systematically break
out capital spending under the FSS into capital transfers and other capital
expenditures. Under the line ministries, where most spending financed with FSS
funds takes place, only an aggregated capital expenditure is given.85 The
preceding reflects a systemic problem in Nicaragua's budget format, which
categorically classifies all externally financed expenditures as capital expenditures.
This practice distorts the information content of the budget. The current versus
capital classification of poverty reducing expenditures should depend on the nature
of the expenditure, as defined by standard National Income accounting guidelines,
and not on the source of financing.

Table 6.1: The 2001 Budget Format Incorporating the FSS (in C$ millions)

Central Government Expenditures Current Expenditures Capital Expenditures Total
P SaMater. ICurr. Transf. I Total Cap Goods I Cap.Transf. I Total

Presidecy of the Republic 158.8 7.0 138.0 145.0 303.8
of which

Program 10: SETEC 7.7 3.8 3.8 7.6 15.3
"Project" FSS 3.8 3.8 3.8

External Grant, SIDA-Sweden 3.8 3.8 3.8
"Project"Admin.Capac.Bldg. SNIP 0.0 0.0 0.0

Treasury Resources 0.0 0.0 0.0

Education Ministry 984.1 702.6 462.6 1,165.2 2,149.3
of which
Program 06, Primary Education 637.6 531.4 430.3 961.7 1,599.3

"Project" FSS, MECD ? ? 5.5 5.5
External Credit, iDB ? 9 5.5 5.5

"Project" School Construction ? 9 130.8 130.8
External Grant, Japan ? ? 121.2 121.2
Treasury Resources ? ? 9.6 9.6

Health Ministry 1,379.0 488.4 22.4 510.7 1,889.7
of which, FSS 29.5 29.5

Total FSS Resources: 38.8 38.8

* The Budget does not capture all transfers through the FSS. The 2001 Budget
includes expenditures to be made through the Emergency Social Investment Fund
(FISE) for a "Social Protection Net" project with financing on the order of C$83
million. Most of this financing is meant to be channeled through the FSS, but this
link is not traceable through the Budget.

84 This is ironic given that the FSS originated as a mechanism to permit an expansion of current
expenditures above provisional program limits agreed with the IMF.

85 Only the FSS funds listed under the Ministry of the Presidency (C$3.8 million) are classified explicitly
(but erroneously) as capital transfers. Given the recurrent nature of the expenditures financed with
those transfers, however, they should have been classified as current transfers.
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A Proposed Budget Formatfor the FSS

6.14 Table 6.2 describes an alternative format that incorporates the FSS into the
Budget in a more transparent manner. To begin, note that the entire budgeted spending
associated with the FSS (C$38.8 million) is registered under an "FSS Project", under
SETEC in the Ministry of the Presidency, which administers the FSS. All that this
"FSS Project" in SETEC does, however, is transfer those funds to the projects executed
elsewhere, with a coding indicating its origin (FSS) and destination (project XYZ).

Table 6.2: Proposed Budget Format for Incorporating the FSS (in C$ millions)

Central Government Ex nditures Current Expenditures CaiExpenditures Total
Sal.8Mater. |Curr. Transf. Total Cap. Goods Cap.Transf. Total

Presidency of the Republic 175.4 7.0 156.4 163.4 338.8
of which:
Program 10: SETEC 24.3 24.3 3.8 22.3 26.1 50.3

of which:
"Project" FSS 16.6 16.6 22.3 22.3 38.8

External Grant, SIDA-Sweden 3.8 3.8 3.8
External Credit, IDB 12.8 12.8 22.3 22.3 35.0

Education Ministry 984.1 702.6 462.6 1,165.2 2,149.3
of which:
Program 06, Primary Education 637.6 531.4 430.3 961.7 1,599.3
of which:

Project 'Mochila Escolar'
FSS 1.2 1.2 1.2
Treasury Resources

Project 'Teacher Incentives'
FSS 4.9 4.9 4.9
Treasury Resources
External Grant XXX

Project 'School Autonomy'
FSS 3.3 3.3 3.3
Treasury Resources
External Credit YYY

Health Ministry 1,379.0 488.4 22.4 510.7 1,889.7
of which Program XXXX

of which FSS 10.5 10.5 19.0 19.0_ 29.5
Total FSS Resources: 16.6 16.6 22.3 22.3 38.8

6.15 The figures in this alternative budget are based on the same information
contained in the 2001 Budget (and shown in Table 6.1), plus some additional arbitrary
assumptions that refer to the specific projects for which FSS funds are used in each
ministry, their external source, and the type of expenditure made in each case.86 For
example, it is assumed that of the C$9.4 million made available through the FSS for the
education ministry, C$3.3 million is budgeted for capital spending in the school
autonomy project, C$4.9 is for current spending on teacher incentives and the other
C$ 1.2 million is budgeted for current spending on the school backpack program.

6.16 Even though Tables 6.1 and 6.2 are based on the same aggregate figures, the
total spending for SETEC and the Ministry of the Presidency are different in both

86 This information exists in SETEC, but is not shown with the existing budget format. The objective of
modifying the budget format is precisely to make this information publicly visible for tracking
purposes.
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Tables. They differ by the amount of C$36 million, which represents the FSS funds to
be transferred to the education and health ministries. These transfers through the FSS
are fully reflected in Table 6.2 as spending by the Ministry of the Presidency and
SETEC, but not in Table 6.1. (Of course, to calculate total government spending in this
new format, it is necessary to net out transfers from total central government
expenditures to avoid double counting.)

6.17 Several features that inhibit accurate tracking in the existing budget format are
now corrected in the proposed format. In particular:

* The projects financed with FSS funds are properly identified as such under each
Ministry and Program, which permits an accurate "tagging" of poverty reducing
projects and expenditures in the budget reporting system. For example, it is
now clear from the alternative budget format in Table 6.2 that the FSS funds
spent in the health sector were used to support two specific projects: 'Basic
Medical Supplies & Services' and 'Rural Primary Services'.

* The FSS is registered as a financing source under each of the "tagged" poverty
reducing programs, together with funds from other sources, which permits an
accounting of the total amount budgeted and spent for each poverty-reducing
project, as well as the respective amounts contributed through the FSS.

* The total spending budgeted for each project includes the portions financed with
external funds as well as the portion financed with domestic funds.

* Expenditures budgeted under each project are properly classified as current and
capital spending (and further disaggregated according to the nature of the
current and capital spending), independent of the source of funding.8 7

6.18 Finally, for the FSS to serve as a mechanism for tracking HIPC assistance, the
debt relief granted needs to be explicitly reflected in the Budget. (Projected debt relief
was not incorporated in the 2001 Budget because it had not been determined yet when
Nicaragua would reach the Decision Point under the HIPC Initiative at the time that the
Budget was prepared.) The incorporation of debt relief on the income side of the
budget, either as an external financing item (in the case of debt relief), or as a grant (in
the case of interim assistance), is fairly straightforward. On the expenditure side, the
debt relief can be incorporated in the exact same manner as the donor contributions to
the FSS have been treated in the proposed budget format.88

87 We used this opportunity to correct the earlier classification error in Table 6.1, referred to in footnote
4, by classifying the C$3.810 million as a current transfer, rather than capital transfer.

88 That is, in Table 6.2 the funding sources under "Proyecto FSS" in SETEC would include 'HIPC debt
relief in addition to (but on a par with) SIDA's donation and the IDB's credit. The HIPC debt relief
registered under "Proyecto SETEC", in turn, could be further dis-aggregated to distinguish between
the debt relief provided by each donors. At the same time, the financing through FSS identified
under each project in the executing line ministries could be further subdivided according to the donor
whose debt relief is being allocated through the FSS. That would permit a very precise tracking of
the flow of debt relief provided by each creditor to individual projects. While technically feasible,
such a fine tracking of resources may not be desirable because of the danger of introducing excessive
rigidity in the use of debt relief resources.
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Which Items Should Be Tagged?

6.19 One issue in setting up a tracking mechanism along the lines of a virtual fund
concerns the comprehensiveness with which one defines poverty-reducing spending.
In principle, all public investment programs with a positive social rate of return can be
considered as contributing to a country's development and, thereby, to poverty
reduction. Clearly, once all government spending is classified as poverty reducing,
however, the concept becomes meaningless.

6.20 The classic approach to address this issue is by ranking all government
programs according to their social rates of return. The projects or programs with the
highest rates of return would be the first to receive funding and the least socially
profitable projects would be the last to receive funding. Variations in the availability of
aggregate funding would then be reflected in variations at the margin, among the
projects with the lowest social rates of return. The technical problems that affect the
estimation of social rates of return generally prevent fine gradations in the ranking of
public spending programs. A common practice under such circumstances is to bunch
the projects with the highest rates of return and consider these the "core set" to be
protected in the face of general budget cutbacks or to receive priority attention in the
face of resource expansions.

6.21 The total public investment program (PIP) for 2001 was budgeted to be 20
percent of GDP, but revised downward in mid-year to 12.5 percent of GDP. The
portfolio of programs related to poverty reduction presented in the PRSP was also
reduced from around 13.7 percent of projected GDP to 8 percent of GDP.89 It now
comprises 220 projects divided into 45 programs, with programmed capital outlays of
US$219 million in 2001; Annex Table 3 of PRSP. Furthermore, the PRSP identifies 10
programs as candidates for financing with HIPC resources through the FSS, only 3 of
which are included among the 45 programs currently included in the PRSP portfolio.
(The other 7 programs were not included because they have not yet been prepared; see
para. 6.26. Figure 6.1 portrays the public expenditure universe, including the total
public investment program (PIP), the sub-category of poverty-related capital spending
(PRSP), and its sub-set of poverty-reduction programs slated to receive HIPC funding
(FSS).

6.22 One question that arises when setting up the accounting coding structure of the
revised FSS, is where to draw the dividing line between tagged and non-tagged items.
Should the system only tag a sub-set or the entire set of poverty-related programs?
Unequivocably, for HIPC tracking purposes, the entire set of PRSP projects should be
tagged. The reason is that even though the government may choose to invest additional

89 The PRSP also includes an amount equivalent to 7.3 percent of GDP in current spending associated
with poverty reduction for 2001. In view of the convention to classify all externally financed
spending as capital expenditures, this figure is likely to be referring to programs financed with
domestic resources. It is not clear, however, whether this amount of current spending is entirely
associated with the 45 investment programs listed under the poverty related, or whether it also
includes additional programs without externally funded counterparts.
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HIPC resources in a sub-set of these PRSP programs, it is important that this additional
spending does not displace spending in other PRSP programs. Such displacement
would only be detectable with the more comprehensive tagging system.

Fi ure 6.1: Schematic Outline of Public Expenditure Universe

Total Public Expenditures

6.23 A separate question concerns the appropriate size of this "core set" of PRSP
projects to be tagged and the appropriate size of the set of FSS projects targeted for
investments from HIPC debt relief. Both need to bear some relation to the projected
variations in resource availability. The smaller is the proportion of core projects to the
total public expenditure program, the easier it is to protect core poverty spending from
other claimants in the face of overall cutbacks. On the other hand, the smaller the
amount of spending on core programs, the smaller is their overall impact on poverty
reduction. Furthermore, when a significant budget expansion is expected (e.g., as a
result of HIPC debt relief), keeping the number of core projects small could lead to
absorption bottlenecks or very rapid declines in their marginal social rates of return.

6.24 The Nicaragua Decision Point Document indicates that the nominal debt relief
proposed under the enhanced HIPC Initiative is expected to provide on average about
US$216 million annually in debt service savings on a scheduled basis from 2001
through 2019. Alternatively, section E below estimates that the additional resources
made available in the medium term (2001-03) would be on the order of US$ 60 million
per annum These amounts are between 4 and 14 times larger than the US$16 million
programmed under the FSS for 2001. It is unlikely that a program portfolio could be
expanded by these orders of magnitude without running into major execution
bottlenecks.9 0 This argues in favor of spreading the projected debt relief savings across
a broader project portfolio, by making the revised FSS more comprehensive. At the
same time, the PRSP portfolio needs to be consolidated and reduced. As discussed
elsewhere,9 ' the earlier Interim-PRSP contemplated too many disparate activities and
expenditures, which need to be reordered into fewer, more manageable priority
activities. With the preparation of the full PRSP, a further prioritization took place as
total poverty reduction expenditures were reduced from an annual average of US$379

90 This perception also appears to have been held by the officials that prepared the 2002 Budget, which
allocates the interim debt service relief estimated under the HIPC Initiative to a wide range of
projects in the PRSP portfolio that are not included in the narrower FSS portfolio.

91 Nicaragua: Joint IDA-IMF Staff Assessment of the I-PRSP (IDA/SecM2000-662), October 2, 2000.
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million in the Interim-PRSP to US$230 under the full PRSP. Part of that reduction was
made by spreading out the program expenditures over five years instead of three, rather
than by cutting back on the number of programs, many of which still need to be culled.
Both arguments point toward a convergence of the set of PRSP programs and FSS
programs, which can be visualized in Figure 6.1 as a contraction of the area denoted
PRSP and simultaneous expansion of the area denoted FSS.

6.25 Government officials have expressed some concerns about the proposed
convergence of the FSS portfolio and PRSP portfolio, noting that some donors may
become alienated by the more limited menu of projects offered by a narrower PRSP
portfolio and withdraw their support. Conversely, expanding the FSS portfolio could
overextend SETEC's monitoring and evaluation capacity. In response to these
concerns, it may be useful to recall that one aim of the PRSP process is to encourage
the pooling of donor and national resources and focusing them on a narrower set of
projects that can be implemented more successfully within the government's limited
monitoring capacity. Even so, donors need not be forced to limit their choice of
projects to narrower PRSP menu. They can still be permitted to invest in any other
project in the PIP, only that those investments would not be classified as core projects
in the PRSP portfolio - and, thus, protected in times of fiscal stress - and would not be
allowed to burden SETEC's limited monitoring and evaluation capacity.

The FSS Programs

6.26 Finally, there are some questions about the FSS programs themselves. Box 6.1
contains a summary description of the 10 programs that are scheduled in the PRSP to
be the recipients of HIPC debt relief financing. The first thing that strikes the attention
is that only the first two of the 10 projects listed are currently ongoing, while the third
project is in an early pilot stage. The other projects are mostly still at the concept stage.
They were conceived as "second generation" programs with a multi-sectoral focus in
response to the findings of the most recent poverty assessment, which noted, for
example, that (i) urban poverty has been rising during the 1990s, in contrast to overall
poverty trends, (ii) that most of the poor in Nicaragua are concentrated in rural areas, so
that rural development holds the key to their future, and that (iii) the Atlantic region has
the worst poverty and social conditions in the country, showing little progress since
1993. These programs need to be conceptualized and developed further, and then pass
through a pilot stage, before they are ready to absorb HIPC debt relief resources. The
idea driving the HIPC initiative is that debt relief savings would be concentrated in
projects that have proven themselves effective in reducing poverty. Clearly, most of
the projects listed in Box 6.1 still have to establish a track record in this regard.

6.27 Another noticeable feature of the programs presented in Table 6.1 is that there
appears to be considerable overlap. For example, the projects numbered 4, 7 and 8 all
appear to have some basic infrastructure component, while project number 4 also
appears to overlap with activities listed in the first two projects. Furthermore, projects
4 and 5 involve similar elements as several institutional capacity building projects
currently being carried out by INIFOM, among other by the Rural Municipalities
Project. Also, project number 8 appears to duplicate some elements (informal
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vocational training) of a forthcoming FISE pilot project; para. 3.42. It is not clear in
these instances why new projects are being developed instead of expanding existing
projects. Conversely, if the existing projects are not effective enough to be eligible for
expansion, consideration should be given to re-deploying those resources more
effectively elsewhere. Finally, project number 6 (implementation of the PRSP) does
not appear to be a poverty reducing program, but rather an institutional capacity-
building programn to permit a better monitoring of poverty reducing efforts. Though
this is an activity that is very much needed (para. 6.36), the project does not seem to
belong in the FSS. In sum, as these projects evolve further, attention should be given
to avoid project duplication and a greater effort made to expand existing projects that
have proven effective in reducing poverty, rather than creating new ones.

Box 6.1
FSS Programs Scheduled to Be Financed with HIPC Debt Relief

1. Education Incentives and Decentralization. This ongoing program seeks to extend and
strengthen school autonomy, while improving teacher retention and attendance in rural
areas

2. Basic Health Equipment and Supplies. This ongoing program provides operational funds
for rural health posts and centers, salary supplements, and funds for maintenance,
information campaigns, equipment and materials.

3. Social Safety Net. This program is currently in a pilot stage and uses financial incentives
to encourage student school attendance and family use of rural health facilities, while
providing budget support for schools and health posts in targeted areas; see para. 3.61

4. Increased Coverage of Social Services in Key Municipalities. This program is under
preparation and aims to increase the coverage of key public services in education, health,
nutrition, water, sanitation, housing and electricity in an integrated manner.

5. Development of the Atlantic Coast. This program is under preparation and aims to
strengthen local governments' institutional capacities to identify and prepare projects and
to strengthen the regional presence of the health and education ministries.

6. Implementation of the PRSP. This program is under preparation and aims to increase the
capacity of the SNIP, line ministries and non-government organizations to monitor and
evaluate programs.

7. Social Investment Fund. This program aims to direct FISE's social infrastructure
financing activities toward poor areas in municipalities that are not targeted by the poverty
map normally used by FISE.

8. Urban Poverty Reduction. This program is under preparation and is meant to finance day-
care centers, special programs for children and adolescents at risk, informal vocational
training, small income-generating activities and basic infrastructure in urban areas.

9. Rural Development Driven Fund. This program is under preparation and aims to support
local communities by investing in rural productive infrastructure, capacity building and
technological innovation.

10. Small and Medium Size Business Development Fund. This program is under preparation
and aims to support training, technology and financing of small businesses in rural and
urban areas.

Source: Government of Nicaragua, Poverty Reduction Strategy Paper, July 2001; pgs. 43-44.
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D. The Management and Structure of the FSS

6.28 The current structure of the FSS combines some of the features of a virtual fund
with those of a separate poverty fund. By maintaining the same procedures for
executing and reporting FSS funds as are followed for other line items in the budget,
the FSS shares some important features of a virtual fund. On the other hand, the
existence of a separate bank account for FSS funds, the reliance on consultants to
manage the FSS, and the establishment of an independent Coordinating Council
(different from the Cabinet) to decide the allocation of FSS resources are clearly
features that point in the direction of a separate poverty fund. Do these last features
really contribute to the FSS' capacity to function as a tracking mechanism?

The Special FSS Account

6.29 An important matter to consider in reviewing the design of the FSS is how to
handle the under-execution or over-execution of FSS programs. Assume that the
poverty reduction programs identified in the PRSP execute fewer funds in a particular
year than the funds that become available in that year. (This will be especially relevant
during the initial years when the HIPC initiative comes into effect.) In the case of
budgeted expenditures from ordinary resources, the budgeted allocations that are not
committed by the end of the year expire and do not carry forward into the next year. In
effect, these unspent funds become a part of the country's international reserves and
subject, in principle, to be allocated under the new budget for whatever purpose the
National Assembly sees fit.

6.30 Since HIPC debt relief is earmarked for poverty-reduction programs, however,
these funds are meant to be reserved for these specific priority programs and not to be
added to the country's reserves, except possibly as a matter of deliberate decision.9 2 In
the absence of a special account to hold over the funds earmarked for poverty reduction
into the next year, the country would either have to rapidly increase project
implementation to make sure that all the earmarked funds are spent by the end of the
year (which could lead to very wasteful spending), or risk having the earmarked funds
diverted to other purposes through the general Treasury account. A separate account,
therefore, is indispensable, not just for ensuring that the earmarked funds are directed at
poverty reduction, but for doing so efficiently. Maintaining a separate "FSS Account",

92 There are times when the most effective poverty reduction intervention may be the accumulation of
international reserves to maintain macroeconomic stability and prevent a balance of payments crisis.
In an economy as fragile as Nicaragua's, it is necessary to avoid that this macroeconomic objective
becomes the overriding consideration in the allocation of HIPC resources. By the same token, it
would be unwise to block off as a matter of principle the possibility of using any resources from debt
relief for the purposes of reserve accumulation, tax reduction or domestic debt reduction. When
using debt relief for these purposes, however, it must have a poverty reducing justification.
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however, does not mean that it has to be out of sight. Rather, it should be publicly
reflected in the fiscal budget.93

6.31 Keeping a separate special account does not by itself guarantee complete
control, however. In mid-2000, an audit performed on the FSS for the period covering
November 1, 1998 through December 31, 1999, revealed that funds had been
temporarily transferred from the FSS account in the Treasury to the Nicaraguan
government's general account, without the explicit consent by the Coordinating
Council. Although this transfer of resources was not intended as (and did not result in)
a misuse of funds, it brought to light a weakness in the Council's control over FSS
resources. One possibility for strengthening the Council's control over FSS resources,
would be to place them in a secure account overseas. Another alternative would be to
make it a legal offense to transfer funds in and out of the FSS without the explicit
approval of either the Coordinating Council or other higher government authority, in
order to deter similar violations in the future.

The Role of a Coordinating Council

6.32 With the PRSP establishing the overall priorities for spending on poverty
reduction activities and the National Assembly in charge of approving a budget that
binds the use of FSS resources, what is the appropriate role of an FSS Coordinating
Council? Decree No. 46-98 indicates that the Coordinating Council is in charge of
determining the eligibility of programs to be funded by the FSS, while Article 7 of the
FSS' Operating Guidelines establishes several criteria according to which eligibility
should be determined. (It states, among other, that eligible programs should target the
poorest sectors and be consistent with sector reform policies.) To a large extent, this
mandate and operating guidelines appear to have become redundant with the advent of
the PRSP process.

6.33 The main concern about having separate councils to manage the resources of
the FSS and of other funds is that it leads to a "balkanization" of expenditure
management. There is no compelling reason, in principle, why the full Cabinet in
charge of overseeing all resources in the fiscal budget should not also be in charge of
overseeing the use of FSS resources. To some extent, "balkanization" appears to be
encouraged by the HIPC framework itself, since it establishes from the outset that the
resources freed through debt relief are to be used exclusively for poverty reduction
programs. But poverty reduction is not a sector-specific task. Even though poverty
reduction may be popularly considered a social sector activity, decisions taken in
virtually every other sector represented in the full Cabinet can be equally relevant for
poverty reduction. The stewardship of the earmarked FSS funds, therefore, is the
responsibility of all sectors involved in the government's poverty reduction efforts, and

93 The creation of a special "FSS account" also opens up the possibility of borrowing against future
inflows from debt relief into this account. This may, however, require greater sophistication in public
finance management than is at present available, and so could lead to fiscal indiscipline.
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not just of that sub-set of sectors that happen to be executing projects with FSS
funding.

6.34 Where the Coordinating Council may have a legitimate role to play is in the
practical coordination of project activities across sectors. Until various important
deficiencies in Nicaragua's public expenditure management system (described, for
example, in the recent Review of Government Financial Management in Nicaragua
commissioned by NORAD) have been corrected, that expenditure system cannot be
relied on to reprogram existing resources, close ineffective projects and expand
successful ones in a sufficiently agile manner. Waiting for the annual budget cycle to
adjust implementation may be too cumbersome to ensure effectiveness in reducing
poverty. In that context, the Coordinating Council may play a useful role as an
informal networking arrangement to accelerate responses among the principals
involved in the implementation of specific poverty related projects. Furthermore, it
provides a venue for including directly the views of donors and members of civil
society, who are normally absent from official government bodies. Care must be taken,
however, in ensuring that the legal responsibilities and powers of such a Council vis-a-
vis the Cabinet, the President, the Finance Ministry and the National Assembly are
clearly established and defined.

The Role of SETEC

6.35 Two critically important functions for the successful implementation of
Nicaragua's poverty reduction strategy are the continual monitoring of social indicators
and the performance evaluation of the poverty reduction projects prioritized by the
PRSP. As the agency responsible for coordinating the formulation of the PRSP, SETEC
is best placed to coordinate these two functions as well. To the extent that these
functions are carried out for the PRSP portfolio as a whole, there is no reason for
maintaining a separate administrative unit in SETEC whose sole purpose would be to
repeat those tasks for a sub-set of poverty-reducing projects that are financed with
HIPC debt relief. However, the process of monitoring and evaluation of poverty
reducing programs in Nicaragua currently is weak and to a large extent non-existent,
which calls for significant capacity building in SETEC and its National Investment
System (SNIP). As this capacity is being built up, it would be practical to focus
SETEC's limited oversight capacity initially on a narrower set of programs, such as the
poverty-reducing project portfolio targeted for funding through HIPC debt relief, with
the aim of progressively expanding this coverage to the entire public investment
portfolio.

6.36 In this context, care should be taken to avoid the creation of new units within
SETEC for other purposes, such as the execution of projects (poverty related or
otherwise), since that would detract from the necessary capacity building effort. (An
obvious exception would be TA projects designed to strengthen SETEC's institutional
capacity.) Furthermore, in view of SETEC's lead role in coordinating the social &
economic sectors and in the analysis and preparation of the public investment program,
there is a danger that the cross-sector impartiality needed to perform both roles
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effectively will be lost once SETEC is put in charge of executing projects that compete
with projects in other ministries.

E. Baselines for Measuring Resource Additionality

6.37 To track the use of additional resources made available through the HIPC
initiative, it is also necessary to determnine the size of these additional resources. In
principle, this figure is determined as the difference between the total amount of debt
service owed before any relief is provided through the HIPC Initiative, and the total
amount owed after the debt relief is provided. Two factors complicate this calculation
for Nicaragua. The first is that Nicaragua has only been paying a fraction of the total
debt service due in past years - the portion owed to the so-called 'prioritized' creditors.
Secondly, much of the reduced debt service owed to the 'prioritized creditors' was
temporarily deferred in the wake of hurricane Mitch. This deferral period came to an
end in March 2001. Both factors mean that there is a significant difference between the
notional savings from the HIPC Initiative and the additional resources made available
in the medium term on a cash flow basis.

6.38 Gross HIPC Assistance Concept. Table 6.3 presents the actual and projected
external flows for Nicaragua, beginning with the debt service due to 'prioritized'
external creditors. Row H shows the total HIPC assistance projected for 2001-2003,
taking into account both interim assistance (row G) and the debt service relief provided
through the debt stock reduction (row E) that will take place at the completion point,
which is projected to occur at the end of 2002. This gross measure of HIPC assistance
represents the reduction in debt service relative to the amount that the Nicaraguan
government would have to pay to prioritized creditors in the absence of the HIPC
initiative.

6.39 The level of assistance calculated in this manner does not automatically
translate into an equivalent amount of additional resources that would be available to
the public sector to increase spending on poverty reduction projects. Even though the
level of assistance provided through HIPC (in row H) is rising from 2000 through
2003, the debt service falling due on prioritized debt (row A) also rises over this period.
Part of the HIPC assistance shown in row H, therefore, is not making new resources
available, but is merely keeping the government from having to devote more public
resources toward debt service.

6.40 Debt Service Reduction Concept. To calculate the additional resources that
Nicaragua would have available from debt relief, we need to compare the debt service
due and paid after netting out all HIPC assistance to the debt service that was paid in an
earlier base period. This is done in row Q, where 1997/98 has been chosen as the base
period. This net calculation of HIPC assistance yields a similar gain in additional
resources during 2001 (US$67 million) as the earlier gross calculation (US$71.2
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million), but a significantly smaller gain in the following two years (averaging US$89
million per annum versus US$161 million).9 4

Table 6.3 Nicaragua - Preliminary External Flow Projections
(in US$ millions)

1997 1998 1999 2000 2001 2002 2003
AKctual Projected

A. Debt service due on 'prioritized debt' 266.2 211.1 221.6 237.6 280.4 341.7 340.8
B. Debt service deferral (post-Mitch) 1.6 66.0 68.1 27.7
C. Debt relief from traditional mechanisms 11.6 39.7 24.3
D. Debt service due after trad. mech. (= A - B - C) 266.2 209.6 166.6 179.4 241.2 302.0 316.6
E. HIPC assistance (stock-of-debt operation only) 178.3
F. Debt service due after HIPC assistance (= D - E) 266.2 209.6 166.6 179.4 241.2 302.0 138.2
G. Interim HIPC assistance to cover debt service due 71.2 144.0
H. Total HIPC Assistance (= D - F + G) 0 0 0 0 71.2 144.0 178.3
1. Net Debt Service (= D - H) 266.2 209.6 166.6 179.4 170.0 168.0 138.2

J. Other Donor Flows (= K + L) 313.2 386.9 489.6 379.1 369.8 270.6 244.7
K. Tied aid . 230.3 239.4 361.2 341.1 289.8 260.6 234.7
L. Liquid (un-tied) aid 73.9 146.6 128.4 38.0 80.0 20.0 10.0

M. Total net external flows (= G + J - F) 48.0 176.4 323.1 199.7 199.8 112.6 106.6
N. Total net liquid extemal flows (= M - K) -191.3 -63.0 -38.1 -141.4 -90.0 -138.0 -128.2

Memo item:
0. Imputed debt service capacity 237.0 237.0 237.0 237.0 261.2 266.3 282.3

Alternative Measures of Aid Additionality

P. Total 'gross' HIPC assistance (= H) 0.0 0.0 71.2 144.0 178.3
Q. Debt service reduction relative to 97/98 ave. (from row !) 70.6 67.6 67.0 79.0 98.8
R. Total net external flows minus 97/98 ave. (from row M) 211.1 87.7 87.8 0.6 -6.6
S.. Debt service capacity relative to 97/98 ave. (from row 0) 0.0 0.0 14.2 29.3 46.3

T. Net extemal flows plus capacity growth (R + S) 211.1 87.7 102.0 29.8 39.8
as% of GDP 9.3% 3.6% 3.8% 1.1% 1.3%

Source: World Bank staff calculations, based on data from BCN and IMF.

6.41 The base period of 1997/1998 in the above calculation was chosen to avoid the
influence of post-hurricane Mitch aid on the calculation of resource additionality.
Hurricane Mitch triggered an extraordinary donor response, both in terms of debt
service deferrals and fresh resources, that significantly increased total net resource
inflows into Nicaragua. This resource inflow was largely concentrated in 1999 and
2000, and is winding down in 2001. Clearly, if 1999/2000 were used as the base period
for comparing subsequent inflows, the measured additionality from HIPC assistance
would be much lower than the figures in Table 6.3.

6.42 Total Net External Flow Concept. The most comprehensive measure of
additional resources becoming available to the public sector with the onset of HIPC
assistance is given by the total net external flows shown in row M of Table 6.3. The

94 Note that the net reduction in debt service in 2001 (US$ 67 million) is of similar magnitude to the

debt service relief granted in 1998/2000 (averaging US$64 million), which means that the initial

impact of HIPC assistance will be to prevent a rise in debt service obligations once the post-Mitch

debt service deferrals come to an end.
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evolution of net external flows over time in relation to the base period is shown in row
R. (This measure is the same as the preceding measure based on the Net Debt Service
Reduction, plus the net change in Other Donor Flows from row J.) This shows that the
additional external resource flow during 2001 (US$87.8 million) is of a similar
magnitude as was calculated with the preceding two measures, but then drops off
steeply in the next two years. Obviously, this result is very sensitive to the projected
pattern of other aid flows and, in particular, the flow of liquid aid.95

6.43 A further measure of external resource additionality that is sometimes
advocated refers to the net flow of liquid external resources. Under this measure, tied
(or project) aid is netted out from the total net resource flows. The argument advanced
in favor of this measure is that increases in tied aid are automatically associated with
project-specific expenditures and, therefore, do not yield any additional discretionary
resources that the public sector could devote to priority projects. The main flaw in this
argument is that governments are in a position to exercise discretion over the flow of
tied aid by approving or rejecting particular projects and, thus, bear the ultimate
responsibility for the allocation of funds under public sector projects. For this reason,
the total net resource flow, not the liquid resource flow concept, is more appropriate in
measuring aid additionality for tracking purposes.

6.44 Incorporating Growth in Debt Servicing Capacity. One important omission in
the preceding measures of additionality is that they do not take into account the growth
in the country's capacity to service its external debt. Even though the post-HIPC debt
service repayment schedules would not change in response to a country's expanded
capacity to service more debt, it is, however, expected that this additional capacity
would also be devoted to the poverty reduction effort.

6.45 In Table 6.3 (row 0), the total debt service due on prioritized debt in 2000 (row
A), which happens to coincide with the average debt service paid in 1997 and 1998, has
been taken as the baseline for measuring the country's external debt servicing capacity.
It is assumed that this capacity expands at the country's rate of GDP growth, which is
projected to be around 6% in US Dollars terms over the next 3 years, starting in 2001.
The change in Nicaragua's debt servicing capacity is calculated in row S of Table 6.3.
Adding this growth in capacity to the net external flow measure (row T), we obtain the
most complete measure of resource additionality to be used tracking purposes. \

6.46 According to this measure, and assuming that the projections are accurate,
Nicaragua would have available an additional net flow of resources, including from
domestic sources, averaging US$67 million over a three year period, from 2001 to
2003. That means, that we should expect to observe an increase in annual public
spending on the tagged, poverty reducing programs by at least US$67 million on

95 The projection in Table 6.3 assumes that the level of tied (project) aid will revert to pre-hurricane
Mitch levels by 2003, while the level of liquid (program) aid falls off significantly after 2001. This
may obviously change over time, as donors review their commitments.
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average, compared to the average amount spent on these programs during the base
period of 1997-1998.96

F. Main Conclusions and Recommendations

6.47 This chapter evaluates the Social Supplementary Fund (FSS), which the
Government has designated as the mechanism to track the flow of HIPC-related
resources toward the poverty reducing projects identified in the PRSP. It finds that the
FSS combines some of the elements of a "virtual fund" with elements of traditional
"poverty funds. It also draws attention toward two principles on which there exists
broad agreement in the aid effectiveness literature linking aid flows to poverty
reduction: first, that it is neither feasible nor desirable to track only individual sources
of funding and, secondly, that the mechanisms created to track the use of aid flows
should avoid undermining existing public expenditure management systems.

6.48 This evaluation identified various weaknesses in the existing mechanism and
suggests modifications to the existing FSS with the aim of improving its tracking
capacity. The following steps to strengthen the FSS' fiscal and financial tracking
capacity are considered most important:

* The FSS needs to be incorporated more transparently into the national Budget.
Currently, the FSS appears in the Budget as a project, which does not permit
measuring the total public spending on poverty reduction activities, nor the sum of
funds that are financing each project. This report recommends an alternative
budget format under which the FSS appears as a source of financial transfers to
projects.

* A "tagging" system needs to be set up, preferably through the recently introduced
Integrated Financial Management System (SIFGA), to track the inflow and
destination of all aid flows, including debt relief. On the expenditure side, all
poverty reducing expenditures included in the PRSP portfolio need to be "tagged",
and not just the sub-set of projects scheduled to receive HIPC debt relief. On the
income side, all aid flows, including HIPC debt relief, should be tracked.

96 The authorities had suggested using the annual change in either debt service reduction or total net
external flows, as a simpler measure of resource additionality that would not depend on the choice of
a particular base period. This measure has two important drawbacks compared to the measure
recommended above. First, since this measure would begin to operate in 2001, it would begin with a
defacto base year of 2000, which is still heavily influenced by the large aid inflows and debt service
deferrals provided in the aftermath of hurricane Mitch. This would have the result of artificially
depressing the calculation of resource additionality in future years. Since post-Mitch assistance was
explicitly classified as being of an extraordinary nature, it should not be used as a benchmark for
future aid flows. Second, the simpler additionality measure implicitly assumes that the country's
debt servicing capacity remains constant. As the economy grows and its debt servicing capacity
expands, however, that increased capacity should be counted as part of the debt service that has been
forgiven through the HIPC Initiative.
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* A special account needs to be established to carry over from one year to the next
the debt relief resources that come due, but are not spent in the same year. Since
these resources are earmarked for poverty reducing purposes, unspent funds should
not automatically be added to international reserves, but rather reserved for future
use in poverty reducing activities.

* A baseline needs to be established for measuring additionality of resource flows.
An underlying principle of the HIPC Initiative is that all the additional funds made
available through the Initiative be converted into additional spending on poverty
reducing activities. This requires defining all the relevant sources of funds and an
appropriate date to serve as reference point from which to measure the change in
flows. With regard to the first, this report recommends using the total net external
flow concept, plus an adjustment to measure the growth in the country's debt
servicing capacity. With regard to the reference date, this report recommends
averaging the flows in 1997 and 1998, to avoid distortions due to the abnormally
high aid levels that subsequently became available in response to hurricane Mitch.

6.49 In linking aid to poverty reduction, the capacity to track poverty outcomes is
equally important as the financial and fiscal tracking capacity. Currently, the
government's capacity to monitor and evaluate the quality and impact of programs in
reducing poverty is very weak or non-existent. This capacity needs to be strengthened,
especially in SETEC. In this context, it is important for SETEC to focus exclusively on
its monitoring and evaluation functions, and not be put in charge of project
implementation, as that could compromise its ability to fulfill its cross-sector
evaluation functions responsibly.

6.50 Since most of the programs slated to receive funding from HIPC debt relief
through the FSS are currently still at the concept stage, they need to be evaluated once
they have evolved further. In the process of developing these programs, special
attention should be given to avoiding duplication with other projects in the FSS, as well
as with other projects in the Public Investment Program. Furthermore, a greater effort
should be made to include in the FSS existing projects in the PRSP portfolio that have
proven effective in reducing poverty, before creating new ones.

6.51 Finally, with regard to the second broad principle described above, the report
expresses some concern about a possible danger of "balkanizing" public expenditure
management when setting up a special Coordinating Council to oversee the spending
allocations of funds through the FSS. The report recognizes that such a Council may
have a legitimate role to play in the practical coordination of project activities across
sectors. Care must be taken, however, to ensure that the legal responsibilities and
powers of such a Council vis-a-vis the Cabinet, the President, the Finance Ministry and
National Assembly are clearly established and defined, and not supplanted in any way
by a Coordinating Council.

6.52. The main recommendations that emerge from this assessment can be
summarized as follows:
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* Revise the budget format of the FSS to permit a more transparent tracking of
poverty reducing expenditures; paras. 6.14-6.18.

* Set up a "tagging" system through the SIGFA to track all poverty reducing public
expenditures; paras. 6.19-6.24.

* Set up a special account to maintain the debt relief savings earmarked for poverty
reducing expenditures that have not been spent by the end of the fiscal year, and
include the balances of this account in the annual fiscal budget; paras. 6.29- 6.30.

* Establish a baseline to serve as a reference point for measuring changes in total net
external aid inflows; paras. 6.35-6.44.

* Prepare and implement a plan to strengthen SETEC's capacity to monitor and
evaluate the impact of programs in reducing poverty, and divest SETEC of all
project management functions; paras. 6.35 -6.36.

* Review the current portfolio of programs included in the FSS, and clarify the
criteria, as well as the process, for inclusion of new programs in the FSS; paras.
6.26-6.27.

* Clarify the legal responsibilities and powers of the Coordinating Council of the
FSS, and make sure that they do not supplant in any way the responsibilities of the
President, Finance Ministry, Economic Cabinet and National Assembly, in
overseeing the allocation of funds through the FSS; para. 6.34.



Annex A

Measuring Nicaragua's Gross Domestic Product

1. This note concludes that the level of GDP in Nicaragua is about 70 percent
higher than the figures recorded in the national income accounts statistics. Even to
casual observers it is evident that Nicaragua's aggregate level of income is sub-valued.
Although the levels of deprivation seen in Nicaragua are significant, they are not nearly
as extreme as in other poor countries with similar recorded levels of per-capita income.
The most common reasons for a sub-valuation of the official estimates of gross
domestic product are (i) distortions in relative prices and (ii) the failure to update the
sample of industries used to gauge the growth of different economic activities. 97 In
Nicaragua, the suspension of markets during the 1980s and their replacement by
socialist, central planning principles led to significant shifts in relative prices. When
the market economy was reintroduced in 1990, the domestic structure of relative prices
was very different from international prices, and bound to be a significant factor in the
sub-valuation of GDP. After a decade of economic liberalization, relative prices have
had time to adjust, so that this source of distortion should be less significant than it was
in the early 1990s. [This may in part explain why the estimated private consumption
level from the 1998 LSMS is significantly closer to the figure derived from the national
income accounts than the estimated level obtained from the 1993 LSMS.] The failure
to update the industry sample base, on the other hand, continues to be a problem. This
has motivated the following exercise, which estimates GDP on the basis of expenditure
information provided by the LSMS.

2. For notational purposes, it is useful to start from the national income accounting
identity, which equates gross domestic product to total expenditures made on domestic
goods and services. This is symbolized by the following well known macroeconomic
relationship.

Y = C + I + (X-M),

where Y represents the gross domestic product, C and I represent total consumption
and investment (both private and public) and (X - M) represents the trade balance
(exports minus imports).

3. Consider now that the national income accounts do not record all expenditures
for the reasons described earlier. Generally, the expenditure categories that are the
easiest to record are foreign trade flows (X - M) and public expenditures. It is,
therefore, reasonable to assume that they are captured in their entirety in the national

97 By failing to update the industry sample base, the national income accounts cannot capture the
economic activity generated by newly emerging industries and give too much emphasis to the
declining activity in the less dynamic economic sectors, which weighs down the overall estimate of
economic activity. This problem is particularly acute for transition economies, where industries that
had previously been protected (and whose relative domestic prices were therefore likely to be
significantly higher than relative world prices) are likely to fare badly during a liberalization process.
It is also a pronounced problem in countries with a rapidly growing informal sector.
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income accounting statistics. Private expenditures are more difficult to record in a
comprehensive manner and, therefore, more likely to bypass official information
gathering mechanisms. Accordingly, we can separate total private expenditures, (CPT +
IPT), into a portion that is recorded (CPR + IPR) in the national income accounts and
another portion that goes unrecorded (CPu + lPU). Given that the official national
income accounts only include the recorded expenditures, the official figure for GDP is
given by,

y= (CPR + IPR) + (CGT + IGT) + (X -MT). (1)

4. It follows from this that the true level of GDP, denoted Y*, is equal to the
official estimate (Y) plus the unrecorded expenditures made by the private sector. That
is,

Y* = Y + (CPU + 1PU)* (2)

5. To estimate the size of Y* relative to Y - i.e., the degree of GDP sub-valuation
- this note relies on the findings of the Living Standards Measurement Surveys
(LSMS) and an assumption concerning private consumption and investment behavior.
On the basis of the 1993 LSMS and the 1998 LSMS, it was assumed (Box 1.1) that
total private consumption is about 70 percent larger than the officially recorded figures.
This means that,

CPT = (CPR + CPU). = (1.7)*CPR, or

Cpu = (0.7)*CPR

6. It is assumed next that the same relationship between private consumption
expenditures and private investment expenditures holds for unrecorded expenditures as
for the recorded private expenditures. In other words,

(IR / CPR) (Ipu / Cpu), or

(IPU/ iPR) = (CPU/ CPR) = 0.7,

which yields that the total unrecorded private expenditures represent 70 percent of the
recorded expenditures. Inserting this result into equation (2), yields,

Y* = Y + (0. 7 )*[(CPR + IPR)/Y]y

The national income accounts indicate that total private absorption, (CPR + IPR)/y, has
been almost 100 percent of GDP in the 1990s.98 This yields that,

Y* = Y[1 + (0.7)*(1.0)] = (1.7)*Y,

98 This ratio is based on the national income accounts in current C6rdobas. The NIA
accounts using constant C6rdobas yield a private absorption ratio of 80 percent, but are deemed less
reliable for this purpose.
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meaning that the "true" level of GDP is about 70 percent higher than the official figure.
This estimate turns out to be very close to recent preliminary estimates of the Central
Bank, which find that GDP is between 77 and 83 percent higher than the official figure.

Adjusting the Macroeconomic Aggregates to Account for the Sub- Valuation of GDP

7. Since many of the variables in this report are expressed as shares of GDP, it is
important to correct for the sub-valuation of this variable in order to avoid reaching
faulty conclusions, especially when making comparisons with other countries. Table
Al presents the time series of several key macroeconomic variables, expressed as
shares of GDP, using both the official and the adjusted values of GDP for Nicaragua.9 9

8. From the unadjusted figures in Table Al, it would appear that:
* Total gross domestic investment in Nicaragua has grown very rapidly since the

early 1 990s, driven in equal measure by rapidly rising public and private
investment levels.

* The level of public investment since the mid-1 990s is extremely high by regional,
Latin American and World standards, even before the post-Mitch spending boom
began.

* The size of Nicaragua's government, as measured by total expenditures, is much
higher than the world average, approaching the size of government in the
industrialized countries.

* The level of taxation in Nicaragua is high by Latin American standards and near the
world average.

9. Looking at the adjusted figures, several of these conclusions need to be
significantly revised. In particular:
* Although total gross domestic investment still grows very rapidly during the latter

half of the 1990s, it is not equally driven by the public and private sectors. Rather,
the private sector stands out as the dominant source of rising investment.

* Nicaragua's public investment ratios in recent years continue to be high by regional
standards, but do not stand out by world standards

* Total government spending in Nicaragua is modest, even by Latin American
standards, and the same is true of the total taxation levels.

99 In the case of Public Investment, Total Government Expenditures and Total Tax Revenues, the
adjustment is made simply by dividing each series by 1.7, which represents the estimated degree of
sub-valuation. For the other two variables in Table B 1 (i.e., Gross Domestic Investment and Private
Investment), it is also necessary to adjust the numerator by incorporating an estimate for the
unrecorded component of private investment, Ipu. It is for that reason that, for example, the adjusted
figures for Private Investment are the same as the unadjusted figures.



Table Al: Cross-Country Comparison of Key Macroeconomic Variables with Adjusted GDP Figures for Nicaragua
As shares of GDP 1970-1979 1980-1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Gross Domestic Investment period averages
World Average 1/ 23.4 23.3 23.0 22.6 22.5 22.2 23.0 23.0 23.4 23.3 23.6
Low& Med. Income Countries 2/ 21.7 21.7 21.7 21.2 21.5 21.7 22.1 21.8 21.9 21.9 21.3
Latin America & Caribbean 3/ 22.5 21.4 20.7 20.7 21.2 22.2 21.8 21.9 21.5 23.3 23.5
Other Central America & Panama 20.3 17.6 18.9 19.7 23.1 24.8 25.4 24.2 22.9 23.5 24.7

Nicaragua 17.6 21.4 19.3 17.7 19.3 18.5 22.6 24.1 28.7 32.2 33.4
Nicaragua Adjusted .. .. 15.5 15.6 15.2 14.4 17.3 18.5 22.7 24.7 27.7

Public Investment
Low & Med. Income Countries 2/ 8.6 9.4 8.1 8.1 8.0 8.2 8.0 8.0 7.4 7.4 7.2
Latin America & Caribbean 3/ 7.7 7.8 6.4 6.4 6.2 6.2 6.1 5.9 5.4 5.7 5.7
Other Central America & Panama 6.7 5.8 3.3 3.9 4.6 5.6 4.9 3.5 3.9 4.0 4.4

Nicaragua 6.2 .. 9.3 9.3 7.6 9.8 10.0 12.4 13.4 14.9 12.0
Nicaragua Adjusted .. .. 5.4 5.4 4.5 5.8 5.9 7.3 7.9 8.7 7.1

Private Investment
Low & Med. Income Countries 2/ 13.4 12.7 13.9 13.5 13.3 13.7 14.1 15.2 13.8 13.8 14.0
LatinAmerica&Caribbean3/ 15.1 13.3 14.2 14.5 13.9 14.9 15.3 15.4 13.4 13.4 14.7
Other Central America& Panama 14.7 11.8 15.6 15.9 17.7 19.0 20.0 17.8 13.9 13.9 15.2

Nicaragua 15.0 .. 10.0 12.6 9.4 8.5 9.8 10.7 14.1 14.1 19.6
Nicaragua Adjusted .. .. 10.0 12.6 9.4 8.5 9.8 10.7 14.1 14.1 19.6

Total Govemment Expenditures
World 4/ 27.4 32.0 30.7 31.5 31.8 31.8 31.0 30.7 31.1 31.0 29.5
Industrialized 5/ 32.9 38.8 38.3 37.9 39.3 40.4 39.6 38.6 37.8 36.9 36.2
Latin America & Caribbean 6/ 21.3 23.5 21.0 18.7 20.3 22.5 22.6 21.3 20.1 20.8 20.7

Nicaragua 16.9 48.9 36.1 27.4 29.9 30.0 31.9 32.8
Nicaragua Adjusted .. .. 21.2 16.1 17.6 17.7 18.8 19.3

Total Tax Revenues
World 7/ 19.5 21.0 20.4 20.1 20.3 21.4 21.8 21.9 22.3 23.0 22.0
Industrialized 8/ 27.1 29.9 29.8 29.7 30.1 29.9 30.6 30.5 31.0 31.9 31.1
Latin America & Caribbean 9/ 17.5 18.0 14.7 15.2 15.7 16.8 17.2 16.9 15.9 17.0 16.0

Nicaragua 12.3 26.1 14.7 20.1 22.1 20.8 21.7 23.6
Nicaragua Adjusted .. .. 8.6 11.8 13.0 12.3 12.7 13.9

Source: World Bank, Global Development Network Growth Database. The data on Gross Domestic Investment, Public Investment and Private Investment is drawn from G.P.
Pfeffermann, G.V. Kisunko & M.A.Sumlinski (1997), 'Trends in Private Investment in Developing Countries", Intemational Finance Corporation; and M.Bruno & W.Easterly (1998)
"Inflation Crises and Economic Growth", Joumal of Monetary Economics. The data on Total Government Expenditures and Tax Revenues is compiled from the IMF's Government
Finance Statistics. The averages across country groupings are based on different samples of countries, depending on data availability. The numbers of countries contained in each
sample are (1) 161 countries, (2) 811ow and medium income countries, (3) 25 LAC countries (4) 85 countries, (5) 22 Industralized countries (6) 15 LAC countries, (7) 107 countries,
(8) 23 industrialized countries, and (9) 23 LAC countries.

Notes: The figures for Nicaragua in this table come from a different source and, therefore, are not identical to the figures presented in the main text. This choice of data was dictated
by the need to maintain comparability with the data for the other countries. For the 1990s, the adusted figures for Nicaragua are based on an estimated GDP that is 70 percent
greater than the official national income account figures.
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Annex B

Nicaragua's Fiscal Sustainability After HIPC

1. Nicaragua's fiscal deficit doubled in 1999 and continued to increase in 2000.
This was due to massive reconstruction spending in the aftermath of hurricane Mitch,
which struck Nicaragua in October 1998. Ample amounts of external grants and
concessional finance accompanied this rise in public spending, so that no major
financing gaps developed. As reconstruction spending began to slow down in 2001,
however, the overall deficit did not show signs of declining. Instead, the projected
deficit under the 2001 Budget increased even further, exceeding last year's deficit by
50 percent. The primary fiscal surplus, which had been positive in 1997 and 1998,
averaged -2.5 percent of GDP in 1999-2000; Chapter I, Table B 1.1. Under the 2001
Budget, and in the absence of further corrective measures, it would be projected to fall
further to -6 percent of GDP. This is a pattern similar to that observed in other
countries at the end of commodity booms and raises concerns about the sustainability
of the macroeconomic policy stance. Fortunately, corrective measures were taken in
mid-2001 to bring the overall deficit down. A question addressed at the end of this
Annex, is whether that deficit has been reduced enough to be sustainable.

2. This paper develops a model tailored to Nicaragua's structural characteristics
that assesses the sustainability of macroeconomic policies by comparing the flow of
future public sector revenues under those policies to the debt servicing requirements of
the outstanding public debt. In December 2000, Nicaragua reached the Decision Point
under the Highly Indebted Poor Countries (HIPC) Initiative, which is designed to
reduce the country's external debt burden to a sustainable level. This paper takes the
external debt relief parameters contemplated under the HIPC as given and mainly
focuses on the remaining burden given by the internal debt.

A Model of Fiscal Sustainability

3. The sustainability of the public sector's fiscal stance can be gauged by
comparing the present value of the contractual debt service on its outstanding debt to
the present value of its anticipated future revenues, net of expenditures. If the
discounted net revenues exceed the discounted contractual debt service flow, the
government's fiscal stance is said to be sustainable.0° To apply this measure in
practice, we begin with the government's budget constraint. It states that the fiscal
deficit, which consists of the primary deficit plus interest payments on the public debt,
is equal to the sum of changes in the public debt (domestic and external) and in the
monetary base, which constitute the three sources of deficit finance.

1) (Gt - Tt) + iEtBt-I + i*EtB*til = Et(Bt - Bt-1) + Et(B*t - B*t_l) + (Mt - Mt-l
where,

'°° This measure of fiscal sustainability corresponds to the "Present Value Constraint Approach" in the
classification by Cuddington, John T. (1997) "Analyzing the Sustainability of Fiscal Deficits in
Developing Countries".
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G = total government expenditures, net of interest payments,
T = total government tax revenues and foreign grants
i, i* = domestic and external (concessional) interest rate
B, B* = domestic and external debt (both are indexed to the US Dollar)
E = nominal exchange rate (Cordobas/US Dollar)
M = the monetary base

4. One feature that deserves special mention in equation (1) is that both the
external debt, B*, and the domestic debt, B, are indexed to the US Dollar. What
mainly distinguishes both types of debt is that the new external debt is provided on
concessional terms, while the domestic debt is only available on domestic market
terms.

Equation (1) can be rearranged as follows,

2) EtBt = EtBt-(l + i) - (EtB*t - EtB*t 1(l + i*)) - (Tt - Gt) - (Mt - Mt-),

to state that the value of the domestic public debt is equal to last period's domestic debt
level plus accrued interest payments on that debt, minus the revenues obtained from
external borrowing, the primary surplus (T - G) and increases in the monetary base
(seigniorage). Equation (1) also reveals that, in addition to the govemment's fiscal
stance, reflected in the primary surplus, the value of the public debt also is a function of
its monetary policies (reflected in the evolution of M and i), of its exchange rate
policies (reflected in the behavior of E) and of its external debt management (reflected
in B*). In other words, the issue of fiscal sustainability refers fundamentally to the
sustainability of the overall macroeconomic program.

The Macroeconomic Framework

5. The macroeconomic framework in which the government's policies are applied
is assumed to be characterized by a stable demand for money and the presence of
purchasing power parity over time. These assumptions imply that,

3) (1 + &)(1 + n*) = (1 + i) (purchasing power parity)

4) (1 + 0) = (1 + 7r)(I + g) (money market equilibrium).

The following identities also apply:

5) Yt = (1 + y) Yt-1 = (1+ rr)(l + g)Yt- (output growth identity)

6) (1 + i) = (1 + r)(1 + n)/(1 + s) (domestic interest rate identity)
=(1 +r)(1 + *) from eq. (3)

7) (1 + i*) = (1 + r*)(1 + 7r*) (external interest rate identity),
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where, E is the rate of currency depreciation (= (Et/Et_ )-1), T and n* are the rates of
domestic and foreign inflation, 0 is the nominal growth rate of the monetary base ((M,
- Mt-,)/Mt-,), r and r* are the domestic and external real interest rates, y is the growth
rate of nominal GDP and g is the rate of real GDP growth.

The Policy Framework

6. The government's fiscal policy is given by the behavior of the primary surplus
(after grants), which is expressed as a proportion of GDP. That is,

8) (Tt- Gt) = st(Yt).

The government's monetary policy is given by an exchange rate rule that ties the
C6rdoba to the US Dollar. (The Nicaraguan authorities adopted a sliding peg rule in
1993 and have maintained it since, albeit with varying rates of depreciation.) With real
output growth (g) and the external inflation rate (Tt*) exogenously given, the rate of
monetary growth (0) and domestic inflation (7r) are endogenously determined through
equations (3)-(4).

7. One other policy rule that remains to be determined concerns the distribution
between domestic and external borrowing by the public sector. Nicaragua's public
sector currently has limited creditworthiness in international financial markets.
Moreover, under the agreements reached in the context of the HIPC Initiative and the
IMF's Poverty Reduction and Growth Facility, the authorities' capacity to borrow
externally is limited to resources obtained on concessional terms. Concessional
resources are always more financially attractive than the non-concessional resources
available domestically, so the rational choice would always be to first exhaust all
external concessional financing sources before borrowing from the domestic market.
Since external concessional resources are in limited supply, they are rationed, however,
rather than allocated on the basis of market mechanisms.'°' This means, in effect, that
the level of external indebtedness is entirely driven by the donors' supply function.

8. In this paper, two alternative 'rules' are used to model the external credit supply
function that determines the evolution of Nicaragua's external debt (Bt*). The first,
which may be considered an upper sustainable limit on the flow of
concessional finance, assumes that donors aim to maintain constant the present value of
external debt as a share of GDP. That is,

9) bPv = 3 (Rule 1)

'01 Because of this, the standard interest parity condition is not included in the above macroeconomic
framework. Under that condition, arbitrage pressures in open capital markets would equate the
domestic interest rate to the foreign interest rate plus the anticipated depreciation rate (and a possible
country risk premium).
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where bPvt = EtBPvt/Yt and Bpvt represents the present value of the external debt.
Treating B* as a perpetuity with interest rate i*, its net present value can be
approximated as,

9)' BPVt* = [i*/iM]t B*t = (1/ct)B*t

where iM denotes the external market interest rate and [c] represents an index of the
concessionality of the external debt. (The rate of change of this index, denoted [t, is
assumed to be 0 in subsequent calculations.) The second rule, which might be
considered a lower limit, assumes that the US Dollar face value of the foreign debt
remains constant. I.e.,

10) B*t = B* (Rule 2)

9. Rule 1 was derived from the principles underlying the HIPC Initiative, which
calls for enough debt relief to reduce the present value of the remaining external debt to
a level that is equal to 150 percent of exports. In Nicaragua, the level of exports of
goods and services hovers around 33 percent of GDP. Assuming that this ratio remains
constant, we can also express the HIPC debt relief target as a ratio to GDP. For
Nicaragua, this ratio turns out to be 0.5 [= 1.5*0.33]. Rule 1 assumes that donors will
provide enough concessional finance to maintain the external debt ratio at this post-
HIPC level.

Differencing (9) and substituting from equations (3) and (9)' yields,

9)" B*t =B*t_(l+y)(l+p)/(l+F)

=B*t ,(l+g)(l+7C*)(I1+1),

which indicates that, under Rule 1, the US Dollar value of the external debt would
grow in direct proportion to the growth of real output, the external inflation rate, and
improvements in the degree of concessionality (or grant element) of the external debt.
The provision of external financing beyond this level would obviously lead to a rise in
the present value of the extemal debt as a share of GDP. Rule 2, on the other hand,
implies that there is no net change in B*, so that gross disbursements would be limited
to the refinancing of amortization payments. This would represent an extreme version
of Rule 1 in terms of seeking to limit a country's future external debt burden.'0 2

102 To obtain a sense of the magnitude of flows implied by each of these two external credit supply rules,
consider that GDP is projected to be around US$2,500 million in 2001, and that the nominal value of
the external debt (assumed to be on terms involving an average grant element of 70%) is projected to
decline to 167 percent of GDP after HIPC, yielding a face value of US$4,175 million. Also assume
an average annual real growth rate of 5% and foreign inflation of 2%. From equation (9)", we then
can derive that the annual net external finance would amount to about US$300 million (or almost 12
percent of GDP) under Rule 1. Adding amortization payments, which are projected to be around
US$133 million (3.2% of GDP) in 2001, would yield a flow of total goss disbursements of US$433
million. Under Rule 2, the gross flow of external finance would only equal the US$133 million in
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Derivation of Discounted Net Revenues

10. It is useful for analytical purposes to express equation (2) in terms of nominal
GDP. Dividing both sides by Yt and substituting from equations (3)-(8), yields,

11) bt = bt1.[(1+i)(1+c)/(1+y)] - (b*t - b*tl(I + i*)(1+±)/(+ y)) - (St) - (O/(1 +7))mt,

= bt-1[(1+ r)/(l+g)] - (b*t - b*t-(1 + r*)/(l+g)) - (st) - ((O/(I+y))mt,

where, bt = EtBt/Yt, b*t = EtB*t/ Yt, and mt = Mt/Yt. Rearranging terms and iterating
forward N periods, yields,

bt = [(l+g)/(l+r)] [bt + (b*t- b*tl(l + r*)/(l+g)) + (st) + (O/(1+7))mt]
N

12) = [a] E: [a]l [b*t+j -b*t-l+±(1 + r*)/(l+g)) + (st+j) + (O/(1+y))mt+j]
j =0

+ [a]N+'bN+l,

where a - (I +g)/(1 +r). It is assumed that, as N - oo, the last term in equation (12) goes
to zero in the limit.10 3 When it is further assumed that the current fiscal and monetary
parameter settings are maintained indefinitely - meaning that st = s and
mt = m, for all t - and that the degree of concessionality [c] of the external debt remains
constant 0 4 we obtain,

13) btl = [s + (0/(l+y))m][a]X [a]i + [a]E [aJi [b*t+j - b*t l+j(l + r*)/(l+g)]

[s + (0/(l+y))m][a/(1-a)] + [a]Y [ai [b*t+j - b*t-+j(l +r*)/(l+g)]

= [s + (0/(1 +y))ml[(1 +g)/(r-g)] + [a]Z[a]i [b*÷+j - b*-I±+j(l + r*)/(l +g)]

amortization payments. By way of comparison, actual annual gross disbursements to the public
sector (including debt service deferrals) averaged US$288 million during 1997-2000.

103 As discussed in Cuddington (1997), this condition is needed to eliminate the possibility of so-called
"Ponzi Games", which presume that lenders would be willing to let the government perpetually
refinance all interest payments with new borrowing. Note that for this condition to hold, the term [a]
must be less than one, which requires that g < r.

104 The assumption of a constant c is justified by the HIPC debt restructuring process, which allows us to
by-pass the "laws of motion" that would otherwise govern the evolution of c(t). The face value of
Nicaragua's external debt at the end of 1999 was estimated at US$6,400 million, while the present
value of that debt is estimated at US$5,541 million. This yields, according to equation (9)' a value of
1/c equal to 0.87. As shown below, the concessionality of new borrowings is far greater, with a value
of 1/c equal to 0.31. The question, then, is how c(t) evolves from 1/0.87 to 1/0.31. Since creditors
are assumed to forgive Nicaragua's extemal debt by enough so that the present value of the
remaining debt is equal to 0.5*Y, all that matters at that point is that (1/c)B* = 0.5*Y, so that we can
arbitrarily set the post-HIPC value of (1/c) at any level, provided that B* is adjusted appropriately to
preserve the preceding relation. With that, c(t) changes instantaneously from the pre-HIPC value of
1/0.87 to the post-HIPC value of 1/0.31.
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The final solution for equation (13) now depends on the rule governing the behavior of
the external debt, b*t. We start by evaluating equation (13) at t = 1. Then, under Rule
1 (i.e., b*t = c,), the expression above reduces to:

13)' bo = [s+ (O/(1+y))m][(1+g)/(r-g)] -b* 0 [(g-r*)/(g-r)]

= [s + (O/(1+y))m][(1+g)/(r-g)] -P(imi*)[(g-r*)/(g-r)],

while under Rule 2 (B*t = B*), it reduces to

13)" bo = [s + (O/(1+y))m][(1+g)/(r-g)] -b*4[i*/i]

= [s + (0/(1-+))m][(l+g)/(r-g)] - f[iM/il.

In these last two expressions, b0 represents the net discounted value of anticipated
revenues under the macroeconomic policy framework embedded in the parameters on
the right hand side. As stated earlier, if this figure turns out to be greater than the
actual value of the outstanding domestic debt, then the government's policy is
sustainable. Otherwise, it is not.

Is Nicaragua's Current Policy Stance Sustainable?

11. Nicaragua's total domestic debt in early 2001 is estimated at a little over C$18
billion, or slightly over half of the projected GDP in 2001. This is significantly smaller
that the country's extemal debt, which is valued at around US$6.4 billion in nominal
terms at the end of 1999, with a net present value of around US$4.5 billion that
represents around 180 percent of the projected 2001 GDP. This level of external
indebtedness was considered unsustainable when Nicaragua was declared eligible to
benefit from the HIPC Initiative. The question we now pose is whether or not the
domestic debt level is sustainable under the current policy settings, after Nicaragua
receives the proposed HIPC debt relief. To answer that question, the net present value
of the govemment's future net revenues ( b.), as described in the preceding section,
will be compared to the actual value of the domestic debt, shown in Table B 1.

Table B1. Nicaragua: Estimated Value of Domestic Debt as of end-2000
C$millions % of2001 GDP

BPI (Bonos de Pago de Indemnizaci6n) 8,346 24.7
CENIS (Certificados negociables de Inversi6n) 2,882 8.5
BOMEX (Bonos en Moneda Extranjera) 591 1.7
Pagares, CBTs, Certificados and other 1,003 3.0

Sub-total 12,822 37.9

Estimated Cost of Bank Restructuring (as of August 2001) 5,400 16.0

Total 18,222 53.9
Source: IMF and World Bank staff estimates on value of CENIS and bank restructuring costs, and
Direcci6n General de Credito Piublico in the Ministry of Finance for the rest.
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12. To calculate the value of b, under each of the two donor policy rules, it is
necessary to determine the value of each of the parameters on the right hand side of
(13)' and (13)". These parameter values are provided in Table B2.

Table B2. Macroeconomic Parameter Values for Nicaragua in 2001
Symbol Values

Domestic Economic Parameters
Nominal GDP growth Exogenous y variable
Nominal interest rate (dollar indexed) i 0.163
Real domestic interest rate Exogenous r 0.14
Inflation rate TE 0.081
monetary base (share of GDP) Exogenous m 0.085

External Economic Parameters
Nominal (concessional) interest rate Exogenous i* 0.027
Real (concessional) interest rate r* 0.007
Nominal (market) interest rate Exogenous iM 0.09
Dollar Inflation rate Exogenous 7T* 0.02

Policy Parameters
Rate of Currency Depreciation Exogenous 0.06
Primary Surplus (share of GDP) Exogenous s variable
Base money expansion rate 0 = y

Post-HIPC external debt level
Nominal value (share of GDP) b* 1.67
NPV of extemal debt (share of GDP) HIPC 1 0.5

13. Most of the parameters in Table B2 already have been discussed in the text.
One point that may require additional elaboration is the degree of concessionality
assumed for Nicaragua's external borrowing in these calculations. This has been based
on the average grant element of new external borrowings, which increased for
Nicaragua from 21 percent in 1990 to 69 percent in 1998.105 Defining the average
grant element as,

(B* - BPV)/B* = (B* - (i*/iM)B*)/B* = (1 - (i*/iM)),

we obtain a value for (i*/iM) of 31% in 1998, or i* = 0.31*iM, which is the proportion
reflected in Table B2.

14. Table B3 presents a range of calculations for the present value of public sector
net revenues when the parameter values presented in Table B2 are inserted into
equation (13)', which is associated with Rule 1 for the external credit supply.
Similarly, Table B4 presents the calculations using equation (13)", associated with
Rule 2.

'05 World Bank, Global Development Finance, 2000
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Table B3. Present value of net revenues under Rule 1 (b0
1)

(shares of GDP)
GDP growth (g) 0.02 0.03 0.04 0.05 0.06 0.07

Primary surplus (s)
-0.06 -0.26 -0.13 0.03 0.22 0.46 0.76
-0.05 -0.18 -0.04 0.13 0.33 0.59 0.92
-0.04 -0.09 0.06 0.23 0.45 0.72 1.07
-0.03 -0.01 0.15 0.34 0.57 0.85 1.22
-0.02 0.08 0.24 0.44 0.68 0.99 1.37
-0.01 0.16 0.34 0.55 0.80 1.12 1.53
0.00 0.25 0.43 0.65 0.92 1.25 1.68
0.01 0.33 0.53 0.75 1.03 1.38 1.83
0.02 0.42 0.62 0.86 1.15 1.52 1.99
0.03 0.50 0.71 0.96 1.27 1.65 2.14
0.04 0.59 0.81 1.07 1.38 1.78 2.29
0.05 0.67 0.90 1.17 1.50 1.91 2.44
0.06 0.76 0.99 1.27 1.62 2.05 2.60
0.07 0.84 1.09 1.38 1.73 2.18 2.75

15. Table B3, which is based on the more generous of the two external credit
supply rules, casts strong doubts on the sustainability of primary deficits on the order of
6 percent of GDP, as projected for 2001. The diagonal line in Table B3 marks the
boundary between sustainable and unsustainable primary deficits for each level of GDP
growth. Points to the northwest of this boundary are unsustainable because the present
value of the implicit stream of public sector revenues, as a share of GDP, is below the
current estimated domestic debt ratio of 54 percent. When a policy configuration lands
us in this area, either the government has to take corrective actions that increase the
stream of public net revenues or the value of the domestic debt drops as the holders of
that debt eventually realize that the government will be unable to repay that debt.

16. From Table B3 we observe that with a primary deficit of 6 percent, real growth
would have to average over 6 percent per annum to achieve a present value of net
public sector revenues that would sustain the current domestic debt. During 1996-
2000, considered high growth years by recent Nicaraguan standards and fueled by
reconstruction spending, annual growth averaged 5 percent and growth prospects for
2001 and 2002 are considerably lower than 6 percent. On this count alone, a much
lower primary deficit is called for.

17. With a more conservative long run growth assumption of between 4 and 5
percent per annum, we observe that a primary deficit between 1 and 3 percent of GDP
would be sustainable under Rule 1. It must be kept in mind, however, that Rule 1
represents a hypothetical upper limit on the flow of external concessional
finance. 10 6 It would be imprudent to base a macroeconomic program on maximal
assumptions about donor generosity. Furthermore, the adoption of a fiscal policy that

106 Of course, donors could provide external financing above this limit. That would imply, however, a
rising external debt ratio that would jeopardize the objectives of the HIPC Initiative.
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skirts the boundary of sustainability would leave little room for future expansions of
domestic debt in response to unforeseen eventualities. Based on these considerations
of prudence and realism, the primary balance should be closer to 0 or exhibit a small
surplus to avoid any risk of unsustainability.

Table B4. Present value of net revenues under Rule 2 (bo )
(shares of GDP)

GDP growth (g) 0.02 0.03 0.04 0.05 0.06 0.07

Primary surplus (s)
0.00 -0.21 -0.20 -0.18 -0.16 -0.13 -0.10
0.01 -0.12 -0.10 -0.07 -0.04 0.00 0.05
0.02 -0.04 -0.01 0.03 0.08 0.13 0.21
0.03 0.05 0.09 0.13 0.19 0.26 0.36
0.04 0.13 0.18 0.24 0.31 0.40 0.51
0.05 0.22 0.27 0.34 0.43 0.53 0.66
0.06 0.30 0.37 0.45 0.54 0.66 82
0.07 0.39 0.46 0.55 0.66 0.79 0.97

18. Turning now to Table B4, it is clear that primary deficits are not sustainable
under Rule 2 for any reasonable range of GDP growth rates. Even with an average
GDP growth of 7 percent per annum and a zero primary deficit, the present value of net
future revenues is negative, meaning that the public sector would not be able to sustain
any positive level of domestic debt. With an average long run growth rate of 5 percent
per annum, the primary surplus would have to be between 5 and 6 percent to yield a
flow of future public revenues that is able to sustain the current domestic debt. Just as
Rule 1 may be too optimistic in modeling donor intentions, however, Rule 2 may be
unnecessarily pessimistic.

Recent Fiscal Developments

19. By mid-2001, the Authorities revised their economic growth and foreign aid
projections in response to a deteriorated external framework. Accordingly, the total
public sector expenditure ceiling (net of projected grants) was adjusted downward by
approximately 5 percent of GDP from the 2001 Budget level, yielding a decline in the
projected primary deficit (after grants) from -6 percent of GDP to -1.7 percent of GDP.
This adjustment represents a important step toward bringing the deficit within a
sustainable range. Whether this deficit turs out to be sustainable, however, depends
on GDP growth. Under the favorable aid scenario that underlies Table B.3, a primary
deficit of -1.7 percent of GDP may be just sustainable with an annual GDP growth rate
of at least 4 percent, but it is clearly unsustainable with a growth rate of 3 percent,
which is the current projection for 2001. Unless GDP growth can be restored to the 5
percent average achieved in the second half of the 1 990s, further fiscal adjustments will
be needed to avoid destabilization.



Annex C

The Evolution of Wages and Salaries in Nicaragua

1. With the restoration of economic growth in the 1990s, real wages and salaries
also began to grow. Annual average growth averaged 1.7% nationally during 1991-
1997, or 2.3% if the longer period of 1991-2000 is chosen. This means that the growth
in real wages accelerated in the second half of the 1990s, reflecting the faster economic
growth that prevailed during that period, as well as a more expansionary wage policy.

Table Cl: Trend Growth of Wages & Salaries in the 1990s
Growth Trends Trend

Change
Economic Sectors 1991-1997 1991-2000

Agriculture -0.055 -0.045 0.010
Mining 0.026 0.051 0.025
Manufacturing -0.003 -0.027 -0.024

Average Tradables -0.011 -0.007 0.004

Commerce 0.013 0.009 -0.004
Transport 0.060 0.026 -0.034
Financial Services 0.157 0.114 -0.043

Average 'Intennediates' 0.077 0.050 -0.027

Construction 0.016 0.031 0.015
Public Utilities 0.006 -0.011 0.005
Communal Services 0.041 0.023 -0.018
Central Government -0.011 0.028 0.039*

Average Non-Tradables 0.013 0.018 0.005

National Average 0.017 0.023 0.006
The figures in this table are the coefficients from simple trend regressions, based
on wage and salary data in Banco Central de Nicaragua, Indicadores Econ6micos.
(*) denotes a significant (at 1%) break-point (in 1997) in Chow Forecast Test.

2. The growth of wages and salaries is not uniformly distributed across all sectors.
During the entire decade, the traded sectors, except for mining, experienced declining
real wage growth, while the non-traded sectors by and large enjoyed rising real wages.
The financial sector experienced the strongest real wage growth, reflecting the very
rapid growth in the private commercial banking system. This pattern of real wage
growth implies a rise in the relative wages of non-traded sector workers versus traded
sector workers, which suggests the presence of "Dutch disease". The large foreign aid
inflows that have occurred during this period most likely have driven this process,
which is akin to a real exchange rate appreciation.

3. One significant exception to the general pattern of evolution of non-traded
sector wages is the real wage behavior of the Central Government. After an initial
adjustment in 1990-1991, government wages and salaries stagnated until 1997,
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reflecting the massive reduction in the size of the public sector in this period. This
trend was reversed after 1997 - by enough to yield a positive trend to real government
wages over the entire period from 1991-2000. That is, even though wages had been
declining at a negative annual rate of 1.1 percent in 1991-1997, they grew by a positive
annual rate of 2.8 percent when measured over the entire period of 1991-2000. Wages
and salaries in the other sectors also experienced trend changes, but only the central
government wage series exhibits a statistically significant break in 1997.

Table C2: The Evolution of Public Sector Employment in Nicaragua

Central Public Public
Year Government Enterprises CORNAP Banks Municipal. INSS FONIF Total
1990 109,159 13284 78000 9919 4000 4341 - 218,703
1991 95,118 10476 9906 6545 3210 2998 - 128,253
1992 93,003 10038 5722 5060 3339 3062 - 120,224
1993 82,227 9910 4300 4097 3504 2957 - 106,995
1994 81,015 9453 1156 4116 3283 2141 - 101,164
1995 75,930 8337 1098 3811 3295 851 828 94,150
1996 73,022 7968 - 2959 3309 771 857 88,886
1997 70,972 8162 - 2017 3266 674 ND 85,091
1998 70,817 7980 - 1873 3841 720 ND 85,231
1999 65,091 7306 - 1689 3144 647 ND 77,877

Source: Banco Central de Nicaragua. All employment figures are as of December in each year, except
for the 1999, which relies on September figures. The Central Government employment includes army
personnel and policemen.

4. Figures Cl describes the evolution of selected governnent wages since 1997.
The change in average government wages clearly has exceeded the national average
over this period. Within the government sector, however, some job categories have
done better than others. Doctors have done best, enjoying a 100 percent salary increase
in 1999. Nurses and teachers also have improved their real remuneration levels, and
even though teachers' wages and salaries lag behind the government average, they are
at least gaining some ground on the national average. The group that has been worst
off in the government sector are the policemen.

Figure Cl: Index of Selected Central Government Wages
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Source: Annex Table XXX for the Government and National averages;
wage data on the individual professions were obtained from the Ministry
of Finance and refer to the average wages paid in January of each year.



Annex D

Estimates of Total Factor Productivity Growth in Nicaragua 1993-2003

1. This Annex describes the fonnula and parameter values used to calculate the
total factor productivity growth (TFPG) rates for Nicaragua presented in Table 1.6.
This calculation assumes a stable relationship, Q = AF(K, (LH)), between GDP and
three inputs: physical capital (K), labor (LH), and total factor productivity (A). The
labor input is measured as the number of workers (L) multiplied times their average
human capital (H), which is proxied by average education attainment levels of the labor
force. Differentiating this production function yields the following growth accounting
forrnula:

dQ/Q - dL/L = a(dK/K - dL/L) + (1-a)dH/H + dA/A

=> dQ/Q - dL/L = a((I/Y)(Y/K)- c - dL/L) + (1-a)dH/H + dA/A

Inserting the parameter values from Table Dl into this equation, yields an estimate of
total factor productivity growth (dA/A) as a residual (shown at the bottom of the table).

Table Dl: Growth Accounting Pa rameter Values for Nicaragua
Variables Parameter Period Source

Values

dQ/Q (real output growth) 0.043 1993-1998 Historical value
0.037 2001-2003 PRSP projections*

dL/L (growth rate of workers) 0.033 1993-1998 Historical value
0.030 2001-2003 World Bank estimate

dPoP/PoP (population growth) 0.029 1993-1998 Historical value
0.027 2001-2003 PRSP projections*

K/Y (capital-output ratio) 2.5 1993-1998 based on 1990 ratio and cross
2.5 2001-2003 country comparisons

I/Y (investment ratio) 0.250 1993-1998 Historical value
(based on current C$) 0.335 2001-2003 PRSP projections*

a (capital share of income) 0.35 both periods parametric estimates
(based on Bosworth et al.)+.

c (capital depreciation rate) 0.05 both periods Assumption

dH/H (growth of education) 0.01 1993-1998 assumptions based on values in
(as proxy for human capital) 0.01 2001-2003 Bosworth et al.+

dA/A -0.003 1993-1998 Derived as residual
(Total Factor Product. Growth) -0.019 2001-2003

(*) Refers to the projections contained in Table 5 of the Poverty Reduction Strategy Paper prepared
by the Government of Nicaragua, dated July 2001.
(+) see Barry Bosworth, Susan M. Collins and Yu-chin Chen, "Accounting for Differences in

Economic Growth", manuscript, December 1995.



Annex E

The Measurement of Foreign Aid

1. There are three different sets of official figures for the annual aid inflows to
Nicaragua. One is reported by the External Cooperation Secretariat in the Ministry of
Foreign affairs (MINREX), which is the official counterpart for bilateral donors,
UNDP agencies and, most recently, the IDB. Its figures are derived from declarations
of their official aid disbursements by donors. Another source is the Ministry of
Finance (MHCP), which is responsible for preparing the central government budget
and presenting the corresponding budget execution figures. It obtains its budget
execution figures from the line ministries and project execution units. Finally, there are
the figures reported by the Central Bank in the macroeconomic programs agreed with
and monitored by the IMF. These figures are prepared in conjunction with the IMF,
based on the figures provided by the Finance Ministry in its public investment program,
and consulted with the donor agencies. Although the difference in total aid reported by
these three sources appears to have been narrowing down over time, there is still a
considerable gap, of over US$100 millions in 1999-2000, between the highest and the
lowest figure; Figure El.

Figure El: Total External Aid, 1991-2000
(as reported by different institutions)
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2. There are many explanations for this divergence in the figures. Even though
each reporting source purportedly excludes aid that is channeled through non-
government agencies, donors reporting to the External Cooperation Secretariat may
include part of such aid if an NGO is working with a government agency. Such aid
would not be picked up by the Ministry of Finance. Another important difference
pertains to assistance in kind versus in cash. Reporting mechanisms in the MHCP
mainly reflect contributions made in cash, while the External Cooperation figures also
include contributions in kind, as well as technical assistance.

3. A different set of reasons explaining the divergence in figures has to do with the
recording of aid by the Treasury. Much of the assistance received by the government
and included in the budget does not pass through the treasury accounts, but rather is
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disbursed directly by the donor to the commercial bank account of the project
implementing agencies. This is usually done by donors to maintain a cleaner trail for
audit control purpose, to prevent commingling of funds and to ensure greater project
flexibility. The frequency and accuracy with which those funds are reported to the
Finance Ministry (and thereby enter into the budget system) depends on the project
executing agencies, each of which apply different standards. One important factor in
this regard is whether or not the donor disbursement depends on counterpart funds to be
provided from Treasury funds. Another important factor is whether aid is disbursed as
a grant or as a credit that contributes to the government's indebtedness. (Credits
require the Finance Ministry's approval.) Grants that do not rely on counterpart funds
from the Treasury, or aid channeled to public enterprises where the counterpart funds
are generated from the enterprises own operations, tend to be under-reported.

Figures E2: The Composition of External Aid
(as reported by different institutions)
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4. As shown on the left hand of Figure E2, there appears to be a systematic
difference in the grants reported by MINREX and MHCP, which has not changed much
over the years. In contrast, the figures on external credits have come closer to each
other in recent years, reflecting reforms to make the budget more comprehensive, the
creation of a single treasury account (cuenta u~nica) and the progressive channeling of
funds from the two largest lenders (World Bank and IDB) through this single account.

Table El: External Aid Flows to Nicaragua, 1991-2000
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

MlNREX --Total 523.8 595.6 480.9 637.5 505.8 492.6 450.2 492.9 554.7 492.1
grants 207.3 289.5 336.3 310.1 245.3 286.9 273.4 240.7 283.3 296.4
credits 316.5 306.1 144.8 327.4 260.5 205.7 176.8 252.2 271.4 195.7

MHCP Executed -- Total 227.9 297.7 186.1 279.1 233.4 310.1 194.3 181.9 412.7 368.6
grants 191.3 79.9 131.7 89.4 158.1 136.1 87.0 64.9 162.6 130.9
credits 36.6 217.8 54.4 189.7 75.2 174.0 107.4 117.0 250.1 237.7

Central Bank (BCN) --Total 313.2 385.9 489.6 396.7
grants 108.5 90.4 181.1 176.0
credits 204.7 295.5 308.5 220.7

Source: The Ministry of Foreign Relations (External Cooperation Secretariat), MI3REX; Ministry of Finance
MHCP; and Central Bank, BCN. The figures for MINREX exclude grants and bridge loans of US$528 millions in
1991 associated with the elimination of arrears with the World Bank and IDB, and exclude US$87.9 in 1995 related
to a commercial debt buy-back operation.



Annex F

Prioritizing Expenditure Reductions in the 2001 Budget

1. Chapter I and Annex B showed that the 2001 Budget pointed toward an
unsustainable fiscal deficit, confronting the Nicaraguan authorities with the immediate
challenge of having to adjust public finances to generate a sustainable deficit in the
least disruptive manner. Being an election year, revenue raising measures are difficult
to implement, while the government's limited creditworthiness severely constrains its
borrowing capacity. Most of this adjustment, therefore, has to take place on the
expenditure side. This is indeed what occurred, as the Authorities reduced total public
spending by approximately 6 percent of GDP (relative to the 2001 Budget) in mid-2001
under a Staff-Monitored Program arrangement agreed with the IMF. This note
discusses several rules for prioritizing expenditure cuts with reference to the recent
spending reduction.

2. The 2001 Budget was preceded by two years of extraordinarily high public
expenditures. When public expenditures need to be scaled back after a period of
extraordinary spending, it is often useful to choose an earlier period considered
"nornal" as a reference point. The fiscal situation in 1997-98 may serve as such a
reference point. It comes after a bout of pre-electoral fiscal indiscipline in 1996 that
threatened to destabilize the economy, and before the sharp spending hikes that
followed the advent of hurricane Mitch. This rise in post-Mitch public spending was
from the beginning considered to be of an exceptional nature, associated to an
extraordinary albeit temporary increase in foreign aid. As this exceptional aid flow
subsides, the prudent fiscal response is for total spending to revert toward its previous
level. As shown in Figure Fl, such a reversion process had begun to occur in 2000, but
was not followed through in the 2001 Budget. 107

3. The graph on the south-east corner of Figure Fl, representing total central
government expenditures, is indicative of the expenditure pattern exhibited in almost
all sectors. Expenditures increase roughly in line with GDP growth during 1998, and
then experience a major jump in 1999, as the post-Mitch aid flows set in. In the year
2000, expenditures begin a reversion process, but still remain well above the pre-Mitch
trend line. Instead of continuing to revert toward the trend line, however, the 2001
Budget shoots beyond the extraordinary levels reached in 1999. This pattern
characterizes all sectors except Defense & Police, and is most pronounced in the capital
budget.

107 Figure Fl takes the real sector expenditure levels in 1997 and projects these levels forward until
2001 at an annual growth rate of 5 percent, which represents the average real GDP growth rate during
this period. This yields the straight line in each of the graphs. The other line in each graph describes
the actual path of public expenditures in each sector and sub-sector shown.



Figure Fl: NICARAGUA-- Central Government Expenditures versus pre-Mitch Trend

Social Services I Education Health

3C'~~~~~~~~~') --~~~~~~~~~~~~1600( 100j) 3;) 0 … _ _- __ __- 

1400
2O!_0 - 1200 2 _ _ BO -

~ ~ ~ ~ ~ ~ 1~~~~~~~ ~~~~~ -- - -~~~~~~~~~~~~~~~~~6 0 t0
| I--0 - C 600 - - ----- 400 400

0 - - - . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ -. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
E _ 400 = - -- _ _o __

500 200~~~~~~~~~~~~~~~~~0- -- __

19W7 1%8 1999 2u0o 2001 I 9f 1948 1l99 2000 2001 1997 1998 199'1 2000 2001

Infrastructure & Production Agriculture & other Primary Construction & Transport

2000 800 1200
M '00IO 00

110 199 1go 80020 (0 97 a9o 19 00 20 55 5S 15 0t t0_ C _ __) _ _______

a, De &at
1000 40 e- 600o- -

c 6so0o3__3__ | 400 _ 8000 -1
0 ___ .9400 -

300 _ I 000- 
o 200 0_ _00 ___ 200 -

j997 1998 1999 2000 200 1 199' 1 1J4 l99 2000 2001 1997 1998 1999 2000 2(01

Defense lisc d Gen Pneral S ervices Total CG Expenditures

2001 nuage2
600 1200 0

u S OD -- - ~ -0 000 - - - -I ~ ~ 0

m ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~___ 4000i

30u -- 600-*30_-
200 -- - - - 00-cŽo- 30pr-Mach- "ad

I i W - - -- j 200 -- 1000 --- -

1,4 1 998 1999 2000 2001 ~ ~ ~ ~ ~ ~ ~ ~ ~~~~~~I19927 1998 1999 2001) 200 1199 198 19 200 21 199:' 19)#8 199 2,000 2001

Note: The pre-Mitch expenditure trend was calculated by allowing real sector spending to grow at an annual growth rate of 5 percent (i.e., by the average real GDP growth during 1998-2001)

182



183

4. As observed earlier, the expenditure levels contemplated in the 2001 Budget are
not sustainable, and the question now is how best to reduce spending toward a
sustainable level. In this context, the distances between the budgeted spending and the
pre-Mitch trend line in Figure F l can serve as a first filter to identify the sectors that
are most out of line from the sustainable pre-Mitch spending levels and, therefore,
where the need to restore spending discipline may be greatest.

5. Table F 1 presents the same information as Figure Fl, but in greater sectoral and
sub-sectoral detail, disaggregated into capital and current expenditures. The first
column under each expenditure, denoted "97 Base", refers to the value of expenditures
in 2001 (expressed in US Dollars) had real expenditures in 1997 grown annually by 5
percent. The second column calculates the difference between the 2001 Budget figure
and this trend line value. The third column expresses that difference as a percentage of
the 2001 Budget figure.' 08

Aggregate Considerations

6. According to Annex B, an adjustment of US$125 million (5 percent of GDP)
with respect to the deficit level contemplated in the 2001 Budget is needed to maintain
a sustainable fiscal deficit. Raising revenues during a period of declining growth is
always difficult. Moreover, as indicated in Chapter I such a revenue increase would
require major tax reforms. This is difficult to do in an election year. So the entire
adjustment would have to take place on the expenditure side of the Budget. The first
set of columns in Table Fl, suggest that there should be ample room for such
expenditure reductions. However, that is misleading because it fails to consider that a
significant portion of capital expenditures is financed externally.

7. Total external aid (grants + net external financing) amounts to US$310 million
in the 2001 Budget, while total capital expenditures amount to US$452 million. This
represents a global ratio of aid to capital expenditures of 69 percent. If all projects
involving capital expenditures had the same 69 percent ratio of external financing, then
cutting back capital expenditures by US$201 million (i.e., by the difference between
the trend line level and the 2001 capital budget) would only yield a net expenditure
reduction of US$62 million. So, additional cutbacks of US$63 million would still be
required to reach the US$125 million target. That additional reduction would take
away most of the US$92 million in "excess" current expenditures (i.e., difference
between the 2001 Current Budget and 97 Base trend line for current expenditures).
Moreover, if the US$32 million in additional spending by the Supreme Electoral
Council were considered 'untouchable' on account of the upcoming elections'09 , then
all

108 For example, current expenditures on Social Services would equal US$184.7 million in 2001, if they
had grown by 5 percent per annum in real terms since 1997. The current expenditures allocated to
social services in the 2001 Budget amount to US$230.2 million, or US$45.5 million above the trend
line.

09 Table Fl exhibits excess current expenditure of US$31.8 million for the Supreme Electoral Council
(CSE), using the 1997 trend level. However, 1997 was not an election year, and so the CSE's
expenditures in that year were insignificant. Using 1996, when the last national elections took place,
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of the remaining excess current expenditures would have to be cut. That is, according
to this calculation, to achieve a target expenditure cut of 5 percent of GDP (net of
external grants and concessional finance), all sectors on average would have to cut back
their spending to the real level prevailing in 1997, plus an allowance for growth. The 6
percent aggregate spending reduction agreed in mid-2001 is broadly consistent with the
recommendations derived from the fiscal sustainability analysis in Annex B.

Maximizing the Leverage of Domestic Funds

8. Contrary to the assumption made above, external aid is not evenly distributed
across all capital expenditures. Some investment projects rely on relatively few
domestic resources, thereby leveraging large amounts of external funding, whereas
other projects rely entirely on domestic Treasury funds. That being the case, the total
magnitude of project cuts required could be reduced by prioritizing the more leveraged
projects. That is, ceteris paribus, the projects that count on the least external funding
should be cut (or postponed) first. Alternatively, the authorities may also attempt to
persuade donors to pool their resources in order to minimize domestic counterpart
financing requirements.

9. In the best of circumstances, this approach could achieve the reduction of the
domestic component (US$62 million) of the excess capital budget in Table F1, without
affecting the foreign component, estimated at US$139 million. However, that still
leaves a required cut in current spending that is as large as in the preceding scenario,
unless the authorities considered cutting back the capital budget further (i.e., below the
1997 trend line) in order to maintain current spending above its 1997 trend line. The
adjustment in mid-2001 of the Public Investment Program reflects an effort to reduce
the domestic spending components by more than .he external component: the former
declined by 44 percent and the latter by 33 percent; Statistical Annex Table D.
However, this still meant a loss of US$111 million in external funding to achieve a
US$67 million decline in domestic resources.

as a base yields a negative excess expenditure of -US$21.1 million; see memo item at the foot of
Table Fl. That is, according to this calculation, less is budgeted in 2001 for the CSE in real terms
than was budgeted in 1996 including a 5 percent annual adjustment. It is arguable this 5 percent
annual adjustment is too generous to serve as a benchmark, since the number of voters only grew
annually by around 3 percent per annum since 1996. Using a 3 percent growth, however, would still
yield negative excess expenditures of -US$15.6 million. Since the 1996 elections combined the
municipal, legislative and presidential elections, while the 2001 elections only include the latter two
(municipal elections having been held in 2000), it is not clear whether these relative cost savings are
adequate.
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Table Fl: Nicaragua - The 2001 Budge versus the 1997 Expenditure Trend
Total Expenditures Capital Expenditures Current Expenditures
97 Base I Difference 97 Base I Difference 97 Base Difference

US$ millions I % US$ mfflions I % US$ millions %
SOCIAL SERVICES 275.9 148.9 35.1% 91.1 103.4 53.2% 184.7 45.5 19.8%
Education 134.1 74.8 35.8% 38.9 55.8 58.9% 95.3 19.1 16.7%

MEDC Gastos Propios 90.3 70.0 43.7% 37.3 49.6 57.1% 53.0 20.4 27.8%
Universidades 36.2 7.6 17.4% 0.0 4.5 100.0% 37.6 1.7 4.4%
INATEC 1.7 2.1 55.4% 1.2 2.0 63.0% 0.5 0.0 6.3%

Health 102.1 38.9 27.6% 18.9 19.2 50.3% 83.2 19.7 19.2%
Housing (INVUR/Banco deVivienda) 0.0 5.4 100.0% 0.0 5.4 100.0%
Other Social 39.2 28.8 42.3% 33.3 23.1 40.9% 5.8 5.7 49.3%

MAS / Secretaria de Acci6n Social 14.4 -8.4 -138.7% 13.6 -8.5 -167.2% 0.8 0.1 12.6%
Ministerio del Trabajo (sin INATEC) 1.6 0.1 6.6% 1.6 0.1 8.2%
Ministeriode la Familia 2.7 9.9 78.4% 1.0 7.0 87.4% 1.7 3.0 63.0%
Instituto Nicaraguense de la Mujer 0.2 0.6 78.3% 0.0 0.3 96.2% 0.1 0.2 62.0%
FISE 4.9 2.0 28.7% 4.7 2.1 30.7%
Fondo Social de Emergencia [FSE] 0.0 3.4 100.0% 0.0 3.4 100.0%
Inst. Nac. de Seg. Social [INSS] 0.4 1.3 76.0% 0.4 1.3 76.0%
INIFOM 7.3 11.9 62.1% 6.2 11.9 65.9% 1.1 0.0 0.6%
Alcaldias Municipales 0.0 6.5 100.0% 0.0 5.2 100.0% 0.0 1.3 100.0%
ENACAL 7.8 2.0 20.3% 7.8 2.0 20.3%

Otros 0.5 1.0 68.1% 0.5 1.0 68.1%

INFRASTRUCTURE & PRODUCTION 180.1 79.7 30.7% 126.8 96.5 43.2% 53.3 -16.8 -46.0%
Primary Activities 72.1 23.6 24.7% 63.9 20.2 24.0% 8.2 3.4 29.5%

INTA 9.5 -1.5 -18.2% 6.4 -1.1 -20.9% 3.1 -0.3 -12.8%
MAG (Gastos Propios) 18.8 7.6 28.7% 16.2 3.1 16.0% 2.6 4.5 63.1%
MARENA 15.9 1.4 7.8% 14.6 1.1 6.9% 1.3 0.3 16.6%
IDR (PNDR) 25.8 18.3 41.5% 25.8 18.1 41.3% 0.0 0.2 100.0%

Industry & Commerce 43.3 -18.3 -73.5% 2.6 5.9 69.7% 40.7 -24.2 -147.0%
MIFIC 4.6 3.7 44.9% 2.0 0.0 -1.5% 2.6 3.7 59.2%
INEC 0.9 6.0 87.4% 0.6 5.9 90.9% 0.3 0.1 18.3%
Certificado de Beneficio Tributario 37.8 -28.0 -284.8% 37.8 -28.0 -284.8%

Construction & Transport 64.7 53.7 45.3% 60.3 50.4 45.6% 4.4 3.2 42.1%
MTI 61.8 48.9 44.2% 58.7 46.6 44.3% 3.2 2.3 42.3%
INETER 2.9 2.9 50.5% 1.6 2.0 55.8% 1.3 0.9 41.9%
ENAP 0.0 1.8 100.0% 0.0 1.8 100.0%

Others 0.0 20.7 100.0% 0.0 20.0 100.0% 0.0 0.8 100.0%
ENEL 0.0 7.5 100.0% 0.0 7.5 100.0%
Comisi6n Nacional de Energia 0.0 12.7 100.0% 0.0 12.5 1 0.0 0.2 100.0%

DEFENSE & SECURITY 73.3 -3.3 -4.7% 7.2 0.6 7.9% 66.1 -3.9 -6.2%
Ministerio de Defensa 38.2 -9.1 -31.4% 4.0 -1.7 -76.3% 34.1 -7.4 -27.6%
Ministerio de Gobernaci6n 35.1 5.9 14.3% 3.2 2.4 42.6% 31.9 3.5 9.9%

GENERAL SERVICES 95.9 67.6 41.3% 12.1 1.6 11.7% 83.8 66.0 44.0%
Powers of State 48.6 46.3 48.8% 4.9 -0.1 -2.8% 43.7 46.4 51.5%

Asamblea Nacional 12.0 1.3 9.9% 0.3 0.0 -15.1% 11.7 1.4 10.4%
Corte Suprema de Justicia 20.3 9.0 30.7% 3.8 -1.7 -80.1% 16.4 10.7 39.4%
Presidencia (sin SAS ni FSE) 9.0 4.2 31.6% 0.7 1.6 69.7% 8.3 2.6 23.4%
Consejo Supremo Electoral 7.2 31.8 81.4% 7.2 31.8 81.5%

Others 47.3 21.3 31.0% 7.2 1.7 19.5% 40.1 19.5 32.7%
Contraloria General de la RepGblica 3.9 0.9 18.1% 3.9 0.9 18.5%
Ministeriode Relaciones Exteriores 17.9 1.6 8.3% 0.1 -0.1 17.8 1.7 8.7%
Ministerio de Hacienda 18.5 15.1 45.0% 7.0 -0.4 -6.2% 11.4 15.5 57.6%
Procuraduria General de Justicia 1.6 0.2 13.3% 0.1 0.0 -36.2% 1.5 0.3 14.7%
Con.lGob. Reg. Aut6n. Atlantico 0.9 4.3 82.3% 0.0 2.2 100.0% 0.9 2.0 69.0%

OTHERS 14.2 -0.2 -1.3% 14.2 -1.4 -11.3% 0.0 1.3 100.0%

TOTAL 639.3 292.8 31.4%/61 251.3 200.8 44.4% 388.0 92.0 19.2%
Memo Item: CSE (with 1996 Base) 60.1 -21.1 -54.0%
Note: The figures in the columns denoted '97 Base' are obtained by letting the real expenditures in 1997 grow annually at 5 percent until
year 2001. The columns denoted 'Difference' refer to the difference between the expenditure figures in the 2001 Budget and the
corresponding figure in the '97 Base' column. This difference is also expressed as a percent of the 2001 Budget allocation.
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Applying Social Rates of Return Criteria

10. A time-honored method of planning expenditure cuts is to prioritize programs
according to their social rates of return and begin by cutting those that exhibit the
lowest rates of return. Few public sector projects that are currently under
implementation can count on economic analyses that would permit ranking them on the
basis of their social rates of return. For many projects, such analyses would be very
difficult to carry out in any case. Even so, a simple criterion for prioritizing
expenditure cuts, based on social rates of returns, is to protect those projects that are
most advanced in their implementation. Considering that the social rate of return is a
function of future benefits versus current costs, an investment project that is close to
being completed and, therefore, only requires a small additional cost to yield a given
stream of benefits, has a higher social and private return than the same investment
project that is only in the beginning stages of implementation. Obviously, this criterion
cannot determine whether a particular investment project should have been initiated in
the first place. It can, however, serve as a useful filter for discriminating between
similar types of projects that have already been initiated and are about to be initiated.

Recurrent Expenditure Considerations

11. Of the entire gap between the spending envisioned in the 2001 Budget and the
1997 trend line shown in Table F1, two-thirds is attributable to higher capital
expenditures and only one third to higher current expenditures. This disproportion
between capital and current spending is indicative of the progressively higher capital
intensity of public expenditures observed during the 1990s, and raises concerns about
sustainability and the public sector's capacity to maintain and operate the increased
capital stock. Two sectors in Table Fl that attract attention from this viewpoint are
Education and Health, which together account for about one-third of the total excess
spending above the 1997 trend line, with most of that excess concentrated in capital
spending. As indicated in Chapter III, there may be a danger of over-investment in
schools and health infrastructure, involving recurrent cost implications that the public
sector may not be able to absorb in the future. The excess capital expenditures
contemplated for INIFOM and the IDR trigger similar questions, especially since these
higher capital expenditures are not accompanied by a correspondingly higher current
expenditure budget. The spending reduction in mid-2001 focused mainly on the
investment budget: only about 10 percent of the spending cuts fell on current
expenditures and the investment budget bears 90 percent of adjustment burden.

Consistency with PRSP Priorities

12. An important principle underlying the formulation of Poverty Reduction
Strategy Papers is that they should serve as guides in prioritizing public expenditures
and, in particular, protecting poverty reduction programs during periods of fiscal
austerity. It is noteworthy in this context that the Transport ministry (MTI) exhibits the
second largest expenditure increase above the 1997 trend line (after Education) even
though it hardly receives mention in the PRSP as an agent in reducing poverty. In the
spending reduction in mid-2001. a modest effort was made to protect the programs in
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the PRSP: That is non-PRSP program expenditures declined by 44 percent, while
PRSP program expenditures were only scheduled to decline by 32 percent.

Other Austerity Measures - Reduced Working Hours

13. In an effort to reduce public expenditures, the Authorities announced a change
in working hours as of June 2001, from an 8 hour day (8 am to 4 pm) with a one-hour
lunch break, to a 7 hour day (7am to 2pm) without any lunch break. The authorities
project that this measure could yield annual cost savings of roughly US$ 3 million,
through reductions in non-wage expenses, including basic utility services, fuel and food
subsidies to government workers.

14. To evaluate this measure, it is necessary to examine both the expected cost
savings as well as any changes in the provision of government services. Since wages
are not being affected by this change in working hours, the entire expected cost savings
is meant to emerge from non-salary expenses; e.g., telephone calls and fuel for
vehicles. Many of these non-wage expenses, however, are not a function of the hours
worked, but of the volume of services rendered. If the number of, say, telephone calls
diminishes, then this means that some people that wished to make an inquiry or
complete a transaction were unable to do so. As had been noted earlier, government
spending on goods and services is the fiscal item in the current expenditure budget that
had experienced the greatest cut backs in the 1990s, raising concerns about the
government's service delivery capacity. This adjustment in work-hours could
aggravate this concern if it succeeds in reducing the relative share of non-wage current
expenses even further.

15. With the compression of working hours, the public will be expected to complete
its business with the government in a seven-hour day. If the same volume of business
is to be transacted, then either the employees have to work harder and faster or more
employees will be needed. There is nothing in the measure taken that provides for an
acceleration of the rhythm of work to assure that the current level of output in public
services is maintained. On the other hand, if employees can do the same work in seven
hours that they formerly did in eight hours, then it means that the government
bureaucracy was overstaffed to begin with, and the best way to economize would be to
cut back on the number of civil servants, without changing working hours. If
employees cannot increase their rate of output, more employees would be needed to
transact the same volume of work, which means that the payroll would go up, canceling
any savings through non-wage costs.

16. Furthermore, the cost to the public of transacting business with the government
will go up. There will be more inconvenience from having to carry out transactions
within a shorter time period. Also, there will be greater congestion in government
offices that deal with the public, and people in line to receive public services will have
to wait longer.

17. Finally, it may be too optimistic to expect workers to work a full seven hours,
and considering that they will be leaving their homes at 6am in the morning, without a
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break for food, as envisioned by the new measure. People will be taking off some time
to eat, or else their attention spans and work capacity will diminish. Over time, the
employees are bound to adapt to the reduced working hours, and a correspondingly
lower output. Once people get used to such a reduced schedule, it may be very difficult
to return to a full 8-hour working day.

18. It appears unlikely therefore, that this measure will achieve the desired cost-
saving effects, without also leading to a significant reduction in public services. To
reduce this negative byproduct, therefore, it may be necessary to include additional
measures that encourage public workers to accelerate their rhythm of work. Also, it
may be prudent to regard this as a strictly temporary austerity measure, until its full
effects have been studied and evaluated.



Annex G

Review of Rural Sector Projects Included in the PRSP Portfolio

Review of Individual Sector Projects

I. Even though most of the sector projects included in the PRSP portfolio emerged
before the main elements of the poverty reduction strategy were defined, they are
generally pertinent to the main issues discussed in Chapter II relating to rural
development and poverty reduction. Much less clear is whether these projects are the
most efficient and effective ways to attain the PRSP sector objectives. This question is
particularly difficult to answer because few of the programs discussed below monitor
any coverage and impact indicators that would permit an evaluation of their
effectiveness in resolving or alleviating the effects of the various factors that contribute
to poverty in Nicaragua.

* PROGRAMA DE REACTIVACION AGROALIMENTARLA. This is the largest sector
investment program, with expenditures of US$10.4 million programmed for 2001.
The project supports about 220,000 small and medium scale producers in 91
municipalities. It carries out productive investments, such as the rehabilitation of
rural roads, the support of rural marketing activities, small scale irrigation,
technology transfer, conservation of soils and reforestation activities. These
components should have a positive impact on the productivity of medium scale
producers.

* PROGRAMA DE REPOBLAMIENTO Y MEJORAMIENTO GENETICO DE LA GANADERiA.
With an investment of US$5.2 budgeted for 2001, this represents the second largest
sector investment. It contemplates the transfer of herds ranging in size between 10
and 25 cows to each project beneficiary in the form of a leasing arrangement, to be
repaid in kind over a 5-year period with the herd's offspring. It also includes the
provision of inputs and technical assistance. The program is devoid of any explicit
geographical or individual targeting mechanism. In 1999, it benefited 1,073
producers, with an average transfer value of US$6,937 per beneficiary. Although
this transfer is partly reeimbursed, it has a high subsidy component. Furthermore,
there are no mechanisms in place to enforce reeimbursement. In view of type and
scale of production associated with this program, it is unlikely to reach poor
farmers. Furthermore, livestock activity is not labor intensive enough to expect the
program to generate significant rural employment. Therefore, the contribution to
poverty reduction made by this program is unclear. Furthermore, considering that
this program is financed with external credits, there are better alternatives for using
these funds to combat poverty.

* PROGRAMA KRII. Financed with external donations, this program is projected to
spend US$4.9 million in 2001. It supplies machinery, equipment, and agricultural
inputs to organized cooperatives, so that these may, in turn, offer inputs and
services to their affiliated members. The program claims to benefit 300,000
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producers. In practice, it is a service enterprise. It does not apply targeting criteria
in the delivery of services, nor does it manage information on, say, economic and
employment impacts, pricing policies and cost recovery that would permit an
evaluation of the efficiency and size of subsidies transferred through the project.
Consequently, it is not possible to assess the contribution of this program to poverty
reduction. In addition, it could represent a source of unfair competition to private
providers of agricultural services.

PROYECTO DE DESARROLLO RURAL REGION SUR, AND PROGRAMA DESARROLLO
ECON6MICO Y SOCIAL EN LOS MUNICIPIOS DE WASLALA. CUA BOCAY TUMA LA
DALIA Y RANCHO GRANDE. These two programs plan to disburse US$3.8 million
and US$2.5 million in 2001. They support production activities by farm
households through technical assistance and training, conservation activities and
small scale water infrastructure. The first of these projects is active in 20 rural
municipalities that have a deteriorated natural environment. In these municipalities,
50 percent of the population is poor and 16 percent are extreme poor. This poverty
incidence is similar to the national average, which suggests that the project does not
have a particularly pro-poor focus. The second program is based in 9
municipalities where 77 percent of the population is poor and 41 percent are
extreme poor, indicating much stronger poverty targeting. The IDR is
contemplating another 7 projects similar to the two mentioned here, to be
implemented in areas with high concentrations of poverty. One might suppose that
this would result in an effective targeting of poor households. However, these
programs have not developed objective systems for identifying and selecting
program beneficiaries, nor have they articulated eligibility criteria for accessing the
program. Even though the two programs described here have been in execution for
five years, their effectiveness is unknown since only in very exceptional cases have
any attempts been made to measure and monitor program outcomes. In other
words, the contribution of the programs on poverty reduction cannot be assessed.

* PROGRAMA APOYO AL PROCESO DE COMERCIALIZACI6N DE GRANOs BAsicos. This
program is executed by MAG-FOR and funded by external grants, with projected
spending of US$1.6 million in 2001. The support provided through this program is
channeled through basic grains producers associations. It provides credits for farm
infrastructure and storage services, and short term credits over the crop cycle. The
program operates in 27 municipalities with high concentrations of poverty. The
average transfer per beneficiary is US$750, but there is no information available on
the subsidy component of this transfer, nor on the efficiency of the credit
mechanism; i.e., repayment records, credit recovery rates, payment incentives and
sanctions applied in case of non-performing credits. The impact on poor
households in terms of higher production yields and employment generation,
among other, also is not monitored, so that the program's contribution to poverty
reduction cannot be assessed.
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The next two programs, executed by MAG-FOR and financed with external grants,
have a compensation assistance objective, rather than seeking to boost rural
productivity.

* PROGRAMA ASISTENCIA PARA LA RECONSTRUCCION Y REHABILITACION DESTINADO
A FAMILIAS AFECTADAS POR EL HURACAN MITCH. This program, which plans to
execute US$4.6 million in 2001, has various components: the provision of food for
work to accompany the execution of projects executed by other public or private
entities, the delivery of food to pregnant and lactating mothers that attend pre and
post-natal control sessions in MINSA health posts, the expansion of the PINE
program of school lunches for students in grades 3 through 6, and support for the
construction of houses for families affected by hurricane Mitch in coordination with
NGOs.

* PROGRAMA APOYO AL MEJORAMEENTO DE LA SEGURIDAD ALIMENTARIA DE LAS
FAMILIAS RURALES POBRES AFECTADAS POR SEOUIAS E INUNDACIONES. With a
budget of US$1.4 million for 2001, this program consists of the delivery of food for
work to families that participate in public works organized by the municipalities,
NGOs and other public programs. These public programs involve out soil and
water conservation activities, rehabilitate roads and build small scale water systems
and wells. They also contemplate revolving funds to provide short term credits for
small scale farmers, rural based micro-enterprises, and commerce. The program is
based in the departments of Nueva Segovia, Madriz, Esteli, and the northern parts
of Leon and Chinandega, in municipalities with a high concentration of poverty,
experiencing drought problems and environmental degradation. The program
proposes to channel 80 percent of its resources to women, which must represent at
least 40 percent of the total beneficiaries.

Because of the nature and manner of the transfers provided, these two programs should
reach the poorest households. However, the degree of temporariness of these programs
remains unclear. Nor is there clarity on the process by which beneficiaries "graduate"
from the program once they are no longer in an emergency situation.

PRSP Projects To Be Financed Through HIPC Debt Relief'10

2. None of the currently existing rural development projects are scheduled in the
PRSP to receive financing from HIPC debt relief. (The PRSP contemplates the
creation of a "second-generation" rural development fund, which is only just at the
concept stage.) Within the menu of existing projects deemed eligible for HIPC
financing, one that could have palliative effects on the incomes of rural households in
extreme poverty is the Social Protection Net project, which contemplates monetary
transfers tied to school and health post attendance; see Chapter IV, Section C4.
Nevertheless, this project will only operate as a pilot in 6 municipalities in its first two
years of operation, covering an estimated 6,000 households of the 85,200 households
identified by the Poverty Map to be in extreme poverty.

1 l0These projects are described in Table 7 of the PRSP.



192

3. Currently, MAG-FOR's budget includes two programs with similar objectives
as the Social Protection Net projects, including food for work, among other benefits.
One of these projects concludes in 2001 and the other in 2002. Considering the
deterioration of agricultural commodity prices, which seriously threatens the ability to
reach the extreme poverty reduction target,' 1' some consideration should be given to
programming resources from HIPC debt relief under these MAG-FOR projects to
mitigate the effects of declining agriculture prices and employment on the earnings of
extreme poor rural households.

General Considerations on Prioritizing Sector Investments

4. As mentioned earlier (para. 2.6), there is widespread insecurity with respect to
land rights. Programs to order and clarify land property rights, therefore, should enjoy
social rates of return that are among the highest in the sector, given that they are
essential for a private sector-led rural development. They help promote private
investment and the allocation of land toward the most profitable activities. Clearly, the
lack of adequate property rights affects adversely both the households without land that
would consider investing in the purchase or leasing of land, as well as land-owning
households whose wealth remains unmarketable. Projects of this type are of very high
priority for the long run development of the sector.

5. Infrastructure programs that support agriculture production also could be
expected to have high social rates of return. Such programs typically include
secondary roads, energy, irrigation and small scale investments in market development;
e.g., rural markets and warehouses. These investments would address specifically the
problems of agriculture productivity and sustainability of sector growth described in
Section A.

6. The large externalities associated with these two types of investment programs
are such that only the State is capable of making these investments in adequate
amounts. This is not the case with investment programs related to financial services
and rural extension services. Although investing in these services also may involve
high rates of return and play an important role in sector productivity growth, they are
not areas that the public sector should necessarily be involved in, other than in terms of
providing an adequate regulatory framework. Public investment in these activities is
only justified in the event of market failures that result in insufficient private
investment in these activities. In any event, if the State decides to supply services in
these areas, it should do so efficiently - the inability to do so turns out to be the main
problem in most of the public sector projects discussed above.

7. Another common type of programs are those that involve transfers to mitigate
the consequences of natural disasters. Such compensatory programs (e.g., food for

Recall from paragraph xxx, that the decline in extreme poverty during 1993-98 was in good part
attributable to favorable commodity prices. The recent deterioration in agricultural prices could
easily reverse those earlier gains.
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work, foods for women and children, etc.) are clearly justified if they are well targeted
to needy groups, are of a temporary nature and do not substitute for the individual
efforts made by the households. Otherwise, they lead to an unhealthy dependency on
the State and to labor disincentives, both of which are widespread symptoms in
Nicaragua.

Relation of PRSP programs to Agricultural Sector Policies

8. The governrment's agricultural sector policy gives the private sector the central
role in the development of productive activities. The functions of the State, in turn,
focus on normative roles, promoting the development of factor markets, and investment
in public goods that support private productive activity. For the poorest groups in the
country, concentrated in rural areas, the State has a social protection role to fulfill by
supporting the families in extreme poverty.

9. These basic guidelines are only partly reflected in the individual programs
examined previously: two of the programs, for example, substitute for the private sector
by providing production services to non-poor producers that are capable of accessing
markets by themselves. Agricultural sector subsidies are not properly focused on the
poorest producers. Furthermore, the elevated levels of the transfers made per
beneficiary encourages non-poor producers to seek to access these benefits, taking
away opportunities from those that really depend on government assistance. These
problems are made worse by the limited transparency caused by the absence of
objective mechanisms and explicit guidelines.

Relation of PRSP Programs to Social Protection Policies

10. Effective programs that pursue social protection objectives, such as the
provision of food for work, are characterized by the following: they are temporary
nature, respond to what are clearly emergency situations (e.g., droughts, major crop
losses, and drastic price declines), are geographically targeted to the affected areas, are
individually targeted to the neediest sectors in the population and have efficient
operating systems. Without these characteristics, there is a high risk that such
programs will not reach their target population, will distort local labor markets and
agricultural markets, and will create dependencies on state programs. Our preceding
review found that hardly any of the programs implemented in the sector have explicitly
incorporated these elements into their designs, nor do they routinely gather the
necessary information to monitor whether the program objectives based on these
criteria are being met.

11. Programs that aim to address particular emergency situations should not be
confused with programs design to overcome extreme poverty. The two are often
confused in Nicaragua. The former should be temporary in nature and the latter should
be of a more sustained nature, focused on extreme poor households and independent of
emergency situations. It would be advisable for each of the programs described
previously to prepare a checklist and review their designs in terms of these
characteristics.



Annex H

The Main Social Sector and Social Protection Projects

The Main Investment Programs in Education

1. The 2001 investment budget for education amounts to US$91.5 million, of which
US$4.5 million is to be invested by the Universities."12 One third of the 27 investment
programs in education in 2001 are for infrastructure, accounting for over 40 percent of
the sector budget, although many of the remaining programs also contain significant
infrastructure components. The four most important projects of this nature are the
* Rehabilitation of Primary and Preschools (Rehabilitacion de Escuelas Primarias y

Preescolares, MECD/FISE) (US$17.3 million),
* Primary School construction, Phase II (Construccion de Escuelas de Educacion

Primaria, Fase II) ($9.8 million).
* Rehabilitation of Secondary Schools (Rehabilitation Institutos de Secundaria)

(US$3.2 million) and
* Rehabilitation of Schools in Managua (Rehabilitacion de Centros Educativos del

Departamento de Managua)(US$2.8 million.)

* The single largest investment expenditure programmed in education is the Second
Basic Education Project (APRENDE II), with programmed expenditures ofUS$22.4
million in 2001. This program has four components which finance: i) preschool
education, ii) a pilot scholarship program for 1500 poor students attending grades 4-6,
iii) improved quality via teacher training equipment and materials, infrastructure and
performance based teacher bonuses. The fourth component finances institutional
strengthening for Ministry of Education decentralization, training for school councils
and directors, a national academic evaluation system, and a management information
system for the decentralized school network. The preschool component in the
APRENDE project finances the construction of preschool classrooms to increase
preschool coverage by approximately 4000 children (less than 1% of the age cohort),
the delivery of pedagogical materials to all community preschools, the training of
3900 preschool volunteers, and a small stipend for 5700 preschool volunteers.

* The Education Sector Support (Apoyo al Sector Educativo, ASEN), which has US$4.2
million programmed for 2001, consists of five components: improved special
education via teacher training and educational materials; improved teacher training
via better curriculum and direct budgetary support in the teacher training schools and
in the Atlantic Regions; school infrastructure (including 104 classrooms and 119
houses for rural teachers); basic school materials for 100,000 rural students and sports
equipment for 4000 primary schools; and training for 30 new school supervisors.

112 These figures only show Central Government transfers to the universities. There is no progranmmatic
accounting for these funds, nor is there any information readily available on the use of own funds.
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* The Basic Education II Program (BASE II) which programmed US$2.4 million in
2000. The program has five components: improved education quality via teacher
training, expansion of coverage of multigrade and bilingual education, increased
community participation, information systems, and the rehabilitation and equipment
of 220 schools damaged by Hurricane Mitch.

* The School Nutrition Program (PINE escolar) has US$3.5 million budgeted for 2001.
This program serves 235,000 students from preschool to second grade. (At roughly
US$15 per student, this represents about 15 percent of total public expenditures per
primary student.) It operates in the ten poorest departments of the country plus in
some sectors of Managua. It provides school children with 2 fortified cookies per day
plus an enriched beverage.

* The only other major program in education that does not appear to finance
infrastructure is the Education Reform Program (Programa de la Reforma
Educativa), which has budgeted US$3.7 million in 2001. This program has three
components: i) secondary education reform which includes teacher training,
education systems and curricular reform; ii) expansion of secondary school coverage
via distance education and iii) the provision of funds to secondary schools in rural
areas for the training of unaccredited teachers and for stipends for secondary school
students to defray the private costs of schooling. The preschool component in the
education reform program proposes to finance a pilot for preschool education, and the
distribution of pedagogical materials in existing formal preschools

The Main Investment Programs in Health

2. Total investment programmed for the health sector in 2001 amounts to US$38.1
million. About 40 percent of this consists of four programs that support primary health
care (PHC) delivery: They are
* Program for the Modernization of the Health Sector (Programa para la

Modernizaci6n del Sector Salud, or PMSS), US$6.8 million,
* Program to Improve Child Health (Mejoramiento de la Salud Infantil), US$4.9

million,
* Healthy Families Program (Familias Saludables), US$1.3 million, and
* (Fondo Social Suplementario), US$2.2 million.

3. These programs finance medicines, equipment and supplies, staff salaries and
training, and infrastructure at the SILAIS level. One component of the PMSS program,
the Fondo Materno Infantil, is designed to finance the extension of basic PHC coverage
to new areas via contracts with NGO providers, or the MINSA itself. Another sub-
component of the PMSS program, Nutrici6n Integral, is developing a pilot to work with
poor mothers in their communities and homes to improve the nutritional status of their
children via improved household practices and timely referral to MINSA services. The
Supplementary Social Fund has two components, strengthening PHC in rural areas by
financing salary bonuses for doctors and nurses in health facilities in poor rural areas, and
strengthening basic medical services by financing equipment, medicines and vaccines in
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health facilities in poor rural areas. Supplementary Social Fund resources are allocated to
six SILAIS.

4. The Program for the Modernization of the Health Sector also finances three
institutional strengthening components: (i) hospital modernization, which trains hospital
staff in resource management, accounting and the use of information systems; (ii)
institutional strengthening of the MINSA to fulfill its normative and supervisory role in
the health sector, advance the financial decentralization of the MOH, modernize the
system for the purchase and distribution of pharmaceutical supplies and strengthen
administrative and accounting procedures; and (iii) reform of the social security system
by supporting the creation and implementation of a health insurance system via private
providers, a workers compensation insurance system and the design of a reformed
pension system.

5. There are five important programs in support of basic health infrastructure, for a
total of US$7.1 million programmed for 2001. Four of these operate with funding
through FISE:
* Health Centers (Centros de Salud,MINSA/FISE), US$1.6 million
* Health Posts (Puestos de Salud,MINSA/FISE), US$2.4 million
* Equipment and Furniture (Equipo y Mobiliarios, MINSA/FISE) US$ 1.8 million,
* Maintenance Fund (Fondo de Mantenimiento, MINSA/FISE). US$0.4 million, and
* Recovery of Health Service Infrastructure (Recuperaci6n de Infraestructura de

Servicios de Salud), US$0.8 million. All except for this last project rely on
significant external funding. The FISE-funded projects rehabilitate existing
structures, but do not explicitly consider the adequacy of health service coverage.
Also, there have been problems of coordination with MINSA to ensure that the new
facilities have operating budgets for staff, equipment and materials, thereby ensuring
service provision."13 Recent evidence suggests that improved health outcomes are
less a function of improving infrastructure than of improving the model of attention
and the community outreach that it supports."14

6. Three additional smaller also programs support the provision of health services at
the SILAIS level:
* Health System Strengthening (Fortalecimiento del Sistema de Salud en Nicaragua),

US$2.6 million,
* Support Program for 6 SILAIS (Programa de Apoyo a Seis SILAIS), US$1.7 million,

* Promotion of Women's Integrated Health (Promoci6n de la Salud Integral de la
Mujer), US$ 0.3 million. Like the PHC programs mentioned above, these programs
are intended to each operate in different areas, providing a basic package of integrated
PHC services, through the MINSA facilities. In practice, each delivers a slightly
different mix of benefits, with the result that the PHC model is applied differently in

113 World Bank, 2000, Nicaragua: Ex-Post Evaluation of the Emergency Social Investment Fund. Also E.
Budinich June 2000, "Gasto Publico en los Sectores Sociales y Analisis de los Programas",
Background Paper for the Nicaragua Poverty Assessment.

114 World Bank, 2000, Nicaragua Poverty Assessment.
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different regions of the country. Further information on benefits delivered and on
impact results would be warranted to assess the success of these programs in
addressing the health risks of poor households.

The Main Housing Programs

7 There are four major housing investment programs reflected in the 2001 Budget.

* The Program for Training for Self-Construction of Housing (Capacitaci6n en la
Autoconstrucci6n de la Vivienda), US$1.1 million, is implemented through INATEC
in the Labor Ministry. The program trains beneficiaries in housing construction, and
provides some materials to enable beneficiaries to construct their own housing.
Beneficiaries also acquire a skill that may improve their future incomes. Targeting is
both geographical (it operates in poor municipalities in 8 departments) and individual
(eligible families must have a monthly income of 50-100% of the basic food basket
(canasta basica), which classifies them in extreme poverty, and at least one family
member must participate in training over an 8-10 month period.) The project transfers
an average ofUJS$806 per beneficiary family.

* The Program for Self Sustaining Rural Settlements (Programa de Asentamientos
Rurales Autosostenibles), US$1.7 million, combines housing with income generation
activities. The Rural Settlement Program will organize groups of 250 households into
communities with a town hall, a school and rural land for agriculture. This program
will be located in extremely poor municipalities in the Department of Leon. Each
family will receive a house, plus 4-5 manzanas of land (3-4 hectares) which will be
communally owned but individually farmed. This program is managed by INVUR
and the estimated transfers per beneficiary family are US$11,300, plus a similarly
sized loan for investment in productive equipment.

* The Program for the Improvement of Housing Damaged by Hurricane Mitch
(Programa de Mejoramiento de las Viviendas Danadas por H. Mitch), US$3.5
million, is managed through the Social Action Secretariat in the Presidency. This
project proposes to rehabilitate 4000 houses damaged by the hurricane in 57
municipalities, a coverage of almost 30% of the total number of houses damaged by
the Hurricane. Title to the house is given to the woman, regardless of whether she is
the head of the household. This program delivers a transfer per beneficiary family of
approximatelyUS$2300. Because of the magnitude of this transfer, it can create an
incentive to over-represent the effects of the disaster in order to capture this
substantial benefit. Avoidance of this problem would require clearly defined and
validated beneficiary entry and exit criteria; information on the adequacy of specific
targeting criteria was not available for this study.

* The Program for Family Subsidies (Programa de Subsidio Familiar) had planned to
invest US$3.5 million;US$3 1 million in the coming five years, with a direct subsidy
ofUS$2000 per beneficiary family, which is expected to complement family savings
and borrowed credit towards the purchase of housing in the private market. Because
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of its underlying requirements of household access to savings and credit, this program
is not likely to serve poor households. Since the first draft of this study was prepared,
the Government has decided transfer the resources of this program to the Basic
Shelter Program (Piso y Techo) program, which appears in the Public Investment
Program, but is not identified in the 2001 Budget. The Basic Shelter Program (Piso y
Techo) plans to investUS$40 million in the coming five years, transferring an average
ofLUS$303 per beneficiary family. This program benefits poor rural households, and
requires that the family contribute labor and a part of construction materials.
Targeting is done on an individual basis, by selecting housing with inadequate
flooring (dirt or elevated wood in deteriorated condition).

The Main Social Protection Programs

8. The most important ongoing investment programs managed in the Ministry of the
Family are:
* Integrated Attention to Children (Programa de Atenci6n Integral a la Niniez

Nicaragiense (PAININ)) US$1.6 million, with a planned investment ofUS$8.2
million in the coming five years, and

* Assistance to Formal and informal Preschools (Asistencia a Preescolares Formales y
No Formales), US$2.9 million, orUS$14.3 million over 2001-2005).

In general, these two projects deliver food, early stimulation activities and daily child
care to children between 3-6 years in community centers, community feeding centers in
poor rural and urban neighborhoods. Children in these centers also receive primary
health care attention via MINSA health centers. Both projects rely on the voluntary
services of community members. Two other projects, carried out in collaboration with
FISE, are:
* Rehabilitation and Replacement of Preschools and Community Infrastructure

(Centros Infantiles), US$1 million, and a
* Shelters Program (Albergues y Hogares), US$0.5 million, which finances adult

rehabilitation centers, old age homes and adult training centers.

9. The Social Action Secretariat manages two medium sized investment programs.
One involving the rehabilitation Mitch-damaged housing already is included under the
Housing subsector. The other program is the
* Community Employment Program (Programa de Empleo Comunitario), US$1.1

million, which hires unemployed workers at below market wages to carry out simple
municipal infrastructure maintenance (e.g., sweeping streets and cleaning cemeteries)

10. The government's intended flagship program in social protection is the Social
Safety Net Pilot Program. This project has been started on a pilot basis and consists of
two broad components in education and health, involving conditional cash transfers to
families in poverty, as well as budget support to avoid possible supply constraints. The
objective is to encourage parents to invest in their children's education and health
through the provision of conditional demand-side subsidies. The two components are:
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* The education component (Red de Proteccion Social, MEDC/FISE), US$3.1 million,
provides three benefits: a conditioned transfer that paysUS$112 per family per year to
defray the opportunity costs of that child's labor so long as the child remains in
school; a school backpack per child per year containing a uniform and school
materials and a voucher per child per year for the purchase of pedagogical materials
among participating schools, which together amount toUS$27.14 per child. On the
supply side, a transfer ofUS$4.36 per child per year is given to each participating
school board to permit an expansion of services in response to higher demand..

* The health component (Red de Proteccion Social, MINSA/FISE), US$1.7 million,
delivers two vouchers to participants: The first is a food voucher of[JS$209 per
family per year conditioned on participation in: (i) training courses in reproductive
health, nutrition, child care, breastfeeding, environmental health and family hygiene;
(ii) immunization of all children under 5 ; and (iii) MINSA growth promotion
programs. The second voucher deliversUS$122 per family per year to private health
service providers to deliver a package of health services to participating families.
This program is being piloted during 2001-2002, during which time it will serve
6,000 families in 6 municipalities in extreme poverty.

The Main Local Development Programs

11. Five projects account for roughly two-thirds of the total investment expenditures
planned by INIFOM in 2001:
* two Rural Municipalities Projects (PROTIERRA I & PROTIERR4 II), US$4.9

million. The first project, which will finish in 2001, mainly supports the institutional
development of 36 rural municipalities and of INIFOM as the sector coordinating
body, and provides training to communities and the local private sector. The second
project expands the geographic coverage of the municipal strengthening activities and
also provides direct fiscal transfers to eligible municipalities, in contrast to the tied
project transfers delivered under the first project.

* Access Roads Program (Calles, Caminos y Accesos, INIFOM/FISE), US$2.2 million,
* Municipal Roads (Obras Viales Municipales), US$1.8 million, and
* Program to combat urban poverty (Programa de Combate a la Pobreza Urbana),

US$ 2.4 million, which attempts to address the significant rising trend in urban
poverty observed by comparing the results of the 1993 LSMS and 1998 LSMS.



SECRETARIA TECNICA DE LA PRESIDENCIA
DIRECCION GENERAL DE INVERSIONES PUBLICAS

Datos DGIP (2001)
PROGRAMACION FINANCIERA QUINQUENAL - CIFRAS SEGUN AJUSTE FMI (Version 4)

Cifras en Miles de C6rdobas

C6digo Descripci6n 2001 2002 2003 | TOTAL2

TOTAL GLOBAL ___ _ | 4,209,992 4,446,786 4,536,110 13,192,888
Incluido en Estrategia de Reducci6n de la Pobreza _ _ - 2,927,835 3,080,733 3,305,338 9,313,905
Excluido de Estrategia de Reducci6n de la Pobreza 1 1,282,157 1,366,053 1,230,773 3,878,983

_ ___ __ ______________ __________ . _____ _ _ _ _ _._ ____________ _ _ _ ____

_--- _ Incluido en Estrategia de Reducci6n de la Pobreza __ 2,927,835 3,080,733 3,305,338 9,313,905
2 MINISTERIO DE TRANSPORTE E INFRAESTRUCTURA __ 75,725 44,800 _ 48,061 168,586

1016014 REHABILITACION DE CAMINOS SECUNDARIOS 25,000 24,000 22,733 71,733
101S009 PLAN CAFE(REH. CAMINOS CAFETALEROS) ____ 50,725 20,800 25,328 96,853

12 EMPRESA NIC. DE ACUEDUCTOS Y ALCANTARILLADOS 451,284 514,343 567,904 1,533,531
1020001 A.P. RURAL REGIONES III y CENTRAL (VII, VIII y IX FASE) 19,268 21,976 23,741 64,985

1020002 IAGUA Y SANEAMIENTO REGIONES I, V y VI. ___ 16,654 17,791 18,591 53,036
1020004 AGUA Y SANEAMIENTO ZONAS RURALES DE MATAGALPA. 31,551 44,046 27,237 102,835
1020009 PROG. A.P., SANEAMIENTO Y ORG. COMUN. NUEVA GUINEA 7,702 0 0 7,702
1020010 AGUA Y SANEAMIENTO MATAGALPA Y JINOTEGA. _ 5,104 6,450 6,235 17,789
1021002 MEJORAMIENTO DEL SISTEMA A.P. MANAGUA (FASE 11) _ 24,555 _ ____ 00 24,555
1021004 PROGR. SANEAM. AMB. DEL LAGO Y CIUDAD MGA (ETAPA I) 55,287 71,107 104,494 230,888

1021005 MEJOR. Y AMP. SIST DE A.P. Y A.S. MATAG.JINOTEG.CORINTO 91,504 129,920 123,961 345,385
1021006 MEJOR. SIST. A.P. Y A.S. EN NUCLEOS URBANOS DE NIC. ___ 22,107 0 0 22,107
1021013 OBRAS COMPL. MEJ Y AMPL DEL SIST DE ABAST AP JUIGALPA 6,303 12,499 29,722 48,525
102S001 MEJORAM Y AMPL DE LOS SIST DE A.S Y AP DE BLUEFIELDS _ __=_ 30,936 16,953 17,001 64,890
102S008 AGUA POTABLE RURAL CONCENTRADO (ENACAL/FISE) _____ _ 53,643 66,016 67,517 187,176
102T001 PROGRAMA PILOTO DE A.S. EL SECTOR RURAL DE LA RAAN 865 0 0 1,865

102T002 ABAST. DE A.S. SECTORES MARGINALES - CIUDAD DE MANAGUA 0__019,371 28,908 _ 48,279
102T003 ABAST.DE A.S. MEDIO RURAL DE NIC. MATAGALPA Y JINOTEGA. 32,785 34,936 43,202 _ 110,923
102T006 MEJ. Y AMPL. DEL SISTEMA DE A. POTABLE - CIUDAD DE OCOTAL 0 6,153 7,116 13,269

102T007 MEJ. DEL ABAST. DE A.P. EN CARAZO/MASAYA,/GRANADA/RIVAS 0 9,332 34,761 _ 44,093
102T008 MEJ. Y AMP.SISTE. A.POTABLE/ ALCANT.SANIT.CIUD._DE ESTELI 0 23,672 25,417 49,089
102T012 AMPLIACION SIST. DE ALC. PARA EL SANEAM. CIUD. DE LEON ___ 10,965 _ = 2,629_" 0 0= _ 13,594
102T013 PLANT DEPURADORAPARAELSANEAM.-CIUD.DELEON __ 14,789 4,874 0 19,663
102T015 PROY. DE REHAB Y AMPLIACION SIST. DE AS.CIUD.-TIPITAPA 26,265: 26,617 10,000 62,882

24 INSTITUTO NIC. DE ESTUDIOS TERRITORIALES __ 45,605 15,470 11,155 72,230
1070001 REHABILITACION INFRAESTRUCTURA INETER _ 2,814 0 __ -- 0°l 2,814

11070009 CATASTRO NACIONAL MULTIFINALITARIO __ -___-- __ _ S N 2,774 - 6,200 __ 6,400M __15,374

107TO02 CAUSAS Y ALERTA DE MAREMOTOS EN NICARAGUA 7,625 3,198 L 0 10,823,
- - ~~~~~~~~200



TOTAL
C6digo Descripcion 2001 2002 2003 2001-2003

107T003 DEMARCAC FiS. TERRI. COM. INDIG. KARATA, SANDY BAY Y STA MARTA (RAA 0 682 0 682
107T004 DEMARCACIONFISICA, AMOJONAM.Y CARTOGRAFIA ETNIAS DE BOSAWAS _ 643 _ _ 0 _ _ 643
107T009 MAPIFICACION HIDROGEO. E HIDROQUIMICA DE LA R. CENTRAL DE NIC. _ _ 950 2,837 __ 2,965 6,752
107T016 RED METEOROLOGICA AUTOMATICA DE SEG. A LA SEQUIA EN TIEMPO REAL 3,227 0 0 3,227
107T021 CENTRO DE INFORMACION PARA DATOS GEOESPACIALES __ 932_ 0 _ 0 _ 932]
107T022 DELIMITACION DE LAS FRONTERAS MARITIMASY TERRESTRES DE NIC. 1,826 1,910 1,790 5,526
I107T023 DENSIFICACION GEODESICA DE LA FRONTERASUR 804t 0 0 804

I107T024 ELABORACION MAPAS GEOLOGICOS COSIGUINA, MOMOTOMBO E ISLA DE OMI 3,035 0 0 3_035

107T025 ESTABLECIMIENTO DEL SISTEMA DE ALERTA HIDROMETEOROLOGICO 1200 ___ _ 0 12,000

107T027 ESTUDIO PREDICCION Y ATENUACION DE IMPACTOS FENOMENO EL NINO EN b _ 618 0_ _ 0 _ 618
107T028 PRODUCCION DE MAPAS P/EVALUAR RIESGOS DE FUTUROS DESASTRES NATUI 9,000 0 0 9,000

31 INSTITUTO DE VIVIENDA URBANA Y RURAL ___ 41,974 12,499 12,000 __ 66,473
2050001 PROGRAMA DE VIVIENDAS DE EMERGENCIA _ _ _ 668 _ 0 0 _ 668
2050009 PROGRAMA DE SUBSIDIO FAMILIAR 17,000 0 0 17,000
205T002 PROGRAMA ASENTAMIENTOS RURALES AUTOSOSTENIBLES 22,306 12,499 12,000 46,804
205T007 PROGRAMA DE APOYO A LA VIVIENDA CIVIL ________2,000 0 _ 0 ___ 2,000

33 MINISTERIO DE SALUD 323,603 361,258 379,520 1,064,381
2060013 PROGRAMA DE LETRINAS (MINSA/FISE) 6,738 6,840 7,110 20,688
2060015 EQUIPO Y MOBILIARIO (MINSA/FISE) _ __ 23,903 26,312 24,806 75,020
2060053 CENTROS DE SALUD (MINSA/FISE) 21,783 22,110 27,606 71,499
2060054 PUESTOS DE SALUD (MINSA/FISE) _ _ _ 31,721 32,198 32,920 96,839
206S002 FONDO DE MANTENIMIENTO (MINSAfFISE) 5,907 5,907 6,872 18,687
206S011 SALUD REPRODUCT. Y ACRECENTAMIENTO DE LA MUJER (SAREM)___ 7,809 5,194 0 13,003
206S016 FORTALECIMIENTO DEL SIST.DE SALUD EN NICARAGUA 26,159 30,868 _ 0 ___ 57,027
206S066 MEJORAMIENTO SALUD INFANTIL | 37,109 14,200 14,800 66,109

L206S080 PROGRAMA SEGURIDAD AMBIENTALY VIGILANCIA NUTRICIONAL ___ 1,591 2,000 5,000 8,591
206S082 PREVENCION Y CONTROL DE EPIDEMIAS _ _ |0 14,200 14,800 29,000
206S083 RECUPERACION DE INFRAESTRUCTURA DE SERV. DE SALUD | 5,014| 0| 0 5,014
206S088 PROGRAMA DE APOYO A SEIS SILAIS (PROSILAIS) 11,807 19,610 31,537 _ 62,954
206s089 MODERNIZACION DEL SECTOR SALUD _ __ 53,975 75,746 134,968 264,690
206S091 APOYO A SILAIS NVA SEGOVIA, JINOTEGA, HOSP. DEL NINO | 2,345 12,665| 0 15,010
206S092 PROGRAMA FAMILIAS SALUDABLES (PROSALUD) __ _ - 16,760 22,640 - 0 39,400
206TO12 PROGRAMA DE COOPERACION TECNICA OPS/OMS _ _ 12,313 15,582 15,582 43,476
206TO13 PROGRAMA SALUD Y NUTRICION _ _ 1,541 0 ° 0 1,5411
206TO16 FONDO SOCIAL SUPLEMENTARIO/MINSA t 14,740 7,350 15,000 37,090
206TO19 FORTALECIMIENTO DELPROGRAMAADE INvMUNIZACIONES _ _ 04 _ 0___ _ 14,500 _ 14,5004
206TO24 EQUIPAMIENTO CENTRO DE SALUD CARLOS CENTENO DE SIUNA | __ 44,20 0 ____ 0K __ 4,0201
206T037 PROMOCION DE LA SALUD INTEGRAL DE LA MUJER(PROSIM) | 4435 2000 6435
206T038 PROMOCION USO RACIONAL DE MEDICAMENTOS 1,36 1,365 _ 0l 2,7301
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| Codigo | Descripci6n 2001 2002 2003 TOTAL
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _2 0 01_2 0 21 2 00

'206T065 APOYO SERVICIOS DE SALUD REPRODUC./PLANIF. FAM./MATAGALPA-JINOTEG 1,611 800 0 2,411
206T067 CONSTRUCCION Y EQUIPAMIENTO C/S CON CAMAS MUNIC. SOMOTILLO 4,146 0 0 4,146
206T069 FORTALEC./PROCESO NORMATIZ., ORGANIZ. DE EXPER. DEMOST. EN SALUD SE 771 700 0 1,471
206T071 PROY. EN SALUD SEXUAL Y REPROD. APOYOA SERVICIOS MINSA (PROSASER) 1,663 __ 1,000 0 2,663
206T072 SERVICIOS SALUD REPROD. P/ADOLESCENTES EXP. DEMOST. MGA, HOSP. BERI 522 500 0 1,022
206T073 SISTEMA GESTION AMBIENTAL DESECHOS SOLIDOS EN UNIDADES DE SALUD 0 __ 0 0 _ _ 0
206T074 RED DE PROTECCION SOCIAL MINSA/FISE __ __ 17,359 23,254 24,020 64,633
206T076 PROGRAMA RECONSTRUC.REGIONAL PARA AMERICA CENTRAL (PRRAC)/MINS _0 _ 8,483 10,000 18,483
206T077 PROG.DE EQUIPAMIENTO MEDICO EN CINCO C/S C/CAMAS MANAGUA Y C. ATL. 2,500 6,233 0 8,733
206T089 REHABILITACION HOSPITALES PUERTO CABEZAS, BLUEFIELDS Y SAN CARLOS 3,994 3,500 0 7,494

39 INSTITUTO NIC. DE FOMENTO MUNICIPAL _ 166,917 _168,714 251,901 587,532
2080026 FORTALECIMIENTO SNIP / INIFOM 600 600 600 1,800
2080052 DESARROLLO DE MUNICIPIOS RURALES (PROTIERRA) __ 28,765 0 0 28,765
2080054 SISTEMA UNICO DE CATASTRO MUNICIPAL (FASE II) 4,047 0 0 __ 4,0471
2081002 DRENAJES PLUVIALES (INFOM/FISE) 5,715 5,800 5,930 17,445
2081004 PUENTES (INIFOM/FISE) _ _ 9,515 9,658 9,875 29,049
2081007 OTROS SERVICIOS MUNICIPALES (INIFOM/FISE) _ _ 11,470 11,642 11,903 35,015
208S006 FORTALECIMIENTO DE AUTOSUFICIENCIA DEL DESARROLLO SOCIAL 11,202 6,825 3,255 21,281
208S008 PROYECTO ESTE- OESTE - SUR _1 _ _ _ _ 1,600 2,078 ___ 0 _ 3,678
208S009 PROGRAMA DE DES. LOCAL EN LAS SEGOVIAS Y OCCIDENTE. 11,067 208 0 11,274
208S012 CALLES, CAMINOS Y ACCESOS (INIFOM/FISE) 29,292 29,732 30,398 89,423
208S014 APOYO A LOS SISTEMAS DE INFORMACION SOCIODEMOGRAFICOS 1,870 1,766 1,897 5,532
208S016 SERVICIOS MUNICIPALES _ _ __ _ 5,000 _ 5,307 5,426 15,733
208S019 OBRAS VIALES MUNICIPALES 11,400 12,112 12,401 35,913
208S022 PROYECTO DE MUNICIPIOS RURALES PROTIERRA II 5,500 44,800 131,716 182,016
208T005 FORTALECIMIENTO Y DESARROLLO DE MUNICIPIOS DE NIC. PROFIM III FASE 4,423 4,595 _ 0 9,018
208T006 TRANSMISION DE GOBIERNOS LOCALES 2000-2001 17,688 _0 0 17,688
436T028 PROGRAMA DE COMBATE A LA POBREZA URBANA 7 7765 33 592 38,500 79857

62 MINISTERIO DE EDUCACION, CULTURA Y DEPORTES _ __ 731,108 775,447 797,421 2,303,976
2100014 REHAB ESCUELAS PRIMARIA Y PREESCOLARES (MECD/FISE) _ 187,862 215,552 213,852 617,266
2100016 REHAB INSTITUTOS DE SECUNDARIA (MECD/FISE) 42 407_ 43,044 _44008 129459
210S001 APOYO AL SECTOR EDUCATIVO, ASEN _ 41,813 18,613 0 60,426
210S004 ASIST. ANINOS EN EDAD PREESCOLAR EN ZONAS DEPRIMIDAS /4515.01 (PINE) 23,235 0 0 23,235
210S006 SISTEMA DE MEJORAMIENTO EDUCATIVO EN NIC. (SIMEN III ETAPA) 4,838 0 0 4,838
2 1OSOO ESCUELAS NORMALES II- NIC/006 1,290 87 571 2,734
210S015 FONDO DE MANTENIMIENTO (MECD/FISE) 16,032 17,524 18,381 51,936
2 10S016 EQUIPO Y MOBILIARIO (MECD/FISE) 9,020 _ __.,155 9,360 _27,535

2 10S0241 CONSTRUCCION DE ESCUELAS DE EDUCACION PRIMARIA, (FASE 11) I 94,886 135,934 14,069 244,889.
210S054 PREPARACION DEL PROGRAMA DE LA REFORMA EDUCATIVA 29,147_ 45,227 45,7 71Li 120,145
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210T01 RECONSTRUC. Y EQUIPAMIENTO DELEGACIONES MUNICIPALES. _ 0 0 0 _
2210T013 REHAB.CENTROS EDUCATIVOS DEL DEPARTAMENTO DE MANAGUA _ _ 10,032 9,0161 29,433 48,480
210T014 FORTALECIMIENTO SNIP-MECD 600 600 600 1,800
210T015 EDUCACION BASICA, BASEII 31702 40132 32,503 104,337

___ _ ____ .5 067 X,- ,_
210OT016 PROYECTOEDUCACION BASICA,APRENDEII __ __ _ 151,207 _ 153 067 30,000 334,273
21 OTO 17 FONDO SOCIAL SUPLEMENTARIO (MECD) 5,548 7,230, 7,439 20,217
210 T043 PROGRAMA DE RECONST. REG. PARA AMERICA CENTRAL (PRRAC/MECD) 0 0° 67,974 67,974
210T045 FORT.A LA EDUC. BILINGUE INTERCULTURAL EN LA C.ATLANTICA, FOREIBCA 0 ° 050,868 50,868
210T073 APOYO AL SECTOR EDUCATIVO EN NICARAGUA, ASEN (FASE I _ 0 50,588 50,588
210T078 DOTACION DE PUPITRES Y MOBILIARIO A LOS CENTROS ESCOLARES _. 0 -- ____ 0 _ 0 0
210T079 PROGRAMA AMPLIAC. COBERTURA EDUC.PRIMARIA MUNIC. POBREZA EXTREN 14,767 15,000 21,343 _ 51,110
21OT080 LEGALIZACION DE LOS LOCALES ESCOLARES PUBLICOS DEL MECD _ 0 0 _° 0 0
210T081 PROYECTO DE EDUCACION BASICA, APRENDE- APL 0 0o 67,151 67,151
210T082 PROGRAMA ALFABETIZACION Y EDUCACION BASICA EN ADULTOS-PAEBANIC 24,800 20,880 14,120 59,800
210T084 PROGRAMA DL NUTRICION ESCOLAR /4515.02 _ 0 _ _ 0 34,351 34,351
210T089 RED DE PROTECCION SOCIAL MECD/FISE _ _ 41,924 43,601 45,037 130,562

67 FONDO DE INVERSION SOCIAL DE EMERGENCIA _ 73,881 96,358 98,870 269,108
2110001 FORTALECIMIENTO FISE _ _ _ _ 23,600 20,428 20,865 64,894
21 ITOOI DESCENTRALIZACION Y MICROPLAN. PARTICIPATIVA / FISE __ 10,000 10,407 _10,686 31,094
21 1T002 RED DE PROTECCION SOCIAL FISE 28,681 30,724 31,737 91,142
21 IT004 PROGRAMA DE DESARROLLO LOCAL EN LA COSTA ATLANTICA 11,600 34,798 35,581 81,979

80 COMISI6N NACIONAL DE ENERGiA _ _ _ 30,732 73,985 145,585 250,302
236T003 EVALUACION DENDROENERGETICA NACIONAL _ 2,983 0 0 2,983
236T006 ENERGIZACION RURAL 17,748 4,385 4,385 26,518
236T012 ELECTRIFICACION RURAL (CNE) ___ _ _ __ _ 10,000 69,600 141,200 _ 220,800

91 MINISTERIO DE LA FAMILIA __ ___ 75,948 90,847 84,658 251,4539
2370000 CENTROS INFANTILES (MIFAM/FISE) 12,788 12,980 13,271 39,039
2370001 ALBERGUES Y HOGARES (MIFAM/FISE) _____ _ __ 6,810 6,913 7_ ,068 20,791
2370005 ATENCION INTEGRAL A LA NINEZ NICARAGUENSE(PAININ) I 17,887 23,057 23,389 64,332
2370006 ASISTENCIA A PREESCOLARES NO FORMALES Y FORMALES (PMA) |___ 15,768 - 17,468- 25,090 _ 58,325
237S017 ALTERNAT.DE INSERCION ESC.Y DE APRENDIZAJE LABORAL __ 1,449 1,505 1,526 4,480
237T005 FORTALECIMIENTO INSTITUCIONAL - MIFAM __________10,808 __ 11,779 _ 0 22,587
237T015 COORDINACION SERV. SOCIALES P/LA ATENC. DE PERSONAS ADULTAS MAYOF 0 2,819 4,741 _ 7,5601
237T028 PROG. DEATENC. A NINOS Y NINAS AFECT. POR EL HURACAN MITCH EN MGA 4,377 4,547 _- 0 8,925
237T029 MEDIDAS PREVEN. NIN@S/ADOLESC EN RIEqGO DE USO DE DROGAS/EXPLOT S!. 2,185 0 - _ _0 _ 2,185
237T032 PROGRAMA DE APOYO EN EL DISENO DE UN PLAN NACIONAL CONTRA LA VIO] 1,813 7,100 7,400 16,3134

L2 37 T 03 3 PROGRAMA DE DERECHOS DE VIGENCIA DE LAS CONVENCIONES __ = _ 0 536 _ 0 __ 536
237T_34 RED DE SERVICIOS DE ATENCION A LA VIF Y SEXUAL A LA MUJ. NINEZ Y ADOL_ 2,063 2,143 2,174 _6,381
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94 ALCALDIAS MUNICIPALES _ __ I 70,000 70,000 70,000 210,000
238S001 PROYECTOS ALCALDIAS MUNICIPALES ___ ___ _ 70,000 70,000 70,000 210,000

102 MINISTERIO AGROPECUARIO Y FORESTAL I 183,826 142,353 98,113 424,292
2130003 APOYO SEG. ALIMENTTFAM.RURAL.POBRE AFECT/SEQUIAS E NUNDC. 17,117 6,985 6,985 31,087
3140029 APOYO AL PROCESO DE COMERCIALIZACION DE GRANOS BASICOS. 21,400 21,400 __ 21,400 64,200
314S002 PROMOCION DE LA INV. EN FORESTERIA SOSTENIBLE 23,583 0 0 23,583
314S003 PROGRAMA DE RIEGO DE OCCIDENTE 1,500 O__ O 1 500
314S007 PROG. DE APOYO AL MAGFOR Y DES. DE LOS FACTORES 10,395 10,395 0 _ 20,790
314T005 ASIT. REHAB. Y RECONST. DEST. A FAM. AFECTADAS POR EL HURACAN MITC 45,996 0 0 45,996
314T01 1 MANEJO INTEGRADO DE PLAGAS P/PEQUENOS Y MEDIANOS PRODUCT. - INA 1,530 0 __ 1530
314T012 MODELO ATENC. PRODUCTIVA A PEQUENOS PRODUCT.ESCAS.REC.(PESA) - INT _ 5,474 5,608 - -_ 5,608 _ 16,689
314T013 SEGURIDAD ALIMENTARIA CUERPO DE PAZ - INTA 2,970 2,970 2,970 8,910
314T015 PROGRAMA DE FORTALECIMIENTO INSTITUCIONAL-MAGFOR 9,424 9,424 0 18,847
314T031 FORTALECIMIENTO A LAS OPERACIONES DEL INTA (BM-3371-NI) 34,279 78,330 _ 57,720 170,328
3190002 TRANSF.DE TECNOLOGIA POSTCOSECHA FASE III / INTA 2,549 2,452 0 5,001
3342004 APOYO ACTI.FORESTAL CAMPESINA LEONINVA.SEGOVIA-PROCAFOR 7,609 4,790 3,431 15,830

105 MINISTERIO DE AMBIENTE Y RECURSOS NATURALES 119,615 59,132 65,863 244,610
3150037 PROG.SOCIOAMBIENTAL Y DE CONSERVACION FORESTAL(NI-0025) 32,341 1,800 0 34,141
315S002 CORREDOR BIOLOGICO DEL ATLANTICO 14,237 15,050 25,762 55,048
315S004 PROGRAMA DE APOYO A LA GESTION AMBIENTAL NICARAGUENSE 30,226 847 0 31,073
315S021 PROGRAMA DE APOYO AL SECTOR MEDIO AMBIENTE DE NICARAGUA 42,811 41,435 40,102 124,347

109 MINISTERIO DE FOMENTO, INDUSTRIA Y COMERCIO 1 10,982 13,735 12,811 37,527
3170028 PROGRAMA DE POLITICAS DE APOYO A LA PYME - PROPYME II 3,816 6,125 6,213 16,154
3170029 ASISTENCIA TECNICA A LA PEQUE.Y MEDIANA INDU STRIA - CATPYMI _ __ 2,646 __0 0 2,646
317T004 DESARROLLO INTEGRAL PESCA ARTESANAL EN LA RAAN(DIPARAAN) 500 2,371 2,398 5,269
317T025 DESARROLLO DE LAS VENTAJAS COMPETITIVAS EN LAS PYMES 4,020 4,200 4,200 12,420
317T026 PROGRAMA NACIONAL DE PROMOCION DE EXPORTACIONES 0 1,039 0 1,039

117 INSTITUTO DE DESARROLLO RURAL _ 330,920 423,990 415,276 1,170,186
2130044 APOYO AL AUTOSOS.DE POB.DESARR.URBANO LEON Y CHINANDEGA 350 0 0 350
3340001 FOMENTO A LA PRODUCCION DE GRANOS BASICOS KR-I1 44,311 48,456 49,382 142,150
3340002 TROPISEC 33_288__ _ =_ =_ _ 3,389 0 36,677
3340006 PROYECTO DE DESARROLLO RURAL REGION SUR (PROSESUR) _ _1 25,010 32,366 ___ 0 57,377
3340007 FORTALECIMIENTO SNIP I 550 500______ 0__ _ 1,050
3340017 PROGRAMA DE DESARROLLO RURAL EN LA ZONA DE NUEVA GUINEA 14,762 6,487 0 21,248
3340018 PROGRAMA DE LOS POLOS DE DESARROLLO (POLDES) 2,250 2,250 2,250 6,750
3340022 PROGRAMA DE REHABILITACION ARROCERA Y DESARROLLO CAMPE. I 9,916 7,236 0 17,152
3341002 PROYECTO DE DESARROLLO RURAL GANADERO (PRODEGA III) 20,770 18,106 8,420 47,296

F- 760325922____ __-- r

3343002 DES RUR.INTEGRAL DE LAS COMU.MARG.DE LEON Y CHINANDEGA _ 10,057 8,262 7,603 25,922
[334S001 PROG.REACTIV.PDTVA AGROALIMENTARIA (PNDR/FASE II) 70,950 137,318 139,291 347,560.
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334S002 DES.ECON.SOCIAL EN LA ZONA NORTE Y CENTRAL DE NICARAGUA __16,500| 21,467 19,095 57,063
334S005 VREPOBLAC.Y MEJORAM. GENETICO DE LA GANADERIA (IDR) 52,450_ 61,467G 62,314 176,231
334T002_lDES.ECON.SOCIAL/WASLALA,CUA BOCAY,TUMA LA DALIA Y RANCHO GRANDI 19,352 33,391 34,1931 86,935]
334T003 DESARROLLO DE LA COSTA DEL PACIFICO NORTE DE NICARAGUA 3,000 25,304 15,3041 43,609
334T006 DES.RURAL EN LAS ZONAS: MUELLE DE LOS BUEYES, RAMA, NUEVA GUINEA Y- 0 0 15,000 15,000
334T007 SISTEMAS SOLARES FOTOVOLTAICOS EN AREAS RURALES DE NICARAGUA 0o 10,585 26,585. 37,1701
334TO08 MEJORAMIENTO SOSTENIBLE DE LA CALIDAD DE LA LECHE 0. 0 15,000 15,0001
334T010&FONDO ESP.DE APOYO AL DES.RURAL Y FORTALEC. A LAS COOPPOLDES 0 0 _5,0001

_ 15,000
1334T0111 DES.DE LA GANADERIA MENOR PARA PEQ. Y MED.PROD.RURALES DEL PAIS 0 0 0 01
334T012 lMEJORAMIENTO DE LA AGROINDUSTRIA ARTESANAL DE QUESOS EN NICARAC _ 0 0 0o - 0
334T013 MANEJO SOST. DE REC.NAT. DEL SUROESTE DE NICARAGUA__ 75 7, 5,837 __20,647'

129 IMINISTERIO_DE GOBERNACION I 3,6937 10,683 14,008 28,38
4200026 CONSTRUCCION CENTRO PENITENCIARIO DE MUJERES DGSPN. . 3,329_ 4,208 7,930 15,467.
4200046 CENTRO ESPECIAL PARA ADOLESCENTES 364 6,4741 6,077 12,916

1_132 MINISTERIO DE HACIENDA Y CREDITO PUBLICO 24,084 70,542, 76,504 171,130
314S028 PROGRAMA DE ORDENAMIENTO DE LA PROPIEDAD (OTR) 9,200 40,905 50,905 101,011
316S002 ORDENAMIENTO Y TITULACION EN EL CASTILLO II ETAPA 1,134 F0 _ 0 1 ,134
436T027 EFICIENCIA Y TRANSPARENCIA EN LAS CONTRATACIONES DEL ESTADO __ 13,750 _= 29,6371 25,599 68,986

136 ,GOBIERNO RAAN 3,118 2,197 606 5,922
423T021 ABASTECIMIENTO DE AGUA PARA LAS COMUNIDADES DE ORO FINO,EL GUAYI 600 425_ 0 1,025
423T023 CONSTRUCCION DE POZOS ARTESANALES EN LAS COMUNIDADES DE LA RAAN 850 _ 0o _ _ 0 _ 850
423T024 CONSTRUCCION DE ANDENES EN PUERTO CABEZAS,ROSITA Y SIUNA. 563 598 606 1,767

L423T040 PLAN REGIONAL DE PREVENCION DEL USO DE LAS DROGAS/RAAN (ATN/SS-682 1,106 1,175 0 01 2,280
138 GOBIERNO_RAAS __ __ _ 1,719 1,175 0 2,894

L24T025 CONSTRUCCION ANDENES EN HAULOVER _ -360 0 _ 0 360
424T026 CONSTRUCCION ANDENES EN ORINOCO I 254 0 0 254
424T034 PLAN REEGIONALDE PREVENCION DEL USO DE LAS DROGAS/RAAS (ATN/SS-682 1,106 1,1751 75_ 0 _2,280

152 PRESIDENCIA DE LA REPUBLICA _ _ __ | 56,340 17,832 | 18,232 92,403
F 108T010 PROGRAMA DE RECONSTRUCCION SOLIDARIA DE LA VIVIENDA 7 10,720 17,832 18,232 | 46,783
r436T007 FONDO DE EMERGENCIA SOCIAL _ _ I 45,620L -- 0° 0 45,620

159 SECRETARIA DE ACCION SOCIAL _ _43,482 0 0 43,482
12050008 PROGRAMA DE MEJORAM. DE LAS VIVIENDAS DANADAS POR EL HURACAN MI 36,354 0 o0 36,354
; 2130030 APOYO A LA IMPLEM. DE LA POLITICA NAC.POBLACION (SAS) 1 878 0 0 __ 878
[436SO07 PROGRAMA DE EMPLEO COMUNITARIO\SAS - 6,250| 0 0_ 6,250

171 MINISTERIO DE DEFENSA __ ___ _ -- 16,219 8,488 4,891k_ 29,598
107T029 CREACION DE CAPACIDADES DE MUNICIPIOS EN RIESGO - REGION 1, 11, 1, IV, v 0 3,80 0] _ 3,806

V107T030 FORTAL. DE CAPAC. PARA LA PREVENCION, MITIG.Y ADMIN. RIESGO Y DESASI 4,186 10 0 4,186
107T031 PREPARACION ESTRUCT. DE DEFENSA CIVIL MUNICIPIO DE S.FRANCISCO LIBR 3,472_ 0 _ 3,472
107T032 PROYECTO PREVENCION Y MITIGACION DE DESASTRES (MITIPRE) 45,773 46831 4,8911 15,346]
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107T033 SISTEMA DE ALERTA TEMPRANA EN CUENCAS MENORES - II ETAPA 2,788 _ 0 _ _ 0 __ 2,788j
186 SECRETARIATECNICADELA PRESIDENCIA 3,789 54,341 _ 83,317 141, 447

3170007 FORTAL.Y ADMON.DEL SISTEMA NAC.INVERSION PUBL.(SETEC) 3,789 4,229 | 4,229 12,247_
436T029 PROGRAMA DE APOYO A LA IMPLEMENTACION DE ERRP 0 50_112 79_088 129_200

187 INSTITUTO NACIONAL TECNOLOGICO 43,272 525 _ _48,641 144,459
2070007 REHAB.Y AMPL. TINST. POL. AGROIND. NORTE NAC. UNIDAS/INATEC 966 1176r 0 2,142
2070023 REHAB. Y AMPL. CENTRO ENSEN. TEC. AGROP. JALAPA/INATEC 1,513 988 1,661 4,162
2070024 AMPL. Y CONST. INST. POLITECNICO BARTOLOME COLON/INATEC 1,100 0 2,821
2070025 REP.Y AMPL. INST. POLITEC. CRISTOBAL COLON-BLUEF/INATEC __ 1,447 1,474 2,894 5,815
2070030 CONST. CENTRO ENSEN. TEC. AGROP. NUEVA GUINEA/INATEC 2,910 1,169 2,334 6,414
2070040 REHAB. Y AMP.INSTIT.TECNIC. VOCAC.(INATEC/FISE) 4,321 4,48_ 4,587 13,393
2071004 CAPAC.AUTOCONS.VIV. CHONTALES/INATEC _ 2,059 5,213 12,484
2071005 CAPAC.AUTOCONS.VIV. MATAGALPA/INATEC 2_059 5,213| 5213 12484
2071007 CAPAC.ROMOCION OCUPACIONAL/iNATEC 354 _ ° 354
2071008 CAPAC.AUTOCONS.VIV. BOACO/INATEC _2,059 5,213 5,213 12,484
2071010 CAPAC.AUTOCONS.VIV. LEON/INATEC 2,059 O O 2,059
2071011 CAPAC.AUTOCONS.VIV. ESTELI/INATEC 2_059_5,213 5_213 12_484
2071013 CAPAC.AUTOCONS.VIV. CARAZO/INATEC _ 4,117 5,213 _ 5,213 _ _ 14,543
207S001 AMPLIACION ENMA CHINANDEGA/INATEC 930 1,063 0 1993
207S004 REHABIL. Y AMPLIINSTITUTO POLITECNICO, JINOTEPE/INATEC 1,022 1,025 1,320 3,366
207S005 AMPL. INST. TEC. DE ADMON. ECON. Y COMP. ESTELI/INATEC 709 0 709
207S007 PROYECTO CAPAC. AUTOC. VIV VILLA CARLOS FONSECA 2,059 0 0 2,059
207T003 AMP. INSTITUTO AGROPECUARIO SIUNA/1NATEC 1,998 1,902 1,698 5,598
207T034 EDUCACION TECNICA AGROPECUARIA Y CAPACITACION (BM-337 1-NI) 9,534 11,478 8,084 _29,095

96 Excluido de Estrategia de Reducci6n de la Pobreza 1,282,157 1,366,053 1,230773 3,878,983
2 MINISTERIO DE TRANSPORTE E INFRAESTRUCTURA 631,524 899,121 770,888 2,301,534

1014018 FORTALECIMIENTO PLAN NACIONAL DE TRANSPORTE 2,580 _2,709 2,84 8,133
1014024 CONSERVACION SISTEMA DE ADMINISTRACION DE PAVIMENTO 3,185 3,530 3,916 10,631
1016004 PAVIM. CARRETERA SANTA EMILIA-EL TUMA-LA DALIA 7,931 0 7,931
1016013 REVESTIMIENTO DE CARRETERAS _ 52,759 33,807 34,594 121,160
1016015 DRENAJE DE CARRETERAS _ _ 5,529 5,000 4,100 14,629
1016064 CONSTRUCCION CARRETERA SAPOA-CARDENAS-COLON 4,700 5,328 10,028 20,055
1017004 PEQUENOS PROYECTOS REGION ATLANTICA. _ 4,065 4,432 _ 7,262 =_ 15,759
101A002 VILLA RECONCILIACION (REVEST. CAUCE LAS AMERICAS) 3,000 4,000 0 7,000
101S004 REHAB. Y MEJORAM. GARRET. LAS MANOS-YALAGUINA 35,792 138,084 0 173,876
101 S006 REH. Y MEJ.CAMINO LA PAVONA-LA PITA EMPAL. MALECONCITO 15,314 _0 15,314
101S007 RECONSTRUCCION PUENTES SOBRE CARR-ETERAS PRINCIPALES 8,415 0 0 8,415
lOlSO1O III PROG. DE REHAB. Y MANTTO DE CARRETERAS ____24,738 110,200 175,800 _ 3 10,738
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101S012 II PROG. DE REHAB. Y MANTTO DE CARRETERAS 118,552 146,815 _ 144,431 409,7981
O1S018 REHAB. Y MEJ. DE CARRET. SAN BENITO-SANTA ROSA 31,414 _ 99,0131 0 130,426 j

101S026 REHAB. CARRETERA PANAMERICANA( SAN BENITO-YALAGUINA-EL ESPINO) 110,727 110,269 0 220,996
101S028 ESTUDIO Y DISENO CARRETERA TELICA-SAN ISIDRO (PMP-934) _ _2,097 _0 0 2,097
101S030 RECONSTRUCCION CARRETERA CHINANDEGA-EL CONGO-POTOSI _ _ . _
101S034 REHABILITACION DE CARRETERA MASAYA-GRANADA 0 15,268 60,797 76,066
101S036 REHAB. CARRET. TIPIT.-MASAYA-CATARIN-GUANACAST-NANDAI 7 000 0 _ 0 7,000

101S054 RECONSTRUCCION DEL PUENTE LAS MANGAS __ 7,856 0 0 7,856
101S055 RECONSTRUCCION DEL PUENTE EL JICARAL _l 6,280 _O 0 ___6,280
101S056 RECONSTRUCCION DEL PUENTE WASWALI 2,000 0 0 2, 000
101S057 RECONSTRUCCION DEL PUENTE EL ESQ_UIR-N(MATAGALPA-MUY MUY _ 2,100 __ 0 0 2,100
101S061 CONST. PUENTE DEFINITIVO ESTERO REAL (CHINANDEGA-GUASAULE) _ 17,750 ___ 5,396l __ 0 23,146
101 S062 CONST. PUENTE DEFINITIVO HATO GRANDE (CHINANDEGA-GUASAULE) _ 21,238 48,1061 ___ 0 69,343
101S064 CONST. PUENTE DEFINITIVO EL GALLO (CHINANDEGA-GUASAULE) 1 7,000 29,572 _0 46,572
101S066 CONST. PUENTE DEFINITIVO EL GUASAULE (CHINANDEGA-GUASAULE) 21,425 69,930 28,146 _ _119,501
101S073 REHAB. DE CARRETERA MATAGALPA-JINOTEGA ____15,000 3,797 85,751 104,548
IO1S077 PAVIMENTACION CARRETERA GRANADA-TECOLOSTOTE __ 0 15,268 135,273 150,541
101S089 AMPLIACION DE CARRETERA MANAGUA-MASAYA 42,146 15,268 56,212 113,626
101S095 REVISION DE DISENO SANTA RITA-IZAPA(PMP-934) ____,_760, 0 0 ____ 760
101S096 ESTUDIO DE FACT/DISENO CHINAND.-EL CONGO-POTOSI(PMP-934) _ 2,09710 o l 0 2,097
101S097 EST. FACT. LAS PIEDRECITAS-IZAPA Y DISENO FINAL(PMP-934) _ 1,410 0 0 1,410
I01T013 CONST. PUENTE DEFIMTIVO EL GUARUMO (CHINANDEGA-GUASAULE) _ 18,150 13,419 _ 0 31,569
101T014 PROGRAMA DE TRANSPORTE DEPARTAMENTO DE ESTELI 4,712 6,092 10,965 21,769
101T031 REHABILITACION CARRETERA SAN RAFAEL DEL SUR - LAS CONCHITAS 2,5001 0 0l 2,500
101T033 REHABILITACIONCARRETERAWASLALA-PUERTOCABEZAS 11,305 13,818 10,768 35,892

12 EMPRESA NIC. DE ACUEDUCTOS Y ALCANTARILLADOS _ 46,846 | 56,645 93,374 196,865
1021001 PROG.MODER.DELAGESTIONSERVICIOSDEAPYALCANT. 18,274 21,238 57,967 97,478
102S009 MEJORAM. DEL SERVICIO Y SUMINIST. DE AP Y SANEAM. EN NIC. _ 28,572 35,407 35,407 99,387

15 EMPRESA NICARAGUENSE DE ELECTRICIDAD _ 215,316 201,358 173,847 _ 590,522
1031029 REHAB. SIST. DISTRIB. ELECTRICA MANAGUA (FASE III) 41,993 0 0 41,993
1031031 REHAB. SIST. DISTRIB. ELECTRICA MANAGUA (FASE IV) __ 23,654 33,180 ___ 0 56,834
|1032001 REHAB. SISTEMA DE TRANSMISION (PRESIST)NACIONAL l 382 0 _ 0 382
10320021AMPL. Y MEJ.SIST TRANS.I NACIONAL (BID-1017-SF-NI) ___ 6,158 0 __ 0 6,1581
1032004 AMPLIACION Y MEJORAS AL SIST. DE TRANSMISION II 17,148 = 0 ___ 07_ 1 1481
103S005 REHAB. DE LINEAS Y SUBESTACIONES DEL SIN (BID-1017-SF-NI) 21183420_ 74,006, 75,0861 267,5121
103S014 REHAB. SUBESTACION RIVAS _213 25,006 0 25,2191
103S015 1REHAB. SUBESTACION NANDAIME 27,2361 33,2361 60,472
103S016 MODERNIZACION SIST. ELECT. REGION NORTE 6,880 41,931 65,5251 114,336

Ii03S03-4MODERNIZACION DE LA SUB-ESTACION PLANTA NICARAGUA - _ 260 = 0 =00 260
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103S035 CONEX. SUB-ESTAC. TIPITAPA,SANTA BARBARA Y PLANTA NIC. 207 0 0 207
24 INSTITUTO NIC. DE ESTUDIOS TERRITORIALES 2,452 0-- 0 -- ___-2,452

1070019 MONITOREO Y MODELAJE DEL LAGO DE MANAGUA __ 2,452 0 0 2,452
26 EMPRESA PORTUARIA NACIONAL 18,253 0 0 18,253

101S008 REHABILITACION DEL PUERTO DE CORINTO 18,253 _ _ 0 __0 18,253
33 MINISTERIO DE SALUD 24,524 26,756 31,621 82,901

2060016 FORTALECIMIENTO SNIP/ MINSA ____ 600 600 600 1,800
206S015 EQUIPAMIENTO FRANCES DE TRES HOSPITALES DE MANAGUA 4,163 3,142 7,305
206S023 PR RAMADE SOSTENIM.DE EQUIPOS HOSPITALARIOS__ __ __ _6,000 6,233 13,322 25,555
206T060 REPARACIONES MENORES DE CENTROS Y PUESTOS DE SALUD _ 1,800 _ 2,291 0 4,091
206T062 REHABILITACION DE COMPLEJO NACIONAL DE SALUD DRA. CONCEPCION PAL_ 300 2,377 5,411 8,088
206T063 REHABILITACION HOSPITALES DE MANAGUA 7 500 7,791 7,903 23,194
206T064 REHABILITACION HOSPITALES DEPARTAMENTALES _ ____ _ 4,161 4,3 4,385 12,868

62 MINISTERIO DE EDUCACION, CULTURA Y DEPORTES 3,534 2,988 3,333 9,855
210T088 PROGRAMA DE MANTENIMIENTO DE PATRIMONIO HISTORICO NACIONAL 1,034 1,074 1,089 3,197
2270001 CONSTRUCCION PROTECCION INFRAESTRUCTURA TNRD _ _ 2,500 1,914 2,243 6,657

80 COMISION NACIONAL DE ENERGIA __ _ _ 12,360 10,892 6,362 ____29,614

1060011 EVALUACION DEL POTENCIAL EOLICO-ELECTRICO NACIONAL 0 1,792 _ 1,660 3,453
106SOO1 EVALUACION PEQUEN-AS CENTRALES BOACO-CHONTALES Y RAAS _ 3,260 0 0 3,260
236T009 SISTEMAS DE INFORMACI6N ENERGETICA NACIONAL _ 9,100 9,100 4,702 _ 22,901

102 MINISTERIO AGROPECUARIO Y FORESTAL 60,755 66,831 68,245 195,831
3140003 PROG.ERRAD.DEL GUSANO BARRENADOR DEL G. 14,438 0 14,438
314S004 VIGILANCIA EPIDEMIOLOGICA DE LA SALUD ANIMAL __ _ 9,431 0 0 _ 9,431
314S005 FORTALECIMIENTO PROG. NAC. VIGILANCIA FITOSANIT _ 2,691 _ 0 _ 0 2,691
314T004 AMPLIACION Y MEJORAMIENTO DEL CENTRO DE SERVICIOS GENETICO PECUA 0 0 0 0
314T029 PROYECTO DE TECNOLOGIA AGROPECUARIA (FASE I/BM-337 1-NI) 30,729 63,366 63,366 ___ 157,462
314T032 MEJORAMIENTO GESTIONINTEGRADA NUTRICION DE PLANTAS (FASE I) 0 __ 0 1,414 1,414
315S001 TRANF.TECNOL.YPROMO.PROFESI.MANE.BOSQ.NATU.TRANSFORMA __ 3,465 3,465 3465 10,395

105 MINISTERIODE AMBIENTE_Y RECURSOS NATURALES___ _ _ _78,788 _55,714 52,093 186,595
3150005 SIST.INTEGRAL DE AREAS PROTEGIDAS PARA LA PAZ(SI-A-PAZ) ___ 11,871 437 0 12,308,
3150011 IRESERVA DE RECURSOS BOSAWAS _ 15,456j 2,500| 01 17,9561
3150025 FORTALECIMIENTO SNIP/MARENA 600_ _ ___ 600 _ 600 600 1,800
3150029 MANEJO Y CONS. ECOSIST COSTERO, GOLFO DE FONSECA j 4,150 4,617_ 0 8,767
3150046 MANEJO AMB.Y DESARR.SOST.DE LA CUENCA RIO SAN JUAN ___ 8,013 10,732 11,515 __ 30,260
3150049 REFORMA DE POLITICAS DE RECURSOS NATURALES - PROTIERRA 8,557 10,000 10,000 28,557
315S011 MANEJO DE RECURSOS NATURALES EN AREAS PROTEGIDAS 16,070 15,980 17,546 | 49,596

0315TO06 CORREDOR BIOLOGICO MESOAMERICANO _ _____ =_ |f 11,320 10,788 12,433 34,541
3342007 CONSERV.YDES.FOR.SOST.NORTE.DELSI-A-PAZ/(PROCODEFOR) _ 2,750 60 0 2,810

!___-_- _-_-__ __ _ _____ _ _ .t.r . l__8
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109 MINISTERIO DE FOMENTO, INDUSTRIA Y COMERCIO _0_ 13,813 ___ 7,079 _ 5,687 _ _ 26,579
3170006 LABORATORIO DE TECNOLOGIA DE ALIMENTOS (LABAL) 1,656 2,356 4,310 8,321
317S001 APOYO INSTITUCIONAL AL CEI 6,893 4,223 877 11,993
317T001 DESARROLLO1I_NTEGRAL PESCA ARTESANAL EN LA RAAS (DIPAL II ) 5,265 500 500 __ 6,265

117 INSTITUTO DE DESARROLLO RURAL _ __ ____ 40,300 0 _ 0 __ 40,300
334T009 PISTA SUBURBANA MANAGUA (IDR) 40,300 0 _ 40,300

126 INST. NIC. DE ESTADISTICAS Y CENSOS - 82,238 5,985 0 88,223
3370002 III CENSO NACIONALAGROPECUARIO _____0__ 66,492 5,985 0 _ 72,477

337S001 ENCUESTAS DE MEDICION DE NIVELES DE VIDA (INEC/FISE) 15,746 0 0 15,746
129 MINISTERIO DE GOBERNACION 27,825 25,022 24,783 = _ 77,630

4200001 REHAB ._SISTEMA PENITENCIARIO TIPITAPA _ ___________5,641 7,671 5,186 ____ 18,497
4200002 CONSTRUCCION SISTEMA PENITENCIARIO DE ESTELI _39 _ 4,618 6,842 11,499
4200029 REHAB. Y AMPLI. CENTRO PENITENCIARIO MATAGALPA DGSPN. 2,746 2,046 2,880 7,673
4200037 REHABILITACION DPTO. DE BOMBEROS EN MANAGUA 2,000 3,731 0_ 0 ____ 5,731
4201001 REHABILITACION POLICIA NACIONAL SAN CARLOS 2,158 0 0 2,158

4201002 CONSTRUCION POLICIA NACIONAL JINOTEPE _ 3,194 - 0 _ 0 3,194

420T017 CONSTRUC.OFICINAS DE MIGRACION Y EXTRANJERIA EN EL GUASAULE-SOM9 2 2,380 3,428 _5,810

.4%01-I4 r'I § L!~~Cg ~NA1 _~ NV EXTRANJERIA EN LAS MANOS-DIPILTC 0 2,763 0 ___2,763

~~ v ~.x -~ ,~~ ~ ~ ~ gp.~~ (~'~Ar 6 0 2,422 2,428
A~~~~~~~~~~~~~~~N /$+ %i(!u -,998A,u ,^ 'V X A - 4w A rN N ;ANI ('AdJ()_ ( )NAl 14 _ 1,293 1,308

420T023 CONSTRUC.OFICINAS MIGRACION Y EXTRANJERIA EN POTOSI-EL VIEJO 8 0 1,358 1,366

420T025 CONSTRUCCION DEPARTAMENTO DE BOMBEROS DE TIPITAPA 18 1,813 1,374 3,205

420T028 NUEVO COMPLEJO DE SEGURIDAD PERSONAL DE LA POLICIA NACIONAL 12,000 0 0 12,000

136 GOBIERNO RAAN ____ _ 8,470 7,396 269 16,136
4230010 FORTALECIMIENTO UNIDAD EJECUTORA RAAN ___ 250 266 269 785
423T027 . 4,500 1,594 0 6,094
423T028 CONSTRUCCION EDIFICIO CONSEJO REGIONAL ATLANTICO NORTE 3,210 5,537 0 8,747
423T037 REHABILITACION DEL ESTADIO MUNICIPAL DE SIUNA. __ __ __ 250 _ °O 250
423T038 REHABILITACION DEL ESTADIO MUNICIPAL DE WASPAM. 260 0 0 ___ 260

138 GOBIERNO RAAS 11,349 266 269 _ 11,884
424T012 CONSTRUCCION DE CALLES EN BLUEFIELDS 11,099 0 ___ 0 __ 1 1,099
424T020 FORTALECIMIENTO UNIDAD EJECUTORA RAAS 250 266 269 785

186 SECRETARiA TECNICA DE LA PRESIDENCIA __ 3,810 0 0 3,810
436T003 FONDO SOCIAL SUPLEMENTARIO/SETEC 3,810 0 0 _3,810
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Statistical Annex A
Annex Table A.1: Nicaragua --Fiscal Balance of the Central Government; Executed Espenditures

(Millions of Cordobas)

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
I. Ingresos Totales 1,446.8 1,893.1 2,221.9 2,529.7 3,136.5 3,654.2 4,659.6 6,008.0 6,796.1 7,441.9

Inaresos Corrientes 1,432.1 1,880.5 2,163.2 2,498.4 3,068.4 3,612.1 4,635.0 5,886.7 6,731.0 7,438.4

Ingresos Tributaros 0.0 0.0 0.0 0.0 0.0 0.0 0.0 5,408.0 6,144.7 6,801.4
Impuestos Directos 0.0 0.0 0.0 0.0 0.0 0.0 0.0 809.1 973.6 1,169.7

Impuestos Indirectos 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4,598.9 5,171.1 5,631.7

Impuesto General al Valor 0.0 0.0 0.0 0.0 0.0 0.0 0.0 928.7 1,182.9 1,404.6

Sobre Determinado Consumo de Bienes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 2,022.6 1,892.2 1,935.0

A la Importacion de Bienes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,513.9 1,911.1 2,013.3

AlasTransaccionesyActosJurdicos 0.0 0.0 0.0 0.0 0.0 0.0 0.0 16.9 13.0 11.1

35% a los B. y Serv. De Proc. Hondureno/Colo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4.6 71.7
Impuesto Especifico al Consumo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 116.8 167.2 196.0

Ingresos No Tributarios 0.0 0.0 0.0 0.0 0.0 0.0 0.0 245.7 248.7 273.1

Ingresos con Destino Especifico 0.0 0.0 0.0 0.0 0.0 0.0 0.0 233.0 337.6 363.8

Inaresos de Capital 14.7 12.6 58.7 31.3 68.1 42.1 24.6 121.2 65.1 3.5

Transferencias Corrientes 0.0 0.0 0.0 31.3 68.1 42.1 24.6 121.2 65.1 3.5

lI. Gastos Totales 1,999.3 2,511.7 3,045.8 3,699.8 4,169.5 4,874.1 5,701.4 6,727.4 10,113.5 11,621.0

Gastos Corrientes 1,738.9 1,897.0 2,282.9 2,597.2 2,654.8 3,203.5 3,815.6 4,679.7 5,391.8 6,519.9

Gastos de Consumo 1,168.1 1,308.8 1,423.0 1,420.0 1,351.0 1,922.3 1,944.5 2,650.5 3,248.2 3,364.0

Remuneraciones 434.4 673.7 818.8 834.2 863.7 1,031.7 1,208.6 1,669.6 2,008.0 1,854.5

Bienes y Servicios 733.7 635.1 604.2 585.9 487.3 890.6 735.8 980.9 1,240.2 1,509.6

Intereses de Deuda 81.1 200.2 426.7 630.1 573.1 485.5 904.5 991.1 859.4 1,344.9

Internos 0.6 0.5 0.0 42.0 26.9 48.8 95.0 306.1 319.4 318.4

Externos 80.5 199.7 426.7 588.1 546.2 436.7 809.5 684.9 540.0 1,026.6

Transferencias Corrientes 489.7 388.1 433.2 547.1 730.7 795.6 966.6 1,038.2 1,284.2 1,810.9

Al Sector Prvado 313.4 151.7 167.8 191.3 315.6 403.6 466.5 509.2 572.0 760.4

Al Sector Publico 169.7 229.1 254.3 346.2 409.4 376.6 463.0 489.5 662.7 996.1

Al Sector Externo 6.6 7.2 11.1 9.6 5.8 15.4 37.1 39.5 49.5 54.4

Gastos de Capital 260.4 614.7 762.8 1,102.6 1,514.6 1,670.7 1,885.9 2,047.6 4,721.7 5,101.1

Inversion Real Directa 155.9 310.5 275.2 577.5 720.6 911.0 983.7 1,216.6 2,287.6 3,002.2

Transferencias de Capital 36.9 259.1 450.4 461.2 726.1 695.3 902.2 831.0 2,176.9 2,081.8

Inversion Financiera 67.6 45.1 37.3 63.9 67.9 64.3 0.0 0.0 257.2 17.0

III. Deficit Presupuestaria Global (I - II) (552.5) (618.6) (823.9) (1,170.1) (1,033.0) (1,219.9) (1,041.8) (719.4) (3,317.4) (4,179.1)

IV. Necesidad de Financiamiento Neto 552.5 618.6 823.9 1,170.1 1,033.0 1,219.9 1,041.8 719.4 3,317.4 4,179.1

Donaciones Externas 860.9 399.4 806.2 601.0 1,190.8 1,149.1 821.7 675.0 1,934.9 1,662.1

Financiamiento Neto Externo 37.5 870.3 3.4 789.7 (31.9) 851.7 265.2 556.9 2,400.7 2,138.3

Desembolsos 164.5 1,089.0 332.7 1,274.8 566.5 1,468.2 1,014.6 1,216.6 2,976.4 3,019.3

Amortizacion (127.0) (218.7) (329.3) (485.1) (598.4) (616.5) (749.4) (659.7) (575.7) (881.0)

Financiamiento Neto Interno (346.0) (651.1) 14.3 (220.6) (125.9) (780.9) (45.1) (512.5) (1,018.2) 378.7

Prestamos 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (253.7) (565.2) (86.6)

Banco Central de Nicaragua 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Amortizacion Interna /BCN (7.8) (7.8) (43.7) (61.7) (49.7) (75.7) (74.7) (253.7) (565.2) (86.6)

Memo: Gasto Total menos Servicio de Deuda 1,918.2 2,311.6 2,619.0 3,069.7 3,596.4 4,388.6 4,797.0 5,736.3 9,254.2 10,276.0

Source: Ministerio de Hacienda y Credito Publico



Statistical Annex A
Annex Table A.2: Nicaragua -- Fiscal Balance of the Central Government; Budgeted

(Millions of Cordobas)

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
I. Ingresos Totales 347.0 1,887.2 2,458.5 2,538.2 2,677.8 3,304.7 4,701.2 5,814.3 6,512.3 7,490.5 8,507.6
Ingresos Corrientes 347.0 1,838.7 2,441.3 2,495.8 2,636.8 3,284.7 4,640.6 5,717.0 6,500.0 7,462.4 8,487.7

Ingresos Tributarios 274.5 1,805.3 2,270.2 2,383.2 2,547.2 3,174.2 4,473.8 5,292.2 5,972.9 6,893.2 7,813.3
Impuestos Directos 69.0 346.8 324.5 279.4 341.5 437.4 626.3 742.7 966.0 1,083.8 1,429.6
Impuestos Indirectos 205.6 1,458.5 1,945.6 2,103.8 2,205.7 2,736.9 3,847.5 4,549.5 5,006.9 5,809.4 6,383.7
Impuesto General al Valor 35.9 253.2 348.5 432.9 412.9 550.0 606.6 946.1 1,111.9 3,572.4 1,462.6
Sobre Determinado Consumo de Bienes 104.2 680.7 993.2 1,026.8 1,032.6 1,225.6 1,847.2 2,182.5 2,184.9 0.0 1.8
A la Importacion de Bienes 50.7 442.3 430.2 492.4 571.8 732.3 1,128.7 1,238.7 1,560.1 2,237.0 2,661.4
AlasTransaccionesyActosJuridicos 14.7 82.2 173.7 151.6 170.8 212.8 166.0 11.6 21.3 0.0 14.3
35% a los B. y Serv. De Proc. Hondureno/CoIc 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 88.7
Impuesto Especifico al Consumo 0.0 0.0 0.0 0.0 17.7 16.1 98.9 170.5 128.6 0.0 2,154.9

Ingresos No Tributarios 23.1 30.9 165.9 111.4 88.2 108.7 164.7 169.9 253.8 339.9 272.6
Ingresos con Destino Especifico 0.2 2.5 5.2 1.3 1.5 1.8 2.1 254.9 273.3 229.4 401.8

Ingresos de Caoital 0.0 3.7 17.1 42.4 41.0 20.0 60.6 97.2 12.4 28.1 19.9
Transferencias Corrientes 49.1 44.8 0.0 42.4 41.0 20.0 60.6 97.2 12.4 28.1 19.9
II. Gastos Totales 494.9 2,428.1 2,535.2 2,790.4 2,940.8 4,685.2 5,551.3 6,587.2 9,394.5 10,434.2 14,276.1
Gastos Corrientes 457.6 1,774.0 2,050.3 2,211.1 2,243.1 2,929.8 3,716.7 4,533.7 5,655.1 5,845.8 8,218.0

Gastos de Consumo 366.3 1,316.1 1,441.4 1,479.6 1,348.5 1,805.3 1,706.7 2,569.6 3,415.1 3,435.3 4,447.8
Remuneraciones 132.5 647.6 860.2 821.9 871.3 1,078.5 1,122.0 1,563.3 1,936.8 2,069.0 2,698.7
Bienes y Servicios 233.8 668.5 581.3 657.7 477.1 726.8 584.6 1,006.2 1,478.3 1,366.3 1,749.0

Intereses de Deuda 0.0 104.0 173.1 238.9 256.1 607.9 1,191.3 927.6 994.2 925.7 1,786.2
Internos 0.0 0.0 0.0 0.0 6.1 31.3 83.6 238.2 431.9 304.2 451.8
Extemos 0.0 104.0 0.0 238.9 250.0 576.7 1,107.7 689.4 562.3 621.5 1,334.4

Transferencias Corrientes 91.3 353.9 435.8 492.6 638.5 516.6 818.8 1,036.5 1,245.9 1,484.8 1,984.1
Al Sector Privado 0.0 234.6 158.5 160.9 206.7 93.0 0.0 0.0 527.8 666.7 795.2
Al Sector Publico 0.0 108.7 261.7 320.6 423.8 412.4 0.0 0.0 666.9 755.8 1,114.5
Al SectorExtemo 0.0 10.6 15.5 11.1 8.1 11.2 0.0 0.0 51.2 62.3 74.4

Gastos de Capital 37.3 654.1 484.9 579.3 697.7 1,755.4 1,834.6 2,053.6 3,739.3 4,588.4 6,058.1
Inversion Real Directa 37.2 540.3 289.4 403.2 502.6 868.0 1,059.0 1,098.9 2,400.5 2,611.1 3,027.0
TransferenciasdeCapital 0.0 113.6 195.6 176.0 195.1 760.4 820.5 819.5 1,338.8 1,944.8 3,006.8
Inversion Financiera 0.1 0.1 0.0 0.0 0.0 127.0 (44.9) 135.2 0.0 32.5 24.3

III. Deficit Presupuestaria Global (I -II) (147.9) (540.9) (76.7) (252.2) (262.9) (1,380.4) (850.1) (773.0) (2,882.1) (2,943.7) (5,768.5)
IV. Necesidad de Financiamiento Neto 147.9 540.9 76.7 252.2 262.9 1,380.4 850.1 773.0 2,882.1 2,943.7 5,768.5
Donaciones Externas 79.0 493.4 142.4 125.8 119.9 701.0 1,136.0 986.0 1,355.2 1,337.2 2,064.2
Financiamiento Neto Externo 12.0 (51.7) (32.5) 126.4 143.0 679.4 549.0 1,768.8 2,194.8 1,863.1 2,094.4

Desembolsos 12.0 109.5 56.7 126.4 143.0 1,371.4 1,605.5 2,434.8 2,908.3 2,490.2 3,181.6
Amortizacion 0.0 (161.2) (89.2) 0.0 0.0 (692.0) (1,056.5) (666.1) (713.5) (627.2) (1,087.2)

Financiamiento Neto Interno 56.9 99.3 (33.2) 0.0 0.0 0.0 (834.9) (1,981.8) (667.9) (256.6) 1,609.8
Prestamos 0.0 0.0 0.0 0.0 0.0 0.0 243.9 (51.7) (20.7) (31.4) 0.0
Banco Central de Nicaragua 56.9 0.0 0.0 0.0 0.0 0.0 (910.3) (1,930.1) (647.2) (225.2) 0.0
Amortizacion interna /BCN 0.0 0.4 (33.2) 0.0 0.0 0.0 (168.6) (51.7) (20.7) (31.4) 0.0

Memo: Gasto Total menos S d 4-4.O u.2A4.A 2,362.1 A1. 2454w- 7 fl A77 A 2l%An n c Q S5 R A dAA - a ri i2 489.9

Source: Ministerio de Hacienda y Credito Publico



Statistical Annex B
Annex Table B.2: Nicaragua -- Central Government Budget and Expenditure by Sector, 1992

(Millions of Cordobas)

| PRESUPUESTADO T EJECUTADO
Corriente Capital Total Corriente Capital Total

SERVICIOS SOCIALES 711.76 93.10 804.86 844.19 79.73 923.93
Educaci6n 319.54 31.70 351.25 426.76 32.90 459.66
Ministerio de Educaci6n, Cultura y Deporte 298.31 6.70 305.02 286.77 15.94 302.71

MECD Gastos Propios 280.56 0.18 280.74 265.98 8.56 274.54
Instituto Nicaraguense de Cultura 6.57 1.48 8.05 6.85 1.40 8.24
Teatro Nacional Ruben Dario 0.00 0.00 0.00 0.00 0.00 0.00
Instituto de Juventud y Deportes 11.18 5.05 16.23 13.94 5.99 19.93
UniversidadesyCentrosde Educaci6n Superior 0.00 0.00 0.00 116.66 9.59 126.25

gastos propios - Universidades 0.00 0.00 0.00 108.22 9.59 117.80
becas y ayudas - Universidades 0.00 0.00 0.00 8.44 0.00 8.44

INATEC 21.23 25.00 46.23 20.81 7.36 28.17
INAP 0.00 0.00 0.00 2.53 0.00 2.53
Instituto Tecnologico Nacional [INTECNA] 0.00 0.00 0.00 0.00 0.00 0.00

Salud 371.46 50.36 421.82 364.91 18.08 382.99
Ministerio de Salud 371.46 50.36 421.82 364.91 18.08 382.99
Vivienda 0.00 0.00 0.00 1.37 0.00 1.37

INVUR / Banco de la Vivienda de Nicaragua 0.00 0.00 0.00 1.37 0.00 1.37
Otros 17.16 11.04 28.20 49.68 28.76 78.43

MAS / Secretaria de Acci6n Social 0.00 0.00 0.00 0.00 0.00 0.0
Ministerio del Trabajo (sin INATEC) 10.69 3.03 13.72 10.93 0.41 11.34
Ministerio de la Familia 0.49 0.10 0.59 0.77 0.28 1.05

Gastos Propios - MIFAMILIA 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nicaragoense de la Mujer 0.49 0.10 0.59 0.77 0.28 1.05
Fondo Nic. de la Ninez - FONIF 0.00 0.00 0.00 0.00 0.00 0.00
FISE 0.00 0.00 0.00 0.00 0.00 0.00
Fondo Social de Emergencia [FSE] 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nacional de Seguridad Social [INSS] 0.00 0.00 0.00 31.59 0.00 31.59

Instituto Nicaraguense de Fomento Municipal 5.98 7.92 13.90 6.39 8.33 14.72
Alcaldias Municipales 0.00 0.00 0.00 0.00 0.00 0.00
ENACAL 0.00 0.00 0.00 0.00 19.73 19.73

Otros 3.60 0.00 3.60 1.47 0.00 1.47
Cruz Roja 0.00 0.00 0.00 0.00 0.00 0.00
Instituto de Atenci6n a las Victimas de Guerra 0.00 0.00 0.00 0.00 0.00 0.00
Consejo Nacional de Lucha Contra las Drogas 0.00 0.00 0.00 0.00 0.00 0.00
Procuraduria de Derechos Humanos 0.00 0.00 0.00 0.00 0.00 0.00
Comision Nac. Apoyo al Combatiente 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nic. de Repatriaci6n 0.00 0.00 0.00 0.00 0.00 0.00
Apoyo a los Discapacitados 3.60 0.00 3.60 1.47 0.00 1.47
Instituciones Beneficas 0.00 0.00 0.00 0.00 0.00 0.00

INFRAESTRUCTURAYPRODUCCION 117.311 417.701 535.011 105.841 341.341 447.18
Actividades Primarias 38.37 133.84 172.21 41.84 82.29 124.13
Ministerio Agropecuario y Forestal 30.34 77.63 107.97 32.97 39.34 72.31

Instituto Nicaraguense de Tecnologia Agropecuaria ( 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nicaraguense de Reforma Agraria 7.72 21.97 29.69 8.48 6.87 15.35
Gastos Propios MAG 22.63 55.66 78.29 24.48 32.47 56.96

Ministerio de Ambiente y Recursos Naturales 8.03 56.21 64.24 8.87 42.95 51.82
IDR (PNDR) 0.00 0.00 0.00 0.00 0.00 0.00
CONAGRO 0.00 0.00 0.00 0.00 0.00 0.00

Industria y Comercio 14.48 18.61 33.09 16.93 31.55 48.48
Ministerio de Fomento, Industria y Comerdo 12.17 11.95 24.12 14.55 28.74 43.29

Instituto Nacional de Estadisticas y Censos 2.31 6.66 8.97 2.38 2.81 5.18
Certificado de Beneficio Tributario / Reintegro % 0.00 0.00 0.00 0.00 0.00 0.00



Statistical Annex B
Annex Table B.2: Nicaragua - Central Government Budget and Expenditure by Sector, 1992

(Millions of Cordobas)

| PRESUPUESTADO EJECUTADO
Corriente Capital Total Corriente I Capital Total

Construcci6n y Transporte 64.45 265.25 329.70 47.07 154.88 201.95
Ministerio de Transporte e lnfraestructura 64.45 265.25 329.70 47.07 154.88 201.95

Instituto Nicaraguense de Estudios Territoriales 0.00 0.00 0.00 0.00 0.00 0.00
ENAP 0.00 0.00 0.00 0.00 0.00 0.00

Otros 0.00 0.00 0.00 0.00 72.63 72.63
Correos de Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
ENEL 0.00 0.00 0.00 0.00 0.00 0.00
INE 0.00 0.00 0.00 0.00 72.63 72.63
Comisi6n Nacional de Energia 0.00 0.00 0.00 0.00 0.00 0.00

DEFENSA Y SEGURIDAD 369.35 21.12 390.47 388.86 120.37 509.22
Ministerio de Defensa 204.89 8.90 213.79 227.21 8.90 236.11
Ministerio de Gobernacion 164.46 12.22 176.68 161.65 111.47 273.11
SERVICIOS GENERALES 269.82 37.63 307.45 396.47 19.93 416.40
Poderes del Estado 131.32 23.51 154.83 138.87 11.77 150.64
Asamblea Nacional 32.95 2.31 35.26 33.54 0.54 34.08
Corte Suprema de Justicia 35.37 5.50 40.86 33.57 5.59 39.16
Presidencia de la RepOblica (sin SAS ni FSE) 49.75 15.63 65.38 58.85 5.24 64.09
Consejo Supremo Electoral 13.26 0.08 13.34 12.91 0.40 13.31
Otros 138.50 14.11 152.61 257.59 8.17 265.76
Contraloria General de la Republica 6.36 0.41 6.78 6.36 0.56 6.92
Ministerio de Relaciones Exteriores 76.25 0.00 76.25 77.42 0.01 77.43
Ministerio de Hacienda y Credito Publico 42.50 13.16 55.66 55.69 6.37 62.06
Procuraduria General de Justicia 6.14 0.00 6.14 7.11 0.68 7.80

Direcci6n de Infonmaci6n y Prensa 4.41 0.33 4.74 3.47 0.36 3.83
Consejos y Gobiernos Reg. Aut6nomos Atlantico Noi 2.84 0.20 3.04 9.82 0.18 10.00
Aporte Parlamentario C.A. 0.00 0.00 0.00 0.00 0.00 0.00
CONADES 0.00 0.00 0.00 0.00 0.00 0.00
Concesi6n de Prestamos 0.00 0.00 0.00 42.34 0.00 42.34
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 24.40 0.00 24.40
Radio Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
Comisiones pro Transacciones Bancarias 0.00 0.00 0.00 0.00 0.00 0.00
Cuota a Organismos Internacionales y PNUD 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Movilidad Laboral / Plan de Reconversi6n La 0.00 0.00 0.00 31.00 0.00 31.00

OTROS 201.76 84.44 286.20 14.83 0.00 14.831
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 0.00
Imprevistos 8.90 0.00 8.90 0.00 0.00 0.00
Transf. a Empresas I Partidas no Asig. sin descripcid 0.00 0.00 0.00 10.70 0.00 10.70
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00
Subsidios y Aportes 192.86 84.44 277.30 4.13 0.00 4.13

TOTAL GASTOS 3,534.76 2,371.54 5,906.30 2,812.70 1,969.27 4,781.97

Source: Ministerio de Hacienda y Credito POblico



Statistical Annex B
Annex Table B.3: Nicaragua -- Central Government Budget and Expenditure by Sector, 1993

(Millions of Cordobas)

| PRESUPUESTADO | EJECUTADO
Corriente T Capital | Total ICorriente | _Capital I Total

SERVICIOS SOCIALES 998.68 164.59 1163.27 1012.19 189.25 1201.44
Educaci6n 529.66 17.00 546.65 503.60 24.44 528.04
Ministerio de Educaci6n, Cultura y Deporte 506.18 11.44 517.62 318.31 18.93 337.24

MECD Gastos Propios 482.49 1.67 484.16 294.13 4.25 298.38
Instituto Nicaraguense de Cultura 9.69 2.95 12.63 9.14 7.56 16.70
Teatro Nacionel Ruben Dario 0.00 0.00 0.00 0.00 0.00 0.00
InstitutodeJuventudyDeportes 14.00 6.82 20.83 15.04 7.11 22.15
Universidades y Centros de Educaci6n Superior 0.00 0.00 0.00 158.78 0.00 158.78

gastos propios - Universidades 0.00 0.00 0.00 152.11 0.00 152.11
becas y ayudas - Universidades 0.00 0.00 0.00 6.67 0.00 6.67

INATEC 23.48 5.56 29.04 22.16 5.51 27.67
INAP 0.00 0.00 0.00 4.35 0.00 4.35
Instituto Tecnol6gico Nacional [INTECNA] 0.00 0.00 0.00 0.00 0.00 0.00

Salud 426.59 54.94 481.53 415.04 21.35 436.40
Ministerio de Salud 426.59 54.94 481.53 415.04 21.35 436.40
Vivienda 0.00 0.00 0.00 36.42 0.00 36.42

INVUR / Banco de la Vivienda de Nicaragua 0.00 0.00 0.00 36.42 0.00 36.42
Otros 42.43 92.66 135.09 56.64 143.46 200.10

MAS / Secretaria de Acci6n Social 23.69 83.14 106.82 22.67 120.29 142.96
Ministerio del Trabajo (sin INATEC) 11.73 0.00 11.73 11.63 0.01 11.64
Ministerio de la Familia 0.00 0.00 0.00 0.00 0.00 0.00

Gastos Propios - MIFAMILIA 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nicaraguense de la Mujer 0.00 0.00 0.00 0.00 0.00 0.00
Fondo Nic. de la Ninez - FONIF 0.00 0.00 0.00 0.00 0.00 0.00
FISE 0.00 0.00 0.00 0.00 0.00 0.00
Fondo Social de Emergencia [FSE] 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nacional de Seguridad Social [INSS] 0.00 0.00 0.00 15.69 0.00 15.69

Instituto Nicaraguense de Fomento Municipal 7.02 9.52 16.54 6.65 11.65 18.31
Alcaldias Municipales 0.00 0.00 0.00 0.00 0.00 0.00
ENACAL 0.00 0.00 0.00 0.00 11.50 11.50

Otros 0.00 0.00 0.00 0.49 0.00 0.49
Cruz Roja 0.00 0.00 0.00 0.49 0.00 0.49
Instituto de Atenci6n a las Victimas de Guerra 0.00 0.00 0.00 0.00 0.00 0.00
Consejo Nacional de Lucha Contra las Drogas 0.00 0.00 0.00 0.00 0.00 0.00
Procuraduria de Derechos Humanos 0.00 0.00 0.00 0.00 0.00 0.00
Comision Nac. Apoyo al Combatiente 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nic. de Repatriaci6n 0.00 0.00 0.00 0.00 0.00 0.00
Apoyo a los Discapacitados 0.00 0.00 0.00 0.00 0.00 0.00
Instituciones Beneficas 0.00 0.00 0.00 0.00 0.00 0.00

INFRAESTRUCTURAYPRODUCCION 139.451 290.791 430.251 167.151 414.711 581.86
Actividades Primarias 64.61 132.21 196.82 73.11 202.16 275.27
Ministerio Agropecuario y Forestal 48.00 29.01 77.01 58.02 123.94 181.95

lnstituto Nicaraguense de Tecnologia Agropecuaria ( 0.00 0.00 0.00 0.00 0.00 0.OO
Instituto Nicaragoensede Reforma Agraria 10.66 8.39 19.05 9.88 23.44 33.33

Gastos Propios MAG 37.34 20.62 57.96 48.13 100.50 148 63
Ministerio de Ambiente y Recursos Naturales 16.61 103.20 119.81 15.09 78.22 93.31

IDR (PNDR) 0.00 0.00 0.00 0.00 0.00 0 00
CONAGRO 0.00 0.00 0.00 0.00 0.00 0.00

Industria y Comercio 22.05 28.49 50.54 34.12 42.78 76.90
Ministerio de Fomento, Industria y Comercio 22.05 28.49 50.54 34.12 42.78 76.90

Instituto Nacional de Estadisticas y Censos 0.00 0.00 0.00 0.00 0.00 0.00
Certificado de Beneficio Tributario / Reintegro % 0.00 0.00 0.00 0.00 0.00 0.00



Statistical Annex B
Annex Table B.3: Nicaragua -- Central Government Budget and Expenditure by Sector, 1993

(Millions of Cordobas)

| PRESUPUESTADO |~~ EJECUTADO
Corriente Capital Total Corriente Capital Total

Construcci6n y Transports 52.80 130.09 182.89 59.92 169.77 229.69
Ministerio de Transporte e Infraestructura 52.80 130.09 182.89 59.92 169.77 229.69

Instituto Nicaraguense de Estudios Territoriates 0.00 0.00 0.00 0.00 0.00 0.00
ENAP 0.00 0.00 0.00 0.00 0.00 0.00

Otros 0.00 0.00 0.00 0.00 0.00 0.00
Correos de Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
ENEL 0.00 0.00 0.00 0.00 0.00 0.00
INE 0.00 0.00 0.00 0.00 0.00 0.00
Comisi6n Nacional de Energia 0.00 0.00 0.00 0.00 0.00 0.00

DEFENSA Y SEGURIDAD 394.35 23.16 417.51 395.07 40.46 435.53
Ministerio de Defensa 215.38 3.62 219.00 221.86 3.92 225.78
Ministerio de Gobemaci6n 178.97 19.54 198.51 173.21 36.55 209.76
SERVICIOS GENERALES | 338.47 6.39 344.86 349.77 50.45 400.22
Poderes del Estado 149.66 2.27 151.92 151.01 3.31 154.32
Asamblea Nacional 35.26 0.00 35.26 35.63 0.18 35.81
Corte Suprema de Justida 42.37 2.00 44.37 41.55 2.38 43.93
Presidencia de la Republica (sin SAS ni FSE) 47.96 0.00 47.96 49.94 0.44 50.38
Consejo Supremo Electoral 24.06 0.27 24.33 23.89 0.31 24.20
Otros 188.81 4.12 192.93 198.76 47.14 245.90
Contraloria General de la Republica 9.00 0.00 9.00 8.84 0.13 8.96
Ministerio de Relaciones Exteriores 93.48 0.00 93.48 96.13 0.00 96.13
Ministero de Hacienda y Credito Publico 68.54 1.45 69.99 77.16 44.30 121.46
Procuraduria General de Justica 9.26 0.00 9.26 8.42 0.08 8.50

Direcci6n de Informaci6n y Prensa 0.00 0.00 0.00 0.00 0.00 0.00
Consejos y Gobiernos Reg. Aut6nomos Atlintico Nol 8.53 2.68 11.20 8.22 2.63 10.84
Aporte Parlamentario C.A. 0.00 0.00 0.00 0.00 0.00 0.00
CONADES 0.00 0.00 0.00 0.00 0.00 0.00
Concesi6n de Pr6stamos 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 0.00
Radio Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
Comisiones pro Transacciones Bancarias 0.00 0.00 0.00 0.00 0.00 0.D00
Cuota a Organismos Internacionales y PNUD 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Movilidad Laboral / Plan de Reconversi6n La 0.00 0.00 0.00 0.00 0.00 0.00

OTROS 6.25 0.00 6.25 0.00 0.00 0.00
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 0.00
Imprevistos 6.25 0.00 6.25 0.00 0.00 0.00
Transf. a Empresas / Partidas no Asig. sin descripcid 0.00 0.00 0.00 0.00 0.00 0.00
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00
Subsidios y Aportes 0.00 0.00 0.00 0.00 0.00 0.00

TOTAL GASTOS 3,741.96 2,202.48 5,944.44 2,986.70 2,102.77 5,089.47

Source: Ministerio de Hacienda y Credito Publico



Statistical Annex B
Annex Table B.4: Nicaragua - Central Government Budget and Expenditure by Sector, 1994

(Millions of Cordobas)

| PRESUPUESTADO | EJECUTADO
Corriente Capital Total Corriente I Capital Total

SERVICIOS SOCIALES 1051.83 174.11 1225.94 1044.07 419.26 1463.33
Educaci6n 545.01 28.24 573.25 541.95 131.53 673.48
Ministerio de Educaci6n, Cultura y Deporte 530.01 22.56 552.57 342.07 123.72 465.79

MECD Gastos Propios 502.62 13.54 516.16 314.21 101.84 416.05
Instituto Nicaraguense de Cultura 16.72 1.75 18.47 15.05 8.37 23.42
Teatro Nacional Ruben Dario 0.00 0.00 0.00 0.00 0.00 0.00
Instituto de Juventud y Deportes 10.67 7.27 17.94 12.81 13.52 26.33
Universidades y Centros de Educaci6n Superior 0.00 0.00 0.00 174.92 0.00 174.92

gastos propios - Universidades 0.00 0.00 0.00 167.62 0.00 167.62
becas y ayudas - Universidades 0.00 0.00 0.00 7.30 0.00 7.30

INATEC 15.00 5.68 20.68 21.02 7.81 28.82
INAP 0.00 0.00 0.00 3.94 0.00 3.94
Instituto Tecnol6gico Nacional [INTECNA] 0.00 0.00 0.00 0.00 0.00 0.00

Salud 460.74 79.05 539.79 455.49 120.35 575.84
Ministerio de Salud 460.74 79.05 539.79 455.49 120.35 575.84
Vivienda 0.00 0.00 0.00 0.00 0.00 0.00

INVUR I Banco de la Vivienda de Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
Otros 46.08 66.82 112.90 46.63 167.39 214.02

MAS / Secretaria de Acci6n Social 24.66 39.30 63.96 26.05 117.49 143.54
Ministeio del Trabajo (sin INATEC) 11.70 0.57 12.27 11.32 0.57 11.89
Ministerio de la Familia 0.00 0.00 0.00 0.00 0.00 0.00

Gastos Propios - MIFAMILIA 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nicaraguense de la Mujer 0.00 0.00 0.00 0.00 0.00 0.00
Fondo Nic. de la Niniez - FONIF 0.00 0.00 0.00 0.00 0.00 0.00
FISE 0.00 0.00 0.00 0.00 0.00 0.00
Fondo Social de Emergencia [FSE] 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nacional de Seguridad Social [INSS] 0.00 0.00 0.00 0.00 0.00 0.00

Instituto Nicaraguense de Fomento Municipal 9.72 26.95 36.67 9.25 49.33 58.58
Alcaldias Municipales 0.00 0.00 0.00 0.00 0.00 0.00
ENACAL 0.00 0.00 0.00 0.00 0.00 0.00

Otros 0.00 0.00 0.00 0.00 0.00 0.00
Cruz Roja 0.00 0.00 0.00 0.00 0.00 0.00
Instituto de Atenci6n a las Victimas de Guerra 0.00 0.00 0.00 0.00 0.00 0.00
Consejo Nacional de Lucha Contra las Drogas 0.00 0.00 0.00 0.00 0.00 0.00
Procuraduria de Derechos Humanos 0.00 0.00 0.00 0.00 0.00 0.00
Comision Nac. Apoyo al Combatiente 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nic. de Repatriaci6n 0.00 0.00 0.00 0.00 0.00 0.00
Apoyo a los Discapacitados 0.00 0.00 0.00 0.00 0.00 0.00
Instituciones Beneficas 0.00 0.00 0.00 0.00 0.00 0.00

INFRAESTRUCTURAY PRODUCCION 138.611 330.481 469.09j 142.911 460.711 603.62
Actividades Primarias 63.04 116.63 179.67 65.72 164.72 230.43
Ministerio Agropecuario y Forestal 49.60 21.85 71.44 50.80 77.45 128.25

Instituto Nicaragoense de Tecnologia Agropecuaria( 11.12 0.00 11.12 0.00 0.00 0.00
Instituto Nicaraguense de Reforma Agraria 0.00 5.58 5.58 9.64 42.41 52.04

Gastos Propios MAG 38.48 16.27 54.74 41.17 35.04 76.21
Ministerio de Ambiente y Recursos Naturales 13.44 94.78 108.22 14.92 87.27 102.19

IDR (PNDR) 0.00 0.00 0.00 0.00 0.00 0.00
CONAGRO 0.00 0.00 0.00 0.00 0.00 0.00

Industria y Comercio 24.11 25.61 49.72 22.52 26.14 48.67
Ministerio de Fomento, Industria y Comercio 24.11 25.61 49.72 22.52 26.14 48.67

Instituto Nacional de Estadisticas y Censos 0.00 0.00 0.00 0.00 0.00 0.00
Certificado de Beneficio Tributario / Reintegro % 0.00 0.00 0.00 0.00 0.00 0.00



Statistical Annex B
Annex Table B.4: Nicaragua -- Central Government Budget and Expenditure by Sector, 1994

(Millions of Cordobas)

(Continued)

| PRESUPUESTADO EJECUTADO
Corriente Capital T Total Corriente I Capital Total

Construcci6n y Transporte 51.45 188.25 239.70 54.67 269.85 324.52
Ministerio de Transporte e Infraestructura 51.45 188.25 239.70 44.15 269.21 313.35

Instituto Nicaraguiense de EstudiosTerritoriales 0.00 0.00 0.00 10.52 0.64 11.17
ENAP 0.00 0.00 0.00 0.00 0.00 0.00

Otros 0.00 0.00 0.00 0.00 0.00 0.00
Correos de Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
ENEL 0.00 0.00 0.00 0.00 0.00 0.00
JNE 0.00 0.00 0.00 0.00 0.00 0.00
CDmisi6n Nacional de Energia 0.00 0.00 0,00 0.00 0.00 0.00

DEFENSA Y SEGURIDAD 411.58 34.79 446.37 404.45 60.44 464.88
Ministerio de Defensa 222.53 3.63 226.16 216.11 15.77 231.88
Ministerio de Gobemacion 189.05 31.16 220.21 188.33 44.67 233.00
SERVICIOS GENERALES 365.19 39.91 405.11 375.66 162.19 537.85
Poderes del Estado 185.71 2.70 188.41 183.22 52.01 235.23
Asariblea Nacional 42.38 0.00 42.38 41.99 0.77 42.76
Corte Suprema de Justicia 45.78 0.70 46.48 42.90 3.02 45.92
Pres dencia de la Republica (sin SAS ni FSE) 52.00 2.00 54.00 53.00 47.98 100.98
Consejo Supremo Electoral 45.55 0.00 45.55 45.34 0.24 45.58
Otros 179.48 37.21 216.69 192.43 110.18 302.62
Contraloria General de la Republica 11.00 0.00 11.00 12.46 0.99 13.45
Ministerio de Relaciones Exteriores 83.74 0.00 83.74 92.05 0.22 92.27
Ministerio de Hacienda y Credito Publico 64.73 29.79 94.53 68.94 101.46 170.40
Procuraduria General de Justicia 9.49 0.00 9.49 9.11 0.09 9.20

Direccu6n de Informaci6n y Prensa 0.00 0.00 0.00 0.00 0.00 0.00
Consejos y Gobiernos Reg. Aut6nomos Atlantico No, 10.52 7.42 17.94 9.87 7.42 17.29
Aporte Parlamentario C.A. 0.00 0.00 0.00 0.00 0.00 0.00
CONADES 0.00 0.00 0.00 0.00 0.00 0.00
Concesi6n de Prestamos 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 0.00
Radio Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
Comisiones pro Transacciones Bancarias 0.00 0.00 0.00 0.00 0.00 0.00
Cuota a Organismos Internacionales y PNUD 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Movilidad Laboral / Plan de Reconversi6n La 0.00 0.00 0.00 0.00 0.00 0.00

OTROS 5.00 0.00 5.00 0.00 0.00 0.00
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 0.00
Imprevistos 5.00 0.00 5.00 0.00 0.00 0.00
Transf. a Empresas / Partidas no Asig. sin descripcic 0.00 0.00 0.00 0.00 0.00 0.00
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00
Subsidios y Aportes 0.00 0.00 0.00 0.00 0.00 0.00

TOTAL GASTOS 3,836.97 2,296.84 6,133.81 3,029.60 2,510.50 5,540.09

Source: Ministerio de Hacienda y Credito Publico



Statistical Annex B
Annex Table B.5: Nicaragua -- Central Government Budget and Expenditure by Sector, 1995

(Millions of Cordobas)

|Corriente T Capital T Total |Corriente |Capital | Total
SERVICIOS SOCIALES 1099.18 246.77 1345.95 1093.69 550.35 164.04
Educaci6n 575.17 45.07 620.25 566.89 131.57 698.46
Ministerio de Educaci6n, Cultura y Deporte 377.13 32.02 409.16 372.16 110.16 482.32

MECD Gastos Propios 353.77 13.92 367.69 348.56 84.48 433.04
Instituto Nicaraguense de Cultura 10.06 12.53 22.59 9.80 20.22 30.02
Teatro Nacional Ruben Dario 4.35 0.00 4.35 4.35 1.00 5.35
Instituto de Juventud y Deportes 8.95 5.58 14.53 9.45 4.46 13.91
Universidades y Centros de Educad6n Superior 177.05 7.35 184.40 176.50 7.35 183.85

gastos propios - Universidades 176.70 7.20 183.90 169.25 7.20 176.45
becas y ayudas - Universidades 0.35 0.15 0.50 7.25 0.15 7.40

INATEC 18.09 5.70 23.79 15.54 14.06 29.60
INAP 2.91 0.00 2.91 2.69 0.00 2.69
Instituto Tecnol6gico Nacional [INTECNA] 0.00 0.00 0.00 0.00 0.00 0.00

Salud 487.44 103.38 590.82 492.94 151.72 644.66
Ministerio de Salud 487.44 103.38 590.82 492.94 151.72 644.66

Vivienda 0.00 0.00 0.00 0.00 0.50 0.50
INVUR / Banco de la Vivienda de Nicaragua 0.00 0.00 0.00 0.00 0.50 0.50

Otros 36.12 98.32 134.44 32.74 266.57 299.31
MAS / Secretaria de Acci6n Social 5.35 41.91 47.26 3.43 141.50 144.93

Ministerio del Trabajo (sin INATEC) 12.00 0.44 12.44 11.94 0.48 12.42
Ministerio de la Familia 0.00 0.00 0.00 0.89 0.02 0.90

Gastos Propios - MIFAMILIA 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nicaraguense de la Mujer 0.00 0.00 0.00 0.89 0.02 0.90
Fondo Nic. de la Niniez - FONIF 0.00 0.00 0.00 0.00 0.00 0.00
FISE 0.00 3.00 3.00 0.00 22.56 22.56
Fondo Social de Emergencia [FSE] 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nacional de Seguridad Social [INSS] 9.20 0.23 9.43 7.18 2.37 9.55

Instituto Nicaraguense de Fomento Municipal 9.57 40.31 49.88 9.30 72.37 81.68

Alcaldias Municipales 0.00 0.00 0.00 0.00 0.00 0.00
ENACAL 0.00 12.43 12.43 0.00 27.27 27.27

Otros 0.44 0.00 0.44 1.12 0.00 1.12
Cruz Roja 0.44 0.00 0.44 0.43 0.00 0.43
Instituto de Atencion a las Victimas de Guerra 0.00 0.00 0.00 0.69 0.00 0.69
Consejo Nacional de Lucha Contra las Drogas 0.00 0.00 0.00 0.00 0.00 0.00
Procuraduria de Derechos Humanos 0.00 0.00 0.00 0.00 0.00 0.00
Comision Nac. Apoyo al Combatiente 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nic. de Repatriaci6n 0.00 0.00 0.00 0.00 0.00 0.00
Apoyo a los Discapacitados 0.00 0.00 0.00 0.00 0.00 0.00
Instituciones Beneficas 0.00 0.00 0.00 0.00 0.00 0.00

INFRAESTRUCTURA Y PRODUCCION 125.951 342.411 468.361 118.161 787.911 906.06
Actividades Primarias 59.44 128.32 187.76 59.72 414.59 474.31
Ministerio Agropecuario y Forestal 46.78 28.96 75.74 48.03 215.61 263.63

Instituto NicaragOense de Tecnologia Agropecuaria ( 18.24 5.70 23.94 20.26 26.31 46.57
Instituto Nicaraguense de Reforma Agraria 9.19 7.39 16.58 7.66 17.73 25.39
Gastos Propios MAG 19.36 15.86 35.22 20.11 171.56 191.67

Ministerio de Ambiente y Recursos Naturales 12.66 99.37 112.02 11.70 75.28 86.97
iDR (PNDR) 0.00 0.00 0.00 0.00 115.18 115.18
CONAGRO 0.00 0.00 0.00 0.00 8.52 8.52

Industria y Comercio 19.47 18.42 37.89 20.99 43.87 64.86
Ministerio de Fomento, Industria y Comercio 17.58 14.92 32.50 19.19 20.50 39.69

Instituto Nacional de Estadisticas y Censos 1.89 3.50 5.39 1.80 23.38 25.17
Certificado de Beneficio Tributario / Reintegro % 0.00 0.00 0.00 0.00 0.00 0.00



Statistical Annex B
Annex Table B.5: Nicaragua -- Central Government Budget and Expenditure by Sector, 1995

(Millions of Cordobas)

PRESUPUESTADO EJECUTADO
Corriente Capital Total Corriente Capital Total

Construcci6n y Transporte 47.04 195.67 242.71 37.45 297.08 334.52
Ministerio de Transporte e Infraestructura 47.04 195.67 242.71 26.82 290.51 317.33

Instituto NicaragOense de Estudios Territoriales 0.00 0.00 0.00 10.63 6.57 17.20
ENAP 0.00 0.00 0.00 0.00 0.00 0.00

Otros 0.00 0.00 0.00 0.00 32.37 32.37
Correos de Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00
ENEL 0.00 0.00 0.00 0.00 32.37 32.37
iNE 0.00 0.00 0.00 0.00 0.00 0.00
Comisi6n Nacional de Energia 0.00 0.00 0.00 0.00 0.00 0.00

DEFENSA Y SEGURIDAD 408.78 38.58 447.35 417.66 49.22 466.88
Ministerio de Defensa 221.40 13.62 235.02 224.41 27.93 252.34
Ministerio de Gobemaci6n 187.38 24.96 212.33 193.24 21.29 214.54
SERVICIOS GENERALES 351.08 69.92 421.00 444.44 88.81 533.24
Poderes del Estado 175.63 58.03 233.66 172.64 67.32 239.96
Asamblea Nacional 53.38 3.33 56.71 52.08 3.70 55.78
Corte Suprema de Justicia 52.01 6.70 58.71 52.74 5.70 58.44
Presidencia de la Republica (sin SAS ni FSE) 44.74 0.00 44.74 43.56 4.30 47.86
Consejo Supremo Electoral 25.50 48.00 73.50 24.26 53.62 77.89
Otros 175.45 11.90 187.34 271.80 21.49 293.29
Contraloria General de la Republica 14.50 3.66 18.16 15.21 2.89 18.10
Ministerio de Relaciones Exterores 84.86 0.00 84.86 93.48 0.52 94.00
Ministerio de Hacienda y Credito Publico 50.72 4.83 55.55 57.88 9.52 67.40
Procuraduria General de Justicia 9.98 0.00 9.98 9.69 0.09 9.78

Direcci6n de Informaci6n y Prensa 0.00 0.00 0.00 0.00 0.00 0.00
Consejos y Gobiernos Reg. Aut6nomos Atlantico Noi 10.91 3.41 14.32 9.70 3.42 13.12
Aporte Pariamentario C.A. 0.00 0.00 0.00 0.00 0.00 0.00
CONADES 0.00 0.00 0.00 0.00 0.00 0.00
Concesi6n de Prestamos 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 0.00
Radio Nicaragua 2.12 0.00 2.12 2.00 0.00 2.00
Comisiones pro Transacciones Bancarias 1.30 0.00 1.30 2.65 0.00 2.65
Cuota a Organismos Internacionales y PNUD 1.07 0.00 1.07 0.08 5.05 5.13
Plan de Movilidad Laboral / Plan de Reconversi6n La 0.00 0.00 0.00 81.11 0.00 81.11

OTROS 2.00 0.00 2.00 7.82 38.34 46.16
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 0.00
Imprevistos 2.00 0.00 2.00 0.00 0.00 0.00
Transf. a Empresas / Partidas no Asig. sin descripcic 0.00 0.00 0.00 0.00 0.00 0.00
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00
Subsidios y Aportes 0.00 0.00 0.00 7.82 38.34 46.16

TOTAL GASTOS 3,851.75 2,415.23 6,266.98 3,144.29 2,922.52 6,066.81

Source: Ministerio de Hacienda y Credito Publico



Statistical Annex B
Annex Table B.6: Nicaragua -- Central Government Budget and Expenditure by Sector, 1996

(Millions of Cordobas)

I PRESUPUESTADO I EJECUTADO
Corriente Capital Total Corriente I Capital Total

SERVICIOS SOCIALES 1166.72 636.58 1803.31 1190.79 643.15 1833.94
Educaci6n 619.65 155.02 774.67 618.54 173.38 791.92

Ministerio de Educaci6n, Cultura y Deporte 397.92 130.87 528.79 396.38 158.33 554.71

MECD Gastos Propios 374.97 114.51 489.47 372.68 142.01 514.68

InstitutoNicaraguensedeCultura 9.87 10.70 20.57 9.94 11.14 21.08
Teatro Nacional Ruben Dario 3.70 1.08 4.78 3.70 1.08 4.78

Instituto de Juventud y Deportes 9.39 4.58 13.97 10.07 4.10 14.17

Universidades y Centros de Educaci6n Superior 203.00 7.20 210.20 203.00 7.20 210.20

gastos propios - Universidades 191.10 0.00 191.10 191.10 7.20 198.30

becas y ayudas - Universidades 11.90 0.00 11.90 11.90 0.00 11.90

INATEC 15.70 16.95 32.65 15.55 7.85 23.40

INAP 3.04 0.00 3.04 3.61 0.00 3.61

instituto Tecnol6gico Nacional [INTECNA] 0.00 0.00 0.00 0.00 0.00 0.00
Salud 511.65 188.38 700.02 535.44 179.19 714.63

Ministerio de Salud 511.65 188.38 700.02 535.44 179.19 714.63

Vivienda 0.00 0.00 0.00 0.00 0.78 0.78

INVUR / Banco de la Vivienda de Nicaragua 0.00 0.00 0.00 0.00 0.78 0.78
Otros 34.99 293.19 328.18 35.70 289.79 325.49

MAS / Secretarfa deAcci6n Social 5.58 112.04 117.62 3.81 137.65 141.46
Ministerio del Trabajo (sin INATEC) 11.94 0.00 11.94 11.54 0.00 11.54

Ministerio de la Familia 4.00 7.83 11.83 7.11 5.88 12.99

Gastos Propios - MIFAMILIA 0.00 0.00 0.00 0.00 0.00 0.00
Instituto NicaragOense de la Mujer 0.00 0.00 0.00 0.90 0.30 1.20

Fondo Nic. de la Nihez - FONIF 4.00 7.83 11.83 6.21 5.58 11.79
FISE 0.00 27.27 27.27 0.00 31.43 31.43
Fondo Social de Emergencia [FSE] 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nacional de Seguridad Social [INSS] 3.70 0.00 3.70 3.70 0.00 3.70

Instituto Nicaraguense de Fomento Municipal 9.77 103.42 113.18 9.54 77.73 87.27
Alcaldias Municipales 0.00 0.00 0.00 0.00 0.00 0.00

ENACAL 0.00 42.64 42.64 0.00 37.12 37.12

Otros 0.43 0.00 0.43 1.12 0.00 1.12
Cruz Roja 0.43 0.00 0.43 0.43 0.00 0.43

Instituto de Atenci6n a las Victimas de Guerra 0.00 0.00 0.00 0.68 0.00 0.68

Consejo Nacional de Lucha Contra las Drogas 0.00 0.00 0.00 0.00 0.00 0.00
Procuraduria de Derechos Humanos 0.00 0.00 0.00 0.00 0.00 0.00

Comision Nac. Apoyo al Combatiente 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nic. de Repatriaci6n 0.00 0.00 0.00 0.00 0.00 0.00

Apoyo a los Discapacitados 0.00 0.00 0.00 0.00 0.00 0.00
Instituciones Beneficas 0.00 0.00 0.00 0.00 0.00 0.00

INFRAESTRUCTURAY PRODUCCION 113.581 874.481 988.061 251.191 741.111 992.30
Actividades Primarias 55.61 384.23 439.84 54.28 297.20 351.48
Ministerio Agropecuario y Forestal 43.98 171.50 215.48 43.46 69.55 113.01

Instituto Nicaraguense de Tecnologia Agropecuaria ( 15.90 26.58 42.47 15.22 31.46 46.68

Instituto Nicaraguense de Reforma Agraria 8.30 20.84 29.14 8.10 5.34 13.44

Gastos Propios MAG 19.78 124.09 143.86 20.14 32.76 52.89
Ministerio de Ambiente y Recursos Naturales 11.63 67.70 79.33 10.82 72.67 83.49

IDR (PNDR) 0.00 141.88 141.88 0.00 148.49 148.49

CONAGRO 0.00 3.14 3.14 0.00 6.49 6.49

Industria y Comercio 19.42 39.90 59.32 159.23 25.18 184.41
Ministerio de Fomento, Industria y Comercio 17.42 32.42 49.85 19.39 20.19 39.59

Instituto Nacional de Estadisticas y Censos 2.00 7.47 9.47 1.90 4.99 6.89

Certificado de Beneficio Tributario / Reintegro % 0.00 0.00 0.00 137.94 0.00 137.94



Statistical Annex B
Annex Table B.6: Nicaragua -- Central Government Budget and Expenditure by Sector, 1996

(Millions of Cordobas)
| PRESUPUESTADO | EJECUTADO

Corriente Capital Total Corriente Capital Total
Construcci6n y Transporte 38.55 450.35 488.90 37.68 418.73 456.41
Ministerio de Transporte e Infraestructura 38.55 450.35 488.90 27.19 398.09 425.28

Instituto NicaragOense de EstudiosTerritoriales 0.00 0.00 0.00 10.49 20.64 31.:3
ENAP 0.00 0.00 0.00 0.00 0.00 0.O

Otros 0.00 0.00 0.00 0.00 0.00 0.0
Correos de Nicaragua 0.00 0.00 0.00 0.00 0.00 0.' 0
ENEL 0.00 0.00 0.00 0.00 0.00 0.1 0
INE 0.00 0.00 0.00 0.00 0.00 0.1 0
Comisi6n Nacional de Energia 0.00 0.00 0.00 0.00 0.00 0. 10

DEFENSA Y SEGURIDAD 461.39 39.68 501.07 468.07 106.64 574.'1
Ministerio de Defensa 232.62 7.20 239.82 231.95 33.96 265.92
Ministerio de Gobernacion 228.77 32.48 261.25 236.12 72.68 308. "9
SERVICIOS GENERALES 574.16 77.59 651.75 806.50 179.10 985.60
Poderes del Estado 376.21 60.65 436.86 479.18 134.15 613.:3
Asamblea Nacional 64.21 1.88 66.09 65.04 2.23 67:'7
Corte Suprema de Justicia 61.44 37.70 99.14 66.81 28.57 95. ;8
Presidencia de la Republica (sin SAS ni FSE) 44.17 0.00 44.17 42.34 14.84 57. 8
Consejo Supremo Electoral 206.38 21.07 227.45 304.99 88.51 393.!0
Otros 197.96 16.94 214.90 327.32 44.95 372..,7
Contraloria General de la Republica 15.50 0.00 15.50 15.65 0.55 1C. 9
Ministerio de Relaciones Exteriores 99.44 0.00 99.44 119.36 0.01 119. 17
Ministerio de Hacienda y Credito Publico 53.67 11.57 65.24 71.00 38.02 109. 12
Procuraduria General de Justicia 13.67 1.59 15.26 12.31 0.95 12. !

Direcci6n de Informaci6n y Prensa 0.00 0.00 0.00 0.00 0.00 C . CI
Consejos y Gobiernos Reg. Aut6nomos Atlantico Noa 10.24 3.78 14.02 9.49 5.42 14. )2
Aporte Parlamentario C.A. 0.00 0.00 0.00 0.00 0.00 C. )0
CONADES 0.00 0.00 0.00 0.00 0.00 C. )I
Concesi6n de Prestamos 0.00 0.00 0.00 0.00 0.00 C. XI
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 C'. I
Radio Nicaragua 1.85 0.00 1.85 1.85 0.00 1 35
Comisiones pro Transacciones Bancarias 1.61 0.00 1.61 2.31 0.00 2. 1
Cuota a Organismos Intemacionales y PNUD 1.98 0.00 1.98 3.90 0.00 3. )0
Plan de Movilidad Laboral / Plan de Reconversi6n La 0.00 0.00 0.00 91.45 0.00 91. I5

OTROS 6.02 127.04 133.06 1.38 0.66 2.74
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 C'. XC
Imprevistos 6.02 0.00 6.02 0.00 0.00 0. XI
Transf. a Empresas / Partidas no Asig. sin descripcid 0.00 127.04 127.04 0.00 0.00 C'. XI
Plan Especial de Retiro 0.00 0.00 0.00 0.39 0.00 C'. 39
Subsidios-y Aportes 0.00 0.00 0.00 0.99 0.66 1. ;5

TOTAL GASTOS 4,186.64 3,472.92 7,659.56 3,780.45 3,078.56 6,859. XT

Source: Ministerio de Hacienda y Credito Publico



Statistical Annex B
Annex Table B.7 Nicaragua -- Central Government Budget and Expenditure by Sector, 1997

(Millions of Cordobas)

SERVICIOS SOCIALES 1264.65 648.24 1912.89 1308.63 675.26 1983.89 1386.12 683.84 2069.96
EEucaioni____658__4___157__21__815__67__662__02__ 157__42_ 819__44__ 714__82__ 291__62__ 1006___
Ministerio de Educaci6n, Cultura y Deporte 421.75 137.25 559.00 421.75 137.46 559.21 425.48 282.64 708.11

gatnpois-UniversidadesyCetodeEuainSprr 232.70 9.16 241.86 232.70 9.16 241.86 282.07 0.00 282.07

becas y ayudas -Universidades 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
INATEC 3.02 10.79 13.81 3.51 10.79 14.30 3.48 8.98 12.45
INAP 1.00 0.00 1.00 4.07 0.00 4.07 3.80 0.00 3.80
Instituto Tecnol6gico Nacional [INTECNA] 0.00 0 00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Salud 572.81 241.77 814.39 809.01 242.34 851.35 623.98 142.10 766.09
Ministerio de Salud 572.61 241.77 814.39 609.01 242.34 851.35 623.98 142.10 766.09
Vivienda 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 8.00

INVUR / Banco de la Vivienda de Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Otros 33.22 249.26 282.48 37.25 275.50 312.75 43.84 250.12 293.97

MAS /Secretaria de Accion Social 4.82 129.11 133.93 6.37 131.08 137.45 6.27 101.91 108.18
Ministerio del Trabajo (sin INATEC) 9.35 0.00 9.35 11.20 0.21 11.41 12.16 0.21 12.36
Ministerio de la Familia 6.87 11.23 18.11 6.87 11.23 18.11 13.11 7.51 20.62

Gastos Propios -MIFAMILIA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
lnstituto NicaragUense de laMujer 0.97 0.10 1.07 1.08 0.10 1.18 1.07 010 1.17
Fondo Nic. de la Niez -FONIF 5.90 11.13 17.03 12.04 11.13 23.17 12.04 7.41 19.44
FISE 1.46 8.00 9.46 1.46 15.50 16.96 1.~04 35.50 36.53
Fondo Social de Emergencia [FSE) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nacional de Seguridad Social [INSS] 3.00 0.00 3.00 3.00 0.00 3.00 3.00 0.00 3.00

Instituto Nicaragdense de Fomento Municipal 7.73 42.71 50.44 8.35 44.52 52.86 8.27 46.46 54.73
Alcaldias Municipales 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
ENACAL 0.00 58.20 58.20 0.00 72.96 72.96 0.00 58.55 58.55

Otros 0.35 0.00 0.35 0.35 0.00 0.35 3.47 0.00 3.47
Cruz Roja 0.35 0.0 0.35 0.35 0.00 0.35 0.35 0.00 0.35
Instituto de Atenci6n a las Victimas de Guerra 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Consejo Nacionral de Lucha Contra las Drogas 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0 00 0.00
Procuraduria de Derechos Humanos 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Comsison Nac. Apoyo al Combatiente 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Irnstituto Nic. de Repatriacidin 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Apoyo a Jos Discapacitados 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Instituciones Ben6ficas 0.00 0.00 0.00 0.00 0.00 0.00 3.12 0.00 3.12

INFRAESTRUCTURA YPRODUCCION 342.881 1079.141 1422.021 356.391 1123.051 11479.44 400.131 951.121 1351.25
Actividades Primanias 43.98 602.19 648.16 49.57 611.04 660.61 61.47 479.68 541.14
Ministerio Agropecuarlo y Forestal 35.21 236.60 271.81 39.05 237.29 276.34 51.49 172.58 224.07

Instituto Nicaraguense de Tecnologia Agropecuaria (INTA) 12.34 36.89 49.23 15.41 36.89 52.30 23.10 46.12 71.22
Instituto Nicaraguense de Reforma Agraria 6.56 32.50 39.00 8.69 33.24 41.93 8.64 2.95 11.58
Gastos Propios MAG 16.31 167.22 183.53 16.31 167.22 183.53 19.75 121.52 141.27

Mrnisterio de Ambiente yRecursos Naturales 8.77 101.89 110.65 10.52 102.31 112.83 9.98 109.68 119.65
IDR (PNDR) 0.00 259.62 259.62 0.00 267.37 267.37 0.00 193.21 193.21
CONAGRO 0.00 4.08 4.08 00 4.8 .6 0.00 4.21 4.21

lndustria y Comercio 268.38 25.29 293.67 272.63 26.20 298.83 3D5.31 19.25 324.56
Minrsterio de Fomento, Industria y Comercio 15.71 18.62 34.33 19.41 19.54 38.94 19.34 14.81 34.14

Instituto Nacional de Estadisticas y Censos 1.54 6.66 8.20 2.09 6.66 8.75 2.01 4.44 6.45
Certificado de Beneficio Tributario / Reintegro % 251.14 0.00 251.14 251.14 0.00 251.14 283.97 0.00 283.97

Construccion y Transporte 30.52 496.57 527.09 34.19 530.71 564.89 33.36 482.20 485.56
Ministerio de Transporte e lnfraestructura 22.02 439.17 461.20 24.46 473,31 497.77 23.77 440.30 464.07

lnstituto Nicaragiiense de Estudios Territoriales 8.50 57.40 65.89 9.73 57.40 67.12 9.59 11.90 21.49
ENAP 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Otros 0.00 -44.90- 44.90 0.00 44.90) 44.90 0.00 0.00 0.00
Correos do Nicaragua 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
ENEL 0.00 -44.90 -44.90 0.00 -44.90 -44.90 0.00 0.00 0.00
INE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Comisi6n Nacional de Energia 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

D3EFENSA Y SEGURIDAD 1 480.07 40.08 50.5 440 46 3.60 485.86 53.86 549.72
Ministerio de Defensa 239.45 15.84 255.30 251.92 29.95 281.87 256.17 30.09 266.28
Ministerlo do Gobernaci on 220.62 24.24 244.86 232.08 24.65 256.74 239 69 23.77 263.46
SERVICIOS GENERALES 449.54 67.12 516.66 603.37 68.50 671.88 629.00 90.80 719.81
Poderes del Estado 244.34 56.14 _300.48 293.09 55.41 348.50 327.92 36.75 364.67
Asamblea Nacional 74.80 0.50 75.30 89.80 0.50 90.30 87.58 2.55 90.13
Corte Suprema deJusticia 101.48 45.03 146.51 101.48 45.03 146.51 123.41 28 88 152.30
Presidencia de la Repdiblica (sin SAS ni FSE) 40.80 10.62 51.41 50.60 9.88 60.48 62.58 5.31 67.89
Consejo Supremo Electoral 27.26 0.00 27.26 51.21 0.00 51.21 54.34 0.01 54.361



Statistical Annex B
Annex Table B.7 Nicaragua -- Central Government Budget and Expenditure by Sector, 1997

(Millions of Cordobas)

| PRESUPUESTADO | Presupuesto Modificado i EJECUTADO
Corrlente Capital I Total I Corrients Capital Total Corriente Capital Total

Otros 205.20 10.98 216.17 310.28 13.10 323.38 301.08 54.05 355.13
Contraloria General de la Republica 23.41 0.00 23.41 25.81 0.00 25.81 29.24 0.15 29.39
Ministeriode Relaciones Exteriores 89.23 0.00 89.23 133.08 0.48 133.56 133.79 0.56 134.35
Ministerio de Hacienda y Credito Publico 56.91 10.98 67.89 81.10 11.96 93.05 85.66 52.84 138.50
Procuraduria General deJusticia 9.97 0.00 9.97 12.08 0.48 12.56 11.54 0.51 12.05

Direcci6n de Informacidn y Prensa 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Consejos y Gobiernos Reg. Aut6nomos Atlantico Norte y Sur 4.00 0.00 4.00 6.95 0.00 6.95 6.87 0.00 6.8
Aporte Pariamentario C.A. 15.17 0.00 15.17 15.17 0.00 15.17 16.32 0.00 16.32
CONADES 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Concesi6n de Prestamos 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0 00 0.00
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Radio Nicaragua 1.40 0.00 1.40 1.68 0.18 1.85 1.68 0.00 1.68
Comisiones pro Transacciones Bancarias 1.18 0.00 1.18 2.30 0.00 2.30 2.05 0.00 2.05
Cuola a Organismos Internacionales y PNUD 0.00 0.00 0.00 0.00 0.00 0.00 1.57 0.00 1.57
Plan de Movilidad Laboral / Plan de Reconversi6n Laboral 3.95 0.00 3.95 32.13 0.00 32.13 12.38 0.00 12.38

OTROS 5.00 0.00 5.00 22.06 6.10 28.16 0.00 106.25 106.25
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 0.00 0.00 105.75 105,75
Imprevistos 5.00 0.00 5.00 10.00 0.00 10.00 0.00 0.00 00
Transf. a Empresas I Partidas no Asig. sin descnpci6n 0.00 0.00 0.00 12.06 6.10 18.16 0.00 0.00 0.D0
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Subsidios y AporIes 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.50 0.50

TOTAL GASTOS 4,386.90 3,552.13 7,939.03 4,639.22 3,645.07 8,284.29 3,973.63 3,293.77 7,267.40

Source: Ministeno de Hacienda y Credito Pu1blico



Statistical Annex B
Annex Table B.8 Nicaragua -- Central Government Budget and Expenditure by Sector, 1998

(Millions of Cordobas)

I PRESUPUESTADO IPresupuesto Modificado EJECUTADO
Corriente Capital Total Corriente Capital I Total ICorriente ICapital I Total

SERVICIOS SOCIALES 1678.50 745.44 2418.70 1763.52 707.15 2470.67 1745.16 486.91 2-232.07
Educaci6n 893.83 173.12 1061.70 893.8 132 1069 89.0 225.22 1124.32
Min,sterio de Educaci6n. C-iltura y Deporte 539.35 159.00 693.11 539.35 159.00 698.36 544.82 218.04 762.85

MECD Gastos Propios 501.71 155.17 656.87 0.00 0.00 698.36 514.32 216.01 730.33
lnstituto Nicarag6ense de Cultura 20.92 269 23.61 20.92 2.69 23.61 19.71 1.88 21.59
ITeatro Nacional Ruben Dario 4.25 1.00 5.25 4.25 1.00 5.25 0.00 0.00 0.00
Instituto de Juventud y Deportes 12.48 0.15 12.63 12.48 0.15 12.83 10.79 0.14 10.93
Universidades y Centros de Educac[6n Superior 348.86 0.00 348.86 348.86 0 00 348.86 349.41 0.00 349.41

gastos prop)os -Universidades 0.00 0.00 0.00 0.0 0.00 0.00 348.88 0.0 348.86
becas 0 ayudas -Universidades 0.00 0.00 0.00 0.00 0.00 0.00 0.55 0.00 0.55

INATEC 5.62 14.12 19.74 5.62 14.12 19.74 4.88 7.19 12.07
INAP 0 00 0 00 0 00 0.00 0.00 0.00 0.00 0 00 0.00
lnstituo Tecnol6gico Nacional [INTECNA) 0.00 0 00 0 00 0.00 0.00 0.00 0 00 0.00 0.00

Salud 716.25 246.98 963.23 800.61 246.98 '1047.59 784.81 43.63 828.45
Minrsterro de Salud 716.25 246.98 963.23 800.6 246.98 1047.59 784.81 43.63 828.45
Vivienda 0.00 0.60 0.00 0.00 0.00 0.00 0.00 0.00 0.00

INVUR.' Banco dela ViviendJa de Nicaragua 0 00 0.00 0 00 0.00 0.00 0.00 0.00 0.00 0.00
Otros 59.33 325.34 384.67 67.81 287.05 354.86 60.23 218.05 278.28

MAS I Secretaria de Acci6n Social 6 06 116.57 122.63 14.28 60.9 74.37 3.78 52.48 56.27
Ministerno Je Trabajo (sin INATEC) 15.72 0.25 15.97 10.10 -13.87 -3.77 17 77 0.43 18.19
Ministerto de la Familia 20.79 26.90 47.68 26.67 59.19 85.87 19.26 12.18 31.43

Gastos Propios -MIFAMILIA 0.00 0 00 0.00 0.00 0.00 0.00 2.97 6.57 0.54
Instituto Nicaragdense de la Mujer 1.93 0.07 2 00 1.93 0.07 2 00 1.77 0.15 1.91
Fondo Nic. de a N iez -FONIF 18.86 26.82 45.68 14.52 7.19 21.71 14.52 5.46 19.98
FISE 4.16 23 00 27.16 4.16 23.00 27.16 5.31 37.67 42.98
Fondo Social de Emergencia [FSE) 0.00 0.00 0 00 0 00 0.00 0.00 0.00 0.00 0.00
Instituto Nacional de Seguridad Social [INSS] 3 00 0.00 3.00 3 00 0.00 3.00 3 00 0 00 3.00

inst tuto NicaragLense de Fomento Muncipul 9 60 92.81 102 41 9 60 92.8 102.41 11.12 61.89 73.01
Alcaldias Munic,pales 0 00 0.00 0.00 0.00 0.00 0.00 0.00 0 00 0.00
ENACAL 0.00 65.82 65 82 0.00 65.82 65.82 0 00 53.41 53 41

Otros 9.09 0.00 9.09 1.27 0.00 1.27 1.02 0.00 1.02
Cruz Roea 0.35 0.00 0.35 0.35 0.00 0.35 0.35 0.00 0.35
Instituto de AtenciSs a las Victimus de Guerra 1.24 0 00 1.24 0.70 0.00 0 70 0.67 0.00 0.67
Consejo Nacional de Lucha Contra laa Droges 0.00 0.00 0.00 0.0 0.00 0.00 0.0 0.00 0.00
Procuradurla de Derechos Humanos 6.00 0.00 6.00 0.00 0.00 0.00 0.00 0.00 0.0
Comision Nac. Apoyo al Combatiente 0.00 0 00 0.00 0.0 0.00 0.00 000o 0.00 0.00
Instituto Nic. de Repatriaci6s 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Apoyo a los Discapacitados 0.00 0.00 0.00 0.00 0.0 0 00 0.00 0 00 0.00
Instituc ones Bendeficas 1.50 0.00 1.50 0.22 0.00 0.22 0.00 0.00 0 00

INFRAESTRUCTURA YPRobUCCION 503.281 1041.171 1544.451 464.141 1100.151 1564.291 452.841 1341.761 1794.61
Actividades Primarias 100.42 527.10 627.52 68.71 532.11 600.83 92.29 576.64 668.93
M7inisterio Agropecuaoay Forestat 87.55 196.80 284 35 50 18 166.26 216.45 79.27 171.67 250.93

Instituto Nicarap~ense de Tecno ogia Agropeciar a (INTA) 31 20 40.84 72.04 31.20 40.84 72.04 31.18 46 35 77.52
InistitLuta Nicaragiiense de Reforma Apraria 9 50 35.33 44 83 6.08 11.62 17.70 6.01 6.65 12.66

Gastos Propios MAG 46 85 120.63 167.48 46.85 120.63 167 48 42 08 118.67 160.75
Ministerio de Ambiente y Recursos Naturales 12.87 120.03 132.90 12.53 99 21 111.74 13.02 134.12 147.14

IDR (PNDR) 0 00 206.96 206.96 6.00 263.33 269.33 0.00 254.11 254.11
CONAGRO 0 00 3.31 3.31 0.00 3.31 3.31 0.00 16.75 16.75

Industria y Comerclo 346.81 34.54 381.35 339.38 28.59 367.97 311.05 22.13 333.17
Ministerio de Fomnento, Industriepy Comercio 80 53 19.83 100.37 73.10 13.88 86.98 73.86 16 56 90.41

Instituto Naciona, de Estadisticas y Censos 2 95 14.70 17.66 2.95 14.70 17.66 2.75 5.57 8.32
Certificado de Beneficic Trnbutario / Reintegro % 263 33 0.00 263.33 263.33 0.00 263.33 234.44 0.0 234.44

Construcci6n yTranisporte 48.05 479.53 527.59 48.05 539.45 587.50 49.51 742.99 792.50
Ministerio oe Transporte e Infraestructura 34.09 443.32 477.41 34.09 503.24 537.33 35.65 706.87 742.52

Instituto Nicarapi.ense de Estudios Ternitonales 13.96 36 21 50.18 13.96 36.21 50 18 13.86 36.12 49.98
ENAP 0.00 0 00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Otros 8.00 0.00 8.00 8.00 0.60 8.00 0.00 0.00 0.00
Correos de Nicaragua 8.00 0 00 8.00 800 0.00 8.00 0.00 0.00 0.00
ENEL 0.00 0.00 0 00 0 00 0.00 0.00 0.00 0.00 0.00
INE 0.00 0.00 0.00 0.00 0 00 0.00 0 00 0 00 0 00
Comisi6n Nacionae de Energia 0.00 0.00 0.00 0.00 0.00 0.00 0 00 0 00 0.00

DEFENSA Y SEGURIDAD 565.30 25.23 .590.53 569.90 25.23 595.13 584.64 24.44 609.08
Ministerio de Defensa 258.71 9 71 268 41 263.31 9.71 273.01 26947 8 28 277 75
MWister,a de Gobernaci6n 306.59 15.53 322 12 300.59 15.53 322.12 315.16 18.16 331 33
SERVIISEERLSI 858.31 105.55 963.86 856.24 163.88 1020.11 885.29 138.14 1023.43
Poderes del Estado -- 453.51_ 96.33- 549.84 450.29 154.66 66.5 451 48 60.00
Asa-mblea Naciona~ 117 09 3.22 120.31 117.09 5.07 122.16 110.88 10.54 121.42
Corle Supreme de Juaticia 157.09 45.48 232.57 187.09 45.48 232.57 186.86 40.53 227.38
Prenidencia de le Rep6olica (s.n SAS ni FSE) 80.40 47.63 128.04 72.18 104.11 176.29 94.92 43.21 138.13
Consejo Supremo Electoral 689 00 689 7393 0.00 73.93 72.48 0.59 73.07



Statistical Annex B
Annex Table B.8 Nicaragua -- Central Government Budget and Expenditure by Sector, 1998

(Millions of Cordobas)

(Continued)

I PRESUPUESTADO | Presupuesto Modificado I EJECUTADO
Corriente Capital I Total Corriente I Capital I Total I Corriente I Capital I Total

Otros 404.80 9.21 414.02 405.95 9.21 415.16 420.15 43.28 463.43
Contraloria General de la Repuiblica 36.90 0.00 36.90 37.20 0.00 37.20 38.12 1.61 39.73
Ministerio de Relaciones Exteriores 139.48 0.18 139.65 139.48 0.18 139.65 145.37 0.32 145.69
Ministerio de Hacienda y Cr6dito Publico 157.94 6.51 164.44 158.78 6.51 165.29 163.83 38.73 202.56
Procuraduria General de Justicia 17.37 2.53 19.90 17.37 2.53 19.90 16.22 2.62 18.84

D recci6n de lnformaci6n y Prensa 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Consejos y Gobiernos Reg. Aut6nornos Atlantico Norte y Suw 22.84 0.00 22.84 22.84 0.00 22.84 17.93 0.00 17.93
Aporte Parlamentario C.A. 17.68 0.00 17.68 17.68 0.00 17.68 18.07 0.00 18.07
CONADES 1.04 0.00 1.04 1.04 0.00 1.04 0.00 0.00 0.0)
Concesi6n de Prestamos 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.0()
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Radio Nicaragua 1.68 0.00 1.68 1.68 0.00 1.68 0.00 0.00 0.01
Comisiones pro Transacciones Bancarias 1.70 0.00 1.70 1.70 0.00 1.70 0.00 0.00 0 01)
Cuota a Organismos Internacionales y PNUD 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01}
Plan de Movilidad Laboral / Plan de Reconversi6n Laboral 8.18 0.00 8.18 8.18 0.00 8.18 20.61 0.00 20.61

OTROS 0.55 136.19 136.74 1.24 136.19 137.43 20.72 56.38 77.10
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 0.00 0.00 53.38 53.38
Imprevistos 0.00 0.00 0.00 0.69 0.00 0.69 0.00 0.00 0.00
Transf. a Empresas I Partidas no Asig. sin descripci6n 0.55 136.19 136.74 0.55 136.19 136.74 20.72 3.00 23.72
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.01)
Subsidios y Aportes 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.0t

TOTAL GASTOS 5,470.70 3,771.14 9,241.84 5,519.80 3,850.15 9,369.95 4,751.16 3,455.54 8,206.69

Source: Ministerio de Hacienda y Credito PGblico
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Annex Table B.9 Nicaragua -- Central Government Budget and Expenditure by Sector, 1999

(Millions of Cordobas)

MUnistersioades Ed cn Celtros de Dedupcont Sueror 42.74 07.00 142074 420.74 07.00 142.0.4 01.00 001.0 42074.
MEDGastopopos Propioesiae 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
becs yut Nacudagese dnerCuliuale 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

TNatr NainlRbnDro0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Instituto deJuentudgi y Nacponaes [ITGA.00 0.00 2.00 2.00 0.00 2.00 0.00 0.00 2.00

UinisversiodaldeyCetodeEua nSprr 1269.93 49.00 1207609 1269.03 49.00 1760.93 116.26 25.4 141974
gasteos pois-Uiesdes0.00 15.10 15.10 0.00 15.10 15.0 0.00 L 0.00 16.05
becas y ancodeas -VUiverendadesNcrau 0.00 15.10 15.10 0.00 15.10 15.10 0.00 0.00 16.05

INTEo C 1698.6 478.93 464.55 1862 489 698 391 47.55 12.18 42.85 781.08
MAP/ Sertrad cc oil4.00 42.77 87.77 45.00 42.77 0777 0.00 0.00 63.28

MInsteitut delTrabalo NasionalTECTENA 18.460 250 1972 18.48 1.25 19.72 27.87 28. 22.21
MnSaelud 1e2amla60.54 754910 1360.03 160.54 754910 1360.03 16970 731.63 1439 34

Ganstero Pdei Sau M12M695.930 749.99 1320.293 576.930 749.09 132.293 016.00 05.00 0.007
VivtitenNda agine ea ue 3.40.00 i5.0 35.74 3.24 05.50 35.74 0.00 0.00 06.00

FINVUR Ni deanc Ndez laVvinaOeNiF aau 0.00 05.00 05.00 0.00 05.00 05.00 0.00 0.00 06.00
OtrsE 178.05 29.003 646.05 1.5 26.2 489.0 646.05 02.00 02.00 08.00

MAS o Socreaia de Emergen Scial [4S5.00 429.25 29.25 05.00 429.25 29.25 0.00 0.00 98.288
Ministeit deo NacaionldSeua SocaI[ANEC 28.70 0.00 1 727 28.70 0.00 29.70 07.00 08.00 2.701

Ministeiuo NiclarFamilnie 6eFmnt0uicpl2.18 154891 171.09 22,18 154891 171.03 9 23.61 319.5143 3431
AGasdtas Munpiciao s 2IAILA5.68 24.00 126.68 27.68 24.00 126.68 0.00 0.0 55
EnttuoN tcaraL ned aMjr32 0.00 12.2 12.26 2 0.00 12.2 12.26 0.00 0.00 01.99

Fonuz Rojdela i6z- OI 0.35 0.00 0.35 0.35 0.00 0.35 0.00 0.00 0.35
FInSEtt de1ec7 aa itms oGer.00 09.00 06.00 07.00 09.00 06.00 0.00 0.00 0.00
Fondeo Nacioal de Luegecha CotrFLSE tro 20 0.00 2 .005 2.00 0.00 29.5 2.00 0.00 0.00 08.00
Intruouraduioal de Serego uriadnocils NS 5.40 0.00 5.40 5.40 0.00 5.40 0.00 0.00 5.24

ENComso AL .Ao a obtet 0.00 02.00 02.00 0.00 02.00 02.00 0.00 0.00 0.009

Cnriuz ojNca epticd 0.00 0.00 0.00 0005 0.00 0.00 0.00 0.00 0.00
Apoyctua dos Aliscapacita)s Vitmsd ura0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
ConsejoNacion al dee LuchaCnras 3rga.70 0.00 3.70 3.70 0.00 3.70 0.00 0.00 3.78

Prcurviadu rimadeDriesho111ns.408 46.64 57.72 11.88 40.64 57.72 98.44 508.38 11 2431

Coinstituon NicArpens de Tembnoiogia Agrpeua 3 59 3.29 64.88 31.59 33.29 64.88 0.00 0.00 0.00
Instituto Nicaradense eptic6 RtraAria0.00 0.00 0.00 0.00 0.0 0.0 0.00 0.00 0.00
Gpyoa tos ProioscMapac 62.53 12.37 18.90 62.53 12.3 18900 0.00 0.00 0.00

nttcionesAGRfO a 37 0.00 2.9 3.69 30. 000 2.9 3.69 0.00 0.00 22.65
INFRASTRUayComeRiA YPOUCO 3218.34 197.851 2380.319 3218.34 194.851 2380.3119 758.9 199.416 1298.36

Ministeric o Agopentaro, ynorstial 94omrco12.0 160.14 2478.2 72.06 160.14 2478.2 55.94 3666 449.10
Instdtuto Niaacioense do sTaestcnlgasCenosecar 3.4 193.71 17.11 31.40 13.71 17.11 0.00 0.00 11.47
Certiticao dicragensefide Refribuai A eigraoi % 4.88 0.00 14.88 14.88 0.00 14.88 0.00 0.00 48.79

ConstoPru opion Tas oMtG 54.46 1446.837 1521.290 6254.6 18.3 1 5217.290 39.97 143.94 171.90
Ministerio do TAminsote yecunresosructurale 35.50 1401.29 1465.178 35.50 1401.29 1465.178 39.97 1431.946 1471.91

IDRtit DRo N2aauned sursTrioi1.96 24.554 43.51 18.96 24.554 438.51 0.00 0.00 46.054
EONAGR 0.00 12.00 12.00 0.00 12.00 12.00 0.00 0.00 199.94

Onutriayoeri 91.10 09.06 93.10 91.16 09.00 93.10 08.00 0.00 92.10
Corrse(os de FmntcaraInua ti Cmr 72.20 0.00 7820 72.20 0004 78.20 08.00 01 00 7.20
EnELtt ainaeEtdstcsyCno 0.00 03.00 17.00 0.00 03.00 07.00 0.00 0.00 01.00

ENEP 0.00 02.00 0200 0.00 02.00 02.00 0.00 0.00 0.009

Comisi6n Nacional de Energia 1.90 0 00 1.90 1.90 0.00 1.90 0.00 0.00 1.90
DEFENSA Y SEGURIDAD 648.96 33.23 682.18 648.96 33.23 682.18 697.37 26.87 724.24
Ministerio do Defensa 295.08 6.92 302.01 295.05 6.92 302.01 312.66 5 65 318.31
Ministerio de Gobernacin 353.87 26.30 380.18 353.87 26.30 380.18 384.71 21.22 405.93
SERVICIOS GENERALES 937 12.8 1085.31 963.72 12.8 18.1 992 67.66 1248.47
Poderes del Estado 528.13 05 0.7 581 80.54 608.67 588.23 322.15 748.23
Asamblea Nacional 134.12 12.70 146.82 134.12 12.70 146.82 143.25 6 36 149.60
Corne Supreme do Justicia 221.54 38.96 260 50 221.54 38.96 260.50 243.81 15.26 259.07
Presidencia de la Rep0blica (sin SAS ni FSE) 121.73 28.88 150.61 121.73 28.88 150.61 134.51 298.75 271.10
Consejo Supremo Electoral 50.74 0 00 50.74 50.4 0.00 50.74 66.67 1.78 68.45
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Annex Table B.9 Nicaragua -- Central Government Budget and Expenditure by Sector, 1999

(Millions of Cordobas)

(Continued)

PRESUPUESTADO | Presupuesto Modificado EJECUTADO
Corriente| Caital| Total Corriente Capital Total Corriente Capital Total

Otros 435.60 41.04 476.64 435.60 41.04 476.64 411.01 45.51 500.24
Contraloria General de la Republica 38.66 0.00 38.66 38.66 0.00 38.66 38.87 0 02 38.89
Ministerio de Re(aciones Exteriores 14231 0.00 142.31 142.31 0.00 142.31 159.12 17.16 176.27
Ministerio de Hacienda y Credito Publico 167.99 28.82 196.81 167.99 28.82 196.81 19470 28.12 222.82
Procuraduria General de Justicia 17.44 0.70 18.14 17.44 0.70 18.14 18.33 0.21 18.54

Direccion de Informaci6n y Prensa 0.00 0.00 0 00 0.00 0.00 0.00 0.00 0.00 0.00
Consejos y Gobiernos Reg Autonomos Atlantbco 29.27 10.93 40.19 29.27 10.93 40.19 0.00 0.00 0.J0
Aporte Parlamentario C.A. 23.45 0.00 23.45 23 45 0.00 23.45 0.00 0.00 23.37
CONADES 0.94 0.00 0.94 0.94 0.00 0.94 0.00 0.00 0.94
Concesidn de Prestamos 0.00 0.00 0.00 0.00 0.00 00 0.00 0 00 0.00
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 0 00 0.00 0.00 0.00
Radio Nicaragua 1.80 0.59 2.39 1.80 0.59 2.39 0.00 000 2.39
Comisiones pro Transacciones Bancarias 1.70 0.00 1.70 1.70 0.0 1.70 0.00 0.00 1.87
Cuota a Organismos Intemacionales y PNUD 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0 00 0.0
Plan de Movilidad Laboral / Plan de Reconversior 12.06 0.00 12.06 12.06 000 1206 0.00 0.00 15.15

OTROS _ 2.80 0.00 2.80 2.80 0.00 2.80 0.00 0.00 287.20
Fondos de Contravalor 0.00 0.00 0.00 0.00 0.00 0.00 0.00 o.00 58.50
Imprevistos 1.00 0.00 1.00 1 00 0.00 100 0.00 0.00 0 00
Transf a Empresas / Partidas no Asig sin descriS 1.80 0.00 1.80 1.80 0.00 1.80 0.00 0.00 228 70
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Subsidios y Aportes 0.00 0.00 0.00 0.00 0.00 0 00 0.00 0.00 0.00

TOTAL GASTOS 6,524.73 5,456.88 11,981.61 6,524.73 5,456.88 11,981.61 4,962.22 4,986.33 11,689.49

Source Ministerio de Hacienda y Cr6dito Publico



Statistical Annex B
Annex Table B.10 Nicaragua -- Central Government Budget and Expenditure by Sector, 2000

(Millions of Cordobas)

r PRESU~PIESTAOO I Presupuesto Modificado I EJECLUTDO0
ICorrienteI Capital I Total ICorriente Capital I TotalI CorrienteI Capital I Total

SERVICIOS SOCIALES 2757.84__2015.34 _4773.18 2804.76 2172.65 4977.41 2718.14 2087.34 4805.48
Educaci6n 1318.73 670.86 1989.59 1327.01 746.02 2073.02 1309.73 674.36 1984.09
Ministerio de Educaci6n, Cultura yDeporte 831.65 611.36 1443.01 839.93 686.52 1526.45 829.15 614.86 1444.01

MECD Gastos Propios 33.31 2.01 35.31 33.31 2.01 35.31 798.35 614.86 1413.20
Instituto Nicaragliense de Cultura 19.02 1.46 20.47 19.02 1 46 20.47 16.52 0.00 16.52
Teatro Nacional Ruben Dario 4.95 0.55 5.50 4.95 0.55 5.50 4.95 0.00 4.95
Instituto de Juventud y Deportes 9.34 0.00 9.34 9.34 0.00 9.34 9.34 0 00 9.34
Universidades y Centros de Educaci6n Superic 470.40 20.00 490.40 470.40 20.00 490.40 470.40 20.00 490.40

gastos propios -Universidades 0.00 0.00 0.00 0.00 0.00 0.00 470.40 20.00 490.40
becas y ayudas -Universidades 0.00 0.00 0,00 0.00 0.00 0.00 0.00 0.00 0.00

INATEC 7.68 39.50 47.17 7.68 39.50 47.17 7.68 39.50 47.17
INAP 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Tecnol6gico Nacional (INTECNA] 9.00 0.00 9.00 9.00 0.00 9.00 2.50 0.00 2.50

Salud 1236.79 519.93 1756.71 1254.19 552.04 1806.23 1236.79 521.93 1758.71
Ministerio de Salud 1236.79 519.93 1756.71 12-54.19 552.04 1806.23 1236.79 521.93 1758.71
Vivienda 0.00 77.29 77.29 0.90 77.29 77.29 0.00 127.29 127.29

INVUR I Banco de la Vivienda de Nicaragua 0.00 77.29 77.29 0.00 77.29 77.29 0.00 127.29 127.29
Otros 177.27 748.26 923.54 198.66 796.31 994.97 163.27 749.76 9113.04

MAS /Secretariade Acci6n Social 9.94 91.61 101.55 9.94 91.61 101.55 9.94 91.61 101.55
Ministerlo del Trabajo (sin INATEC) 19.23 18.80 38.03 21.98 18.80 40.78 19.23 23.80 43.03
Ministerio de la Familia 95.15 110.34 205.49 95.15 110.34 205.49 95.15 114.34 209.49

Gastos Propios -MIFAMILIA 92.10 110.15 202.25 92.10 110.15 202.25 92.10 114.15 206.25
Institutc Nicaraguense de la Mujer 3.04 0.19 3.24 3.04 0.19 3.24 3.04 0.19 3.24
Fondo Nic. de la Nrtiez -FONIF 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
FlSE 16.51 43.90 60.41 16.51 73.49 90.00 16.51 46.90 63.41
Fondo Social de Emergencia [FSE) 0.00 31.75 31.75 0.00 31.75 31.75 0.00 31.75 31.75
Instituto Nacional de Seguridad Social [INSS] 0.00 4.06 4.06 17.72 4.06 21.78 0.00 4.06 4.06

Instituto NicaragiUense de Fomento Municipal 22,45 272.48 294.91 22.52 289.83 312.34 22,45 287.96 310.41
Alcaldias Municipaies 14.00 56.00 70.00 14.86 59.09 73.94 0.00 24.00 24.00
ENACAL 0.00 117.35 117.35 0.00 117.35 117.35 0.00 125.35 125.35

Otros 25.05 1.90 26.05 24.90 1.00 25.90 8.35 14.90 22.35
Cruz Roja 0.35 0.00 0.35 0.38 0.00 0.35 0.35 0.00 0.35
Instituto de Atenci6n a las Victimas de Guerra 0.00 0.0 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Conse1o Nacional de Lucha Contra las Drogas 2.00 0.00 2.00 2.00 0.00 2.00 2.00 0.00 2.00
Procuraduria de Derechos Humanos 19.00 1.00 20.00 19.00 1.00 20.00 6.00 14.00 20.00
Comision Nac. Apoyo al Combatiente 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Instituto Nic. de Repatriaci6n 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Apoyc a los Discapacitados 0.00 0.00 0.00 0.00 0.00 0,00 0.00 0.00 0.00
Irnstituciones Bendficas 3.70 0.00 3.70 3.55 0.00 3.55 0.00 0.00 0.00

INFRAESTRUCTURA Y PRODUCCION 347.511 2354.231 2701.731 355.501 3113.631 3469.131 347.51 r 2354.961 2702.47
Actividades Primnargas 102.50 866.59 969.10 104.68 1131.28 1235.96 102.50 -869.59 972.10
Ministerio Agropecuario yForeslaJ 83.78 268.15 351.91 84.01 307.90 391.91 83.76 269.15 352.91

Instituto Nicaraguense de Tecnologia Agropect 31.59 40.33 71.92 31.59 40.33 71.92 31.59 40.33 71.92
Instituto NicaragOense de Reforma Agraria 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Gastos Propios MAG 52.17 227.82 279.99 52.17 227.82 279.99 52.17 228.82 280.99
Ministerio de Ambiente yRecursos Naturales 16.49 209.85 226.34 18.41 214.87 233.29 16.49 211.85 228.34

IDR (PNDR) 2.25 385.68 387.93 2.25 600.87 603.12 2.25 385.68 387.93
CONAGRO 0.00 2.91 2.91 0.00 7.64 7.64 0.00 2.91 2.91

Industria y Comercio 176.65 82.90 259.56 180.31 82.90 263.21 176.65 86.78 263.43
Ministerio de Fomento, Industina y Comercio 68.61 8.48 77.09 72.26 8.48 80.74 68.61 7.48 76.05

Instituto Nacional de Estadisticas y Censos 3.52 74.42 77.94 3.52 74.42 77.94 3.52 79.30 82.82
Certificado de Beneficio Tributario IReintegro ~ 104.53 0.00 104.53 104.53 0.00 104.53 104.53 0.00 104.53

Construcci6n y Transporte 58.75 1398.59 1457.34 60.92 1893.30 1954.22 58.75 1398.59 1457.34
Ministerio de Transporte e Infraestructura 39.68 1322.25 1361.93 40.00 1616.83 1856.83 39.68 1322.25 1361.93

Instituto Nicaraguense de Estudros TerritorialeE 19.07 43.85 62.93 20.92 43.98 64.91 19.07 43.85 62.93
ENAP 0.00 32.49 32.49 0.00 32.49 32.49 0.00 32.49 32.49

Otros 9.60 6.14 15.74 9.60 6.14 15.74 9.60 0.00 9.60
Correos de Nicaragua 7.20 0.00 7.20 7.20 0.00 7.20 7.20 0.00 7.20
ENEL 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
INE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Cornisi6n Nacional de Energi'a 2.40 6.14 8.54 2.40 6.14 8.54 2.40 0.00 2.40

DEFENSA Y SEGURIDAD 1 679.47 41.44 720.92 730.34 49.40 779.74 672.27 41.44 713.72
Ministericode Defensa 311.43 8.15 319.58 347.65 8.76 358.42 311.43 8.15 319.58
Ministerio de Gobernacion 368.04 33.29 401.33 382.69 40.63 4233 6.4 3.9 341
SERVICIOS GENERALES 1132.95 148.00 1281.95 1355.75 205.42 1561.16 1124.20 162.61 1286.80
Poderes del Estado 641.85 69.64 711.49 707.94 88.57 796.51 633.10 68.25 701.35
Asamblea Nacional 158.90 15.28 174.18 165.39 15.28 180.67 150.14 15.28 165.43
Corte Suprema de Justicia 274.62 25.00 299.62 314.72 37.58 352.30 274.62 25.00 299.62
Presidencia de la Rep6blica (sin SAS ni FSE( 134.98 26.48 161.46 137.48 30.34 167.82 134.98 25.:09 160.0731
Consejo Supremo Electoral 73.36 2.87 76.23 90.36 5.36 95.72 73.36 2.7 76.2



Statistical Annex B
Annex Table B.10 Nicaragua -- Central Government Budget and Expenditure by Sector, 2000

(Millions of Cordobas)

(Continued)

I PRESUPUESTADO | Presupuesto Modificado | EJECUTADO
Coffiente Capital Total I Coniente CaItal Total Corriente I Capital Total

Otros 491.10 79.36 570.46 647.81 116.85 764.65 491.10 94.36 585.46
Contraloria General de la Republica 30.91 0.00 38;91 41.41 3.86 45.27 38.91 0.00 38.91
Ministerio de Relaciones Extenores 173.07 27.93 200.99 214.66 30.50 245.17 173.07 32.93 205.99
Ministenode Hacienda yCrWdito Publico 187.28 23.82 211.10 299.57 52.88 352.44 187.28 33.82 221.10
Procuraduria General deJusticia 17.75 0.00 17.75 18.07 0.00 18.07 17.75 0.00 17.75

Direcci6n de Informaci6n y Prensa 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
ConseosayGobiernos Reg. Aut6nomosAtl)nfic 28.51 27.61 56.12 28.51 29.61 58.12 28.51 27.61 56.12
Aporte Parlamentario C.A. 25.45 0.00 25.45 25,45 0.00 25.45 25.45 0.00 25.45
CONADES 0.94 0.00 0.94 0.94 0.00 0.94 0.94 0.00 0.94
Concesi6n de Prestamos 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Conversi6n Ocupacional 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Radio Nicaragua 1.80 0.00 1.80 1.80 0.00 1.80 180 0.00 1.80
Comisiones pro Transacciones Bancarias 2.40 0.00 2A0 2.40 0.00 2.40 2.40 0.00 2.40
Cuota a Organismos Intemacionales y PNUD 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Plan de Movilidad Laboral / Plan de Reconvers 15.00 0.00 15.00 15.00 0.00 15.00 15.00 0.00 15.00

OTROS 1 2.29 28.40 30.69 3.42 156.84 160.25 0.00 0.00 0.00
Fondos de Conlravalor 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Imprevistos 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Transf. a Empresas / Partidas no Asig. sin desc 2.29 28.40 30.69 3.42 156.84 160.25 0.00 0.00 0.00
Plan Especial de Retiro 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Subsidios y Aportes 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

TOTAL GASTOS 6,784.82 6,305.95 13,090.77 7,114.53 7,415.48 14,530.01 5,924.63 6,054.25 11,978.88

Source: Ministeno de Hacienda y Credito Publico
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Annex Table B.1 1 Nicaragua -- Central Government Budget and Expenditure by Sector, 2001

(Millions of Cordobas)

j PRESUPUESTADO | Presupuesto Modificado
Corriente Capital Total Corriente I Capital Total

SERVICIOS SOCIALES 3084.73 2607.35 5692.08
Educaci6n 1531.86 1268.48 2800.34
Ministerio de Educaca6n, Cultura y Deporte 984.05 1165.21 2149.26

MECD Gastos Propios 983.76 1165.21 2148.97
Instituto Nicaragoense de Culture 0.00 0.00 0.00
Teatro Nacional Ruben Dario 0.30 0.00 0.30
Instituto de Juventud y Deportes 0.00 0.00 0.00
Universidades y Centros de Educaci6n Superior 526.80 60.00 586.80

gastos propios -Universidades 0.00 0.00 0.00
becas y ayudas -Universidades 0.00 0.00 0.00

INATEC 6.63 43.27 49.90
INAP 0.00 0.00 0.00
Instituto Tecnol6gico Nacional [INTECNA] 14.38 0.00 14.38

Salud 1378.98 510.74 1889.71
Ministerio de Salud 1378.98 510.74 1889.71

Vivienda 0.00 71.97 71.97
INVUR I Banco de la Vivienda de Nicaragua 0.00 71.97 71.97

Otros 154.45 756.16 910.61
MAS / Secretaria de Acci6n Social 12.82 68.12 80.94

Ministerio del Trabajo (sin INATEC) 23.64 0.00 23.64

Ministeric de la Familia 63.31 106.78 170.10
Gastos Propios -MIFAMILIA 58.27 102.19 160.46
Instituto Nicaragaense de la Mujer 5.04 4.59 9.64
Fondo Nic. de la Ninez -FONIF 0.00 0.00 0.00
FISE 0.00 91.48 91.48
Fondo Social de Emergencia [FSE] 0.00 45.62 45.62
Instituto Nacional de Seguridad Social [INSS] 22.32 0.00 22.32

Instituto Nicaraguense de Fomento Municipal 14.87 243.00 257.87
Alcaldias Municipales 17.50 70.00 87.50
ENACAL 0.00 131.15 131.15

Otros 19.44 0.00 19.44
Cruz Roja 0.67 0.00 0.67
Instituto de Atenci6n a las Victimas de Guerra 0.00 0.00 0.00
Consejo Nacional de Lucha Contra las Drogas 2.27 0.00 2.27
Procuraduria de Derechos Humanos 13.00 0.00 13.00
Comision Nac. Apoyo al Combatiente 0.00 0.00 0.00
Instituto Nic. de Repatriad6n 0.00 0.00 0.00
Apoyo a los Discapacitados 0.00 0.00 0.00
Instituciones Beneficas 3.50 0.00 3.50

INFRAESTRUCTURA Y PRODUCCION | 489.581 2992.061 3481.641 1
Actividades Primarias 155.65 1127.53 1283.18
Ministerio Agropecuario y Forestal 132.04 329._ 461.48

Instituto Nicaraguense de TecnolOgia Agropecuaria (It1 36.57 71.07 107.64
Instituto Nicaraguense de Reforma Agraria 0.00 0.00 0.00

Gastos Propios MAG 95.47 258.37 353.84
Ministeris de Ambiente y Recursos Naturales 21.36 210.43 231.78

IDR (PNDR) 2.25 587.67 589.92
CONAGRO 0.00 0.00 0.00

IndustriayComercio 220.77 113.28 334.04
Ministerio de Fomento, Industria y Comercio 84.60 26.04 110.64

Instituto Nacional de Estadisticas y Censos 4.39 87.24 91.63
Certificado de Beneficio Tributario / Reintegro % 131.78 0.00 131.78

Construcci6n y Transporte 102.96 1483.43 1586.39
Ministerio de Transporte e Infraestructura 73.50 1411.04 1484.54

Instituto NicaragUense de Estudios Territoriates 29.46 48.06 77.52
ENAP 0.00 24.34 24.34

Otros 10.20 267.82 278.02
Correos de Nicaragua 7.20 0.00 7.20
ENEL 0.00 100.82 100.82
INE 0.00 0.00 0.00

Comisioin Nacional de Energia 3.00 167.00 170.00
DEFENSA Y SEGURIDAD 1 833.61 104.47 938.08
Ministerio de Defensa 358.52 30.48 389.01
Ministerio de Gobernaci6n 475.09 73.99 549.07
SERVICIOS GENERALES 2007.09 183.69 2190.78
Poderes del Estado 1207.75 63.82 1271.57
Asamblea Nacional 174.64 3.95 178.59
Corte Suprema de Justicia 363.94 28.64 392.58
Presidencia de la Republica (sin SAS ni FSE) 145.98 31.22 177.21

Consejo Supremo Electoral 523.19 0.00 523.19



Statistical Annex B
Annex Table B.11 Nicaragua - Central Government Budget and Expenditure by Sector, 2001

(Millions of Cordobas)

(Continued)

| PRESUPUESTADO | Presupuesto Modificado
I Corriento Capital | Total I Corriente Capital Total

Otnos 799.33 119.88 919.21
Contraloria General de la Republica 64.09 0.00 64.09
Ministerio de Relaciones Exteriores 261.73 0.00 261.73
Ministerio de Hacienda y Credito Publico 360.52 88.88 449.40
Procuraduria General de Justicia 24.15 0.67 24.82

Direccion de Informacion y Prensa 0.00 0.00 0.00
Consejos y Gobiemos Reg. Aut6nomos Atlantico Norte 39.54 29.81 69.35
Aporte Parlamentario C.A. 24.82 0.00 24.82
CONADES 1.12 0.08 1.20
Concesi6n de Prestamos 0.00 0.00 0.00
Plan de Conversi6n Ocupacional 15.00 0.00 15.00
Radio Nicaragua 5.37 0.44 5.81
Comisiones pro Transacciones Bancarias 3.00 0.00 3.00
Cuota a Organismos Internacionales y PNUD 0.00 0.00 0.00
Plan de Movilidad Laboral I Plan de Reconversion Lab 0.00 0.00 0.00

OTROS i 16.84 170.50 187.34
Fondos de Contravalor 0.00 0.00 0.00
Imprevistos 5.00 0.00 5.00
Transf. a Empresas / Partidas no Asig. sin descripcion 11.84 170.50 182.34
Plan Especial de Retiro 0.00 0.00 0.00
Subsidios y Aportes 0.00 0.00 0.00

TOTAL GASTOS 8,296.61 7,775.63 16,072.24

Source: Ministerio de Hacienda y Credito Publico
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(Continues)

Annex Table C.1: Nicaragua -- Central Government Social Spending by Sector, 1991-2001

concepto 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Prelim Budget

(in current C$ millions)
Total Sociai Spenditng 766.7 923.9 1,201.40 1,463.30 1,644.00 1,833.90 2,070.00 2,263.50 4,127.10 4,811.20 5,760.10

Education 379.7 459.7 528 673.5 698.5 791.9 1,006.40 1,124.30 1,768.90 1,986.60 2,801.80

Health 314.1 383 436.4 575.8 644.7 714.6 766.1 828.4 1,419.70 1,758.70 1,889.70

Water & Sanitation 15.4 19.7 11.5 0 27.3 37.1 58.5 53.4 82 125.3 131.2

Housing 1.2 1.4 36.4 0 0.5 0.8 0 0 67.6 127.3 139.8

Social Protection 36.4 34.1 159.1 143.5 156.5 159.3 135.3 123.2 293.2 352.4 313

Local Development 9 14.7 18.3 58.6 104.2 118.7 91.3 116 467.6 397.8 441.5

Other Social 11 11.3 11.6 11.9 12.4 11.5 12.4 18.2 28 63 43

Relative Structure (in %)
Total Social Spending 100 100 100 100 100 100 100 100 100 100 100

Education 49.5 49.8 44 46 42.5 43.2 48.6 49.7 42.9 41.3 48.6

Health 41 41.5 36.3 39.4 39.2 39 37 36.6 34.4 36.6 32.8

Water & Sanitation 2 2.1 1 0 1.7 2 2.8 2.4 2 2.6 2.3

Housing 0.2 0.1 3 0 0 0 0 0 1.6 2.6 2.4

Social Protection 4.7 3.7 13.2 9.8 9.5 8.7 6.5 5.4 7.1 7.3 5.4

Local Development 1.2 1.6 1.5 4 6.3 6.5 4.4 5.1 11.3 8.3 7.7

Other Social 1.4 1.2 1 0.8 0.8 0.6 0.6 0.8 0.7 1.3 0.71
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Annex Table CA1: Nicaragua -- Central Government Social Spending by Sector, 1991-2001

concepto 1991 1992 1993 1994 1995 1996 1997 1995 1999 2000 2001
Prelim Budget

PIB nominal (mill. 0$) 7,424.60 9,217.20 11,053.10 12,310.60 14,246.80 16,661.40 19,126.50 22,499.50 26,782.10 30,342.00 33,822.00

Social Sepending as % of the PIB
Total Social Spending 10.3 10 10.9 11.9 11.5 1 1 10.8 10.1 15.4 15.9 17

Education 5.1 5 4.8 5.5 4.9 4.8 5.3 5 6.6 6.5 8.3

Health 4.2 4.2 3.9 4.7 4.5 4.3 4 3.7 5.3 5.8 5.6
Water & Sanitation 0.2 0.2 0.1 0 0.2 0.2 0.3 0.2 0.3 0.4 0.4

Housing 0 0 0.3 0 0 0 0 0 0.3 0.4 0.4

Social Protection 0.5 0.4 1.4 1.2 1.1 1 0.7 0.5 1.1 1.2 0.9
Local Development 0.1 0.2 0.2 0.5 0.7 0.7 0.5 0.5 1.7 1.3 1.3

Other Social 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.1

Spending GC1/ (mill. 0$) 2,134.10 2,732.10 3,418.80 4,246.60 4,817.50 5,566.30 6,525.60 7,640.80 11,254.50 11,734.40 15,581.90

Social Spending as % of the GOl Spending/
Total Social Spending 35.9 33.8 35.1 34.5 34.1 32.9 31.7 29.6 36.6 41 37

Education 17.8 16.8 15.4 15.9 14.5 14.2 15.4 14.7 15.7 16.9 18

Health 14.7 14 12.8 13.6 13.4 12.8 11.7 10.8 12.6 15 12.1

Water & Sanitation 0.7 0.7 0.3 0 0.6 0.7 0.9 0.7 0.7 1.1 0.8

Housing 0.1 0.1 1.1 0 0 0 0 0 0.6 1.1 0.9

Social Protection 1.7 1.2 4.7 3.4 3.2 2.9 2.1 1.6 2.6 3 2

Local Development 0.4 0.5 0.5 1.4 2.2 2.1 1.4 1.5 4.1 3.4 2.8

Other Social 0.5 0.4 0.3 0.3 0.3 0.2 0.2 0.2 0.2 0.5 0.3

1/ Central Government Spending (including Debt Service)
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Annex Table C.1: Nicaragua -- Central Government Social Spending by Sector, 1991-2001

concepto 1991 1992 1993 1994 1995 1996 1997 1998 1999 Prelir 2001e

Exchange Rate 4.5 5 6.12 6.72 7.53 8.44 9.45 10.4 11.9 12.7 13.4

Spending in US$ (millones)
Total Social Spending 170.4 184.8 196.3 217.7 218.3 217.4 219.1 217.6 346.8 378.8 429.9

Edurcation 84.4 91.9 86.3 100.2 92.8 93.9 106.5 108.1 148.7 156.4 209.1

Health 69.8 76.6 71.3 85.7 85.6 84.7 81.1 79.7 119.3 138.5 141

Water & Sanitation 3.4 3.9 1.9 0 3.6 4.4 6.2 5.1 6.9 9.9 9.8

Housing 0.3 0.3 6 0 0.1 0.1 0 0 5.7 10 10.4

Social Protection 8.1 6.8 26 21.4 20.8 18.9 14.3 11.8 24.6 27.8 23.4

Local Development 2 2.9 3 8.7 13.8 14.1 9.7 11.2 39.3 31.3 32.9

Other Social 2.4 2.3 1.9 1.8 1.6 1.4 1.3 1.7 2.4 5 3.2

Population (thousands) 3,937.40 4,054.40 4,174.90 4,298.90 4,426.70 4,548.80 4,674.20 4,803.10 4,936.60 5,072.40 5,211.80

per capita spending in US$
Total Social Spending 43.3 45.6 47 50.6 49.3 47.8 46.9 45.3 70.3 74.7 82.5

Education 21.4 22.7 20.7 23.3 21 20.6 22.8 22.5 30.1 30.8 40.1

Health 17.7 18.9 17.1 19.9 19.3 18.6 17.3 16.6 24.2 27.3 27.1

Water & Sanitation 0.9 1 0.5 0 0.8 1 1.3 1.1 1.4 1.9 1.9

Housing 0.1 0.1 1.4 0 0 0 0 0 1.2 2 2

Social Protection 2.1 1.7 6.2 5 4.7 4.2 3.1 2.5 5 5.5 4.5

Local Development 0.5 0.7 0.7 2 3.1 3.1 2.1 2.3 8 6.2 6.3

Other Social 0.6 0.6 0.5 0.4 0.4 0.3 0.3 0.4 0.5 1 0.6

Nota: Institutional spending details are presented in Anex 4
Source: personal elaboration with figures taken from MHCP and Central Bank of Nicaragua.
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Annex Table C.2: Central Government Social Spending by Sector and Institutions, 1991-2001
(Figures in millions of Cordobas)

concept 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Prelim Budget

TOTAL SOCIAL 766.7 923.9 1,201.40 1,463.30 1,644.00 1,833.90 2,070.00 2,263.50 4,127.10 4,811.20 5,760.10

MINISTRY OF EDUCATION, CULTURE AND SPORTS 379.7 459.7 528 673.5 698.5 791.9 1,006.40 1,124.30 1,768.90 1,986.60 2,801.80
Ministerio de Educaci6n,Cultura y Deporte (MECD) 242.3 274.5 298.4 416 433 514.7 677.9 730.3 1,277.40 1,413.20 2,109.90
Universidades y centros educ. superior 102.9 126.2 158.8 174.9 183.8 210.2 282.1 349.4 420.7 490.4 586.8
Instituto Nacional Tecnol6gico (INATEC) 12.7 28.2 27.7 28.8 29.6 23.4 12.5 12.1 34.3 47.2 49.9
INAP e INTECNA2/ 2.4 2.5 4.3 3.9 2.7 3.6 3.8 0 2 2.5 14.4
Instituto Nicaraguense de Juventud y Deportes 11.3 19.9 22.2 26.3 13.9 14.2 9.8 10.9 9.3 9.3 10.3
Instituto Nicaraguense de Cultura 6 8.2 16.7 23.4 30 21.1 14.4 21.6 17.4 19 19.7
Academia NicaragOense de la Lengua 0 0 0 0 0 0 0 0 0.5 n.d. 0.3
Teatro Municipal de Leon 0 0 0 0 0 0 0 0 0.5 n.d. 0.3
Academia de Geografia e Historia de Nicaragua 0 0 0 0 0 0 0 0 0 0 0.5
Museo Archivo Ruben Dario - 0 0 0 0 0 0 0 0 0.3 n.d. 0.3
Foro Nicaraguense de la Cultura 0 0 0 0 0 0 0 0 0 0 0.3
Comite Olimpico / campo deportivo 0 0 0 0 0 0 0 0 1 0 0
Teatro Nacional Ruben Dario 2.2 n.d. n.d. n.d. 5.3 4.8 6 n.d. 5.5 4.9 9.4

HEALTH 314.1 383 436.4 575.8 644.7 714.6 766.1 828.4 1,419.70 1,758.70 1,889.70
Ministerio de Salud - MINSA 314.1 383 436.4 575.8 644.7 714.6 766.1 828.4 1,419.70 1,758.70 1,889.70

POTABLE WATER AND BASIC SANITATION 15.4 19.7 11.5 n.d. 27.3 37.1 58.5 53.4 82 125.3 131.2
Empresa Nac. de Acueductos y Alcantarillados3/ 15.4 19.7 11.5 n.d. 27.3 37.1 58.5 53.4 82 125.3 131.2

1/ In 2001 the Nicaraguan Institutes of Youth, Sports and Culture and the National Theater Ruben Dario are transference exciuded.
2/ The Public Administration Institute (INAP) until 1997 and the National Tecnology Instute (INTECNA) from 1999.
3/ Previously the Nicaraguan Institute for Water and Sanitation



Statistical Annex C
(Continues)

Annex Table C.2: Central Government Social Spending by Sector and Institutions, 1991-2001
(Figures in millions of Cordobas)

concept 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Prelim Budget

HOUSING 1.2 1.4 36.4 n.d. 0.5 0.8 n.d. n.d. 67.6 127.3 139.8
BAVINIC/INVUR 1.2 1.4 36.4 n.d. 0.5 0.8 n.d. n.d. 16 127.3 72
Programas de vivienda de la Presidencia 0 0 0 0 0 0 0 0 51.6 n.d. 67.8

SOCIAL PROTECTION 36.4 34.1 159.1 143.5 156.5 159.3 135.3 123.2 293.2 352.4 313
Instituto Nicaraguense de Seguridad Social (Social Security) 27.7 31.6 15.7 n.d. 9.6 3.7 3 3 2.7 4.1 22.3
Secretaria de Coord. Accion Social (excl. viv.) (SAS) 0 0 0 0 0 0 0 16.6 63.3 101.5 34.6
Ministerio de Acci6n Social (MAS) 0 0 143 143.5 144.9 141.5 108.2 56.3 0 0 0
Fondo Nicarag. dela Niiiezyla Familia (FONIF) 0 0 0 0 0 11.8 19.4 20 0 0 0
Ministerio de la Familial/ (MIFAM) 0 0 0 0 0 0 0 9.5 143.3 209.5 160.5
Fondo Social de Emergencia (Presidencia) 0 0 0 0 0 0 0 14.9 59.8 31.8 45.6
Red de proteccion social FISE 0 0 0 0 0 0 0 0 0 n.d. 28.9
Instituciones beneficas 0 0 0 0 0 0 3.1 0 3.8 0 3.5
Cruz Roia Nicaraguense n.d. n.d. 0.5 n.d. 0.4 0.4 0.4 0.4 0.4 0.4 0.7
Consejo Nacional de Lucha contra las Drogas 0 0 0 0 0 0 0 0 2 2 2.3
Sist. Nac. de Prev., Miti. y Atenc. Desastres Nat. 0 0 0 0 0 0 0 0 0 0 5
NICARAGUA WOMEN FOUNDATION 0 0 0 0 0 0 0 0 0 0 0.1
Emergencia Huracan Mitch (donaciones) 0 0 0 0 0 0 0 0 14.2 0 0
Instituto Nicaraguense de la Mujer 0.2 1.1 n.d. n.d. 0.9 1.2 1.2 1.9 3.7 3.2 9.6
Inst. de Atenci6n a las Vicbmas de Guerra 0 0 0 0 0.7 0.7 n.d. 0.7 0 0 0
Comisi6n Nac. Apoyo al Combatiente 4.2 0 0 0 0 0 0 0 0 0 0
Instituto Nic. de Repatriaci6n 4.2 0 0 0 0 0 0 0 0 0 0
Apoyo a los Discapacitados 0 1.5 0 0 0 0 0 0 0 0 0

1/ In 2001 the transfers are excluded for Instituto Nicaraguense de la Mujer



Statistical Annex C

Annex Table C.2: Central Government Social Spending by Sector and Institutions, 1991-2001
(Figures in millions of Cordobas)

Concept 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Prelim Budget

LOCAL DEVELOPMENT 9 14.7 18.3 58.6 104.2 118.7 91.3 116 467.6 397.8 441.5
Instituto Nicaraguense de Fomento Municipal 9 14.7 18.3 58.6 81.7 87.3 54.7 73 343.1 310.4 257.9
Alcaldias Municipales 0 0 0 0 0 0 0 0 25.5 24 88.5
Fonda de Inversi6n Social de Emergencial/ 0 0 0 0 22.6 31.4 36.5 43 98.9 63.4 62.6
Proyecto de Apoyo a las Comunidades 0 0 0 0 0 0 0 0 0 0 32.6

OTHER SOCIALS 11 11.3 11.6 11.9 12.4 11.5 12.4 18.2 28 63 43
Ministeriodel Trabajo(excluyendo INATEC) 10.9 11.3 11.6 11.9 12.4 11.5 12.4 18.2 22.2 43 23.6
Procuraduria de Derechos Humanos 0.1 0 0 0 0 0 0 0 5.2 20 13
Consejo Nac. de Planificaci6n Economica Social 0 0 0 0 0 0 0 0 0 0 2.9
Iglesias (varas) 0 0 0 0 0 0 0 0 0 0 1.5
Fundex 0 0 0 0 0 0 0 0 0 0 0.7
CIEDEM 0 0 0 0 0 0 0 0 0 0 0.3
FAZOONIC 0 0 0 0 0 0 0 0 0 0 0.3
UPONIC 0 0 0 0 0 0 0 0 0 0 0.3
Bomberos de Granada 0 0 0 0 0 0 0 0 0 0 0.1
Asociaci6n Civil Acidemas de Masatepe 0 0 0 0 0 0 0 0 0 0 0.3
Santuario de Esquipulas 0 0 0 0 0 0 0 0 0.2 0 0
Asociacd6n de Productores de Jiquina de Jinotega 0 0 0 0 0 0 0 0 0.4 n.d. 0.3

1/ Indudes FISE activities related to descentralization and local development. Other FISE acfivities (e.q., water sanitation, health infrastructure, etc.) are included under the other social sectors.
Source: Ministero de Hacienda y Credito Publico.


