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1. Abstract 
Political ideologies translate into both rhetoric and actual economic policy, and both are important 

factors for explaining economic development such as foreign direct investment and the distribution of 

growth. In Nicaragua, the government calls itself “socialist”, but neither local big business nor rating 

firms or foreign investors seem to be anxious. In this thesis, an attempt is made to define and measure 

characteristics of economic ideologies, and to analyse them in a country context. 

Factors are identified that would be characteristic for a “leftist” or to a “rightist” ideology, and then 

translated into measurable indicators, used to analyse the rhetoric, planning and legislation in 

Nicaragua. Actual outcomes are compared with previous liberal and socialist regimes. The result 

indicates that the actual economic policy of the current “marxist” government can be described as 

liberal or mildly social democratic. A similar analysis, made of IMF and Moody’s show that their 

assessments are based on liberal theory.  

One cause for this discrepancy between rhetoric and economic policy may be that no option is 

available in the globalised context with its unequal distribution of resources and power.  

 

Keywords: “leftist” and “rightist” ideologies and economic policy, income distribution, inequality, 

macro-economic indicators. 

2. Introduction, objective and methods 
The research issue for this thesis came up through a surprise. In 2010, Moody’s rating institute 

improved its evaluation of Nicaragua’s credit worthiness during a regime that described itself as 

socialist and revolutionary, and which, a few years earlier, Moody’s itself had described as Marxist. 

And yet, a widely held opinion among the general public – often reinforced by media – is that private 

business favours liberal governments and their politics rather than conservative or, in particular, left-

wing governments. This is especially believed to be the case among big business and foreign 

investors. But is it true? And is a “leftist” government more interested – and successful – in reducing 

poverty and increasing equity in the country? The main objective of this thesis is to contribute to the 

development of a tool that analyses whether political rhetoric used by a government – as well as by its 

opponents, investors and other decision-makers in the field of economy and business – corresponds to 

the economic policy actually implemented by the country. The rationale is that a causal relation can be 

expected between, on one hand, the stated political ideology of a government and, on the other hand, 

the rhetoric and actual economic policy of that government. Also, a causal relation should be expected 

between both the rhetoric and the implemented policy on one hand, and the assessment of important 

market actors (such as rating firms and investors) and economic development on the other. This thesis 

aims at investigating those relationships. 
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In order to do this, “right” and “left” in terms of ideology in the economic field must first be 

identified. These descriptions lead to expectations of how a general ideology is translated into 

economic policy, and how this will influence a number of indictors.  

The economic development of countries is evaluated by financial institutions as well as by credit 

rating institutes. Are they likely to be influences by rhetoric, or do they adopt a strictly factual analysis 

approach? Perhaps even more importantly, the development is also “evaluated” by economic decision-

makers, such as investors, through their actual behaviour. Is there a relationship between a 

government’s rhetoric and foreign direct investment?  

In order to analyse the path from a stated ideology and how it translates into economic policy, to 

the effects this policy has had on the country’s development, and how all this has been evaluated by 

institutions and decision-makers, the tool is applied to a country: Nicaragua. There are several reasons 

why Nicaragua has been chosen as an example in this thesis. First, there have been several changes 

between “liberal” and “socialist” regimes during the past 35 years. This offers a possibility to study 

changes over time. Second, the evaluation of Moody’s appears to be contrary to the general beliefs 

about “leftist” governments being seen as incompatible with what is good for business and credit 

worthiness.  

This is a purely empirical thesis, using certain theory to build an analytical tool, which should 

contribute to a better understanding of the relationship between politics and economy. The sources of 

information consist of literature and academic articles for the identification of “right” and “left”. 

Rhetoric is analysed using information material from the current governing party. For the analysis of 

any correspondence between ideology and economic policy, development plans as well as some 

legislation in relevant fields, is used. The actual outcome is described using official statistics as well as 

scientific reports. Evaluation is analysed through reports from a rating institute, several international 

financial institutions, and interviews with both government officials and representatives of the 

business sector, as well as some statistics. Any problems with availability, reliability and relevance of 

the sources of information are brought up in section “5.1 Discussion”. In that section, the tool and its 

indicators will also be discussed and put into a wider context of the prevalent economic theory and its 

possible shortcomings. Due to restrictions on volume, cuts have been made in this final version. This 

mainly affects sections 3 and 4.2, and Annex 2. 

3. Identification of left – right politics 

After a presentation of various aspects that differentiate “rightist” from “leftist” ideologies, an attempt 

is made to capture these aspects in the form of a number of measurable indicators. The analytical tool 

is then applied empirically to Nicaragua. 

 

General discussion 

Basic conflicts in economic policy have traditionally been around two issues: 

- The scope of public (government) versus private responsibility 
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- The priority between fighting inflation or unemployment. 

A liberal ideology will mostly prefer a small government, and prioritise low inflation, whereas 

ideologies that make the opposite choice may be labelled as “leftist”. [Möller 2011] 

When discussing public versus private responsibility for the delivery of goods and services, there 

are mainly four aspects to consider: 

- Ownership 

- Regulations 

- Financing 

- Production  

[Lundqvist 1998]. To this can be added the issue of externalities.  

Ownership should be discussed both for the supply side and for the demand side. Government 

institutions include both public administration and state-owned enterprises, the difference being their 

funding source: appropriations (originating in tax revenue) versus revenue from sales. “Privatization” 

of demand could be a shift from one to the other through tax cuts (but not through privatizing 

ownership) or through issuing “vouchers” to be spent on publicly owned services. State enterprises are 

special in that the state is a political organisation with a different incentive system. [Balcerowicz 1995] 

In international comparisons, “leftist” countries, where workers’ parties and trade unions have been 

strong, there is a tendency for tax proportion of GDP to be high, and for income distribution 

mechanisms through social security systems. The ratio of people living in poverty is low in 

comparison with average income and also in absolute numbers. [Lipset 2000] 

According to George [2013], a turn-point decade in terms of liberal capitalism gaining wide 

recognition was the 1980’s, when the so-called Reaganomics gained recognition in almost all Western 

societies – and, through international trade, globalisation, international financial institutions and 

development cooperation, also by most other economies. This has been confirmed by the study “What 

do rich people do with their money”. According to this study, three sets of changes were made to 

overcome the “stagflation” of the 1970s: privatisation of public authorities, deregulation especially of 

financial markets, and deliberate efforts to increase the gap between the richest and the rest. The 

rationale for this was that since the richest would not be able to consume more, they would use 

increased income for productive investment, which would lead to increased growth and decreased 

unemployment. After 30 years with this policy it may be concluded that gaps have, indeed, widened, 

but that the rich have invested in financial assets, which – along with deregulations – has led to credit 

bubbles and financial crises. [Scocco 2013] 

Although none of the theory sources explicitly deal with formal versus informal labour markets, it 

would seem logic for neo-liberal capitalism to be less interested in formalising labour market since 

this would potentially lead to workers – as well as possibly employers – becoming more organised and 

also included into the taxation and social security systems. Emphasising the individual’s liberty over 

social equity would logically lead to each one working, or having work done, according to prevailing 
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conditions in a free and competitive market. Formalising this market would, consequently, risk 

introducing rigidities that would reduce its efficiency. [no source] 

In recent years, the increase in capital mobility (including remittances) and in multinational 

corporations has had effects in the national tax systems. This is a consequence of both deregulation 

(on the liberal agenda) and of technical advances that have facilitated both transportation and financial 

transfers. In order to become more competitive for multinational investors – and/or to avoid domestic 

investors moving abroad – national governments have had to look into their tax rates and tax practices 

as well as the predictability of the tax system in this new context. Also, how tax revenue is used – for 

the benefit of its citizens, or of potential or actual investors – has become an issue with additional 

angles in the short and long term. [Martner 2008] 

 

Liberal capitalism 

In the eighteenth century, the enlightenment period with Isaac Newton and John Locke proclaimed 

that natural laws and rights govern not only nature but also society at large. This led to a focus on self-

interested individualism and on the protection of private property. Only government could deprive 

individuals of their liberty and property. Adam Smith transformed the virtues of natural law into the 

requisites of capitalism, including the rights of owners of land and capital to receive rents and profits – 

the interests of workers and landlords were harmonized by the process of natural prices and capital 

accumulation (through specialization and savings) favouring growth. The market mechanism was the 

“invisible hand” of self-interest and competition that would result in an efficient and effective society. 

The role of government should be limited to military security, the administration of justice, and public 

works that would be privately unprofitable – but Smith was also opposed to monopolies.  [Canterbery 

2001] 

The role of a government should be limited to upholding law and order (including property rights) 

as well as other rules for the economic game and contractual obligations; to promoting competition 

and providing a monetary system; to counteracting externalities and to supplementing private 

philanthropy and the family in protecting the irresponsible (children or the insane). Examples of 

activities that should not be undertaken by government are: agricultural subsidies and import duties, 

control of production and house-rents, minimum wages or maximum prices. Exchange rates should be 

determined through private transactions without government intervention – thereby no restrictions on 

foreign trade such as import quotas would be needed. [Friedman 1969] 

The nucleus of liberal philosophy is the dignity of the individual, his right to freely make the 

outmost use of his ability and his opportunities in the way he himself finds best, provided that he does 

not intrude on other individuals’ rights in the same respect. This means a belief in equality and in 

every individual being different. There is a sharp line between, on one hand, the demand for equal 

rights and opportunities, and on the other hand purely material equality or the levelling out of results. 

Examples of mechanisms that promote equality are the absence of monopolies, and the free market. 
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However, equality is a by-product of a free society, not a goal in itself, and in the choice between 

freedom and equality, a liberal will choose freedom.  [Friedman 1969] 

An economic system of capital ownership and investment opportunities can also exist in a 

command economy. A liberal market economy, by contrast, is characterised by free competition based 

on the right to use one’s property, the freedom to negotiate, to conclude agreements and to start up 

business activities. Individual liberty in the economy is key. Capitalists that join forces with the 

government may be a threat to the free market. [Norberg 2001] 

 

Neo-liberal capitalism 

The so-called Chicago school with M. Friedman supports the idea of the economy functioning 

according to “natural laws”, and the homo oeconomicus, the rational individual acting only in self-

interest. These libertarians claim that government should leave as much as possible to be solved by the 

market forces alone. Monetary policy is the only exception: the central bank should expand money 

supply at a rate equal to the non-inflationary growth potential of the economy – all other forms for 

intervention (regulations, taxation, spending) would interfere with the proper functioning of the 

markets. Other parts of the “Reaganomics”, devised to counteract the combined challenge of inflation 

and recession from the late 1970’s, were opposition against taxation and against government 

suppressing entrepreneurs. The focus was on the supply side and price stability. [Canterbery 2001] 

According to neo-liberals, high and nominally progressive income taxes have led to increased 

differences in pre-tax income, to less willingness to work (and thereby reduced productivity), and to 

inequity through different ways to avoid paying taxes. Effects on income equity have been 

unpredictable and small (although difficult to measure). If the motive for income tax is to finance 

government activities, this could be better achieved through a distribution of the costs according to 

how individual taxpayers benefit from these activities. As a liberal, Friedman cannot accept the 

purpose of income redistribution since it contradicts individual freedom. Drastic cuts in tax rates, and 

a more generalised tax basis through a uniform taxation of all revenues above a certain threshold, 

would generate more tax revenue, be more equitable in details and result in less waste with resources. 

Corporate tax should be abolished, and replaced with uniform rates for shareholders’ income tax on 

dividends. [Friedman 1969] However, it would be better to use general taxes and subsidies for income 

redistribution than to interfere with prices. [Friedman 1984] 

The three demands often put forward by both the IMF and the WTO in negotiations at international 

fora or with governments in developing countries have been privatization, government deregulation 

and deep cuts to social spending. This economic ideology stresses free markets (“laissez-faire”). 

According to Friedman and Hayek, it is impossible to good with other peoples’ money. [Klein 2007] 

 

Social democracy 

In Adam Smith’s “Wealth of Nations”, growth had been a predominant concept, and he expected a 

continuous growth of the economy – and a continuous decline of profit and wages. By contrast, in the 



8 
 

mid-1800’s J.S. Mill saw the stationary state (which only needed to grow as much as the population) 

as the ultimate goal. He separated the science of production, including the “natural laws” of scarcity 

and diminishing returns, from the social rules governing the distribution of income and wealth. For 

Mill, the equitable distribution of income was more important than growth. Fierce competition among 

individuals would cease only when growth had ceased, and more noble pursuits would replace the race 

for success in the marketplace. Mill saw increased equality (distribution) as much more important in 

economically advanced nations. It should therefore be up to society to expropriate or tax in order to 

redistribute or subsidise – a “benevolent socialism” through reform. However, with the positivist 

revolution in the 1930’s, interpersonal comparison of well-being was considered impossible, and only 

objectively measurable growth began to be used to judge the success of an economy. [Canterbery 

2001] 

It can be argued whether J.M. Keynes  should be considered a liberal capitalist or a social 

democrat, but seeing that private consumption and business investment was insufficient to reverse a 

negative business cycle after the great depression, he proposed the government to intervene through 

public infrastructure works and relief programmes – the beginning of social welfare systems – that 

would create jobs. The interventions, financed through government budget deficits that expanded 

money supply, were aimed at increasing both consumption and savings that would, eventually, finance 

the initial investment (“the multiplier process”). Post-Keynesians stress the distribution of income and 

wealth. [Canterbery 2001] 

The historical achievements of post-war social democracy in Western Europe include universal 

welfare, high quality public services, and the social investment state. 1945-70 was a period of social 

citizenship and a regulated capitalism that protected national populations from misfortune. For social 

democracy in Western Europe, rooted in manual working class and organised labour, Keynes provided 

the theoretical justification for redistribution, democratic control of the markets through state 

intervention, and the guarantee of citizens’ welfare throughout the life-course. This was closely linked 

to greater equality of income and wealth through redistribution tax and benefit policies, according 

priority to full employment, and committed to the welfare state and managed market economies. 

[Cramme 2012] 

The goal of economic egalitarianism was eagerly embraced by social democrats in the 1950s and 

1960s as redistribution offered a clearer route to the just society than nationalisation of the means of 

production (traditionally a socialist concern with public ownership). After the financial crisis in 2008-

9 it was widely seen as legitimate to undertake strong government intervention stabilising the banking 

system, supporting the wider economy and protecting citizens from global economic storms. However, 

globalisation erodes the steering capacities of the nation-state. If the state shrinks back, the family or 

markets must be able to step in. Social democrats have a traditional preference for collective remedies 

based on state power. They distrust market-based solutions and tend to regard the family as 

inequitable. [Cramme 2012]  



9 
 

Socialism/communism 

In the same year as J.S. Mills’ Principles was published and several revolutions broke out all over 

Europe, Marx and Engels published the Communist Manifesto. On the basis of Hegel’s philosophy 

about thesis, antithesis and synthesis, Marx saw history as an inevitable class struggle from feudalism 

via mercantilism and capitalism to socialism/communism (these words were used interchangeably). 

Throughout all the previous phases of the economy, workers would receive less income than the value 

of what they produced, and the surplus value would become the profit of the owners of production 

capital. Ultimately, this would lead to monopolies – with governments focussed on protecting property 

rights of the rich – and to workers becoming alienated. Business cycles would become increasingly 

accentuated until the whole system collapsed or a revolution overturned it – whichever came first. 

[Canterbery 2001]  

Lenin (V. Uljanov) refined the theory about the necessary revolution, not just in industrialized 

countries but also in their colonies, “the periphery”. Nevertheless, in order to enhance agricultural 

production after the famine of the civil war, he allowed farmers to sell their produce in a relatively free 

market, and the government would only distribute the rest. This New Economic Policy was therefore a 

mix of market mechanisms and government intervention. Lenin’s successor, Stalin (J. Dzhugashvili), 

designed the communist mechanisms for economic development: agricultural cooperatives and five-

year plans to force industrialization. [Canterbery 2001]  

Institutional characteristics of socialism/communism are based on social ownership of the means of 

production as opposed of private ownership. According to early socialists (including Marx), the 

underlying reasons are that  

- property income (as opposed to labour income) is considered “unearned” and therefore 

illegitimate. 

- private ownership is a pre-requisite institutional basis for a free and competitive market, which 

is considered a wasteful and inefficient mode to coordinate an economy. Instead, the economy 

should be harmonized through conscious planning, rather than through Adam Smith’s 

“invisible hand” by the competition of selfish individuals. The planning doesn’t necessarily 

have to be centralized; it could also be based on cooperation between autonomous producers, 

but has proven less realistic in complex economies. Therefore, socialism is more likely to be 

achieved in market-less, centralized planning systems with government ownership. 

[Dembinski 1991] 

New policies were developed such as decentralisation models of production with centralised new 

investment (Poland, Hungary, Yugoslavia in 1960’s and 1970’s). “Socialist market economies” 

involved reforms to enhance efficiency through the introduction of genuine market mechanisms 

(including capital markets), while reserving socially owned means of production. Workers’ 

cooperatives are socially but not government owned – with some characteristics of socialism 

(ownership) but not others (central planning). [Balcerowicz 1995] 
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Another option was a reformed communism in which the country absorbs many market-type 

features with the help of dual-tracked reforms in the economic system: extensive controls over state-

owned enterprises but also with strong competitive pressure coming from within the public and/or 

private sectors. “Communist capitalism” involves the replacement of state allocation with the private 

market, possibly without any de-monopolisation of politics. [Poznanski 1992] 

Socialist ideals may be defined as the desired state of society, such as economic justice, fair 

distribution of income and wealth, and the removal of poverty. Some of these ideals may be fulfilled 

in other economic systems than socialist. Socialist economic systems should, however, be defined as 

certain types of country-wide arrangements, regulating economic life. [Krugman 2012] 

 

Indicators 

On the basis of this description of different tendencies in economic worldview the following indicators 

will now be used to follow-up economic policies and outcomes and their perceived importance for the 

respective tendency: 

 

 “Leftist” “Rightist” 

GDP Growth Important, but not crucial High priority 

Size of government Big in terms of service 

provision and/or redistributive 

transfers 

Small – for neoliberals as small 

as possible and mostly for 

monetary policy 

Inflation Historically high Fighting inflation is high 

priority 

Business climate Not a priority Priority 

Labour market informality and 

unemployment 

Fighting informality and 

unemployment is high priority 

Not a priority 

Foreign trade Government regulations and 

duties – smaller volumes 

Free trade, high volumes 

desired 

Foreign Direct Investment Historically low due to lack of 

confidence 

Historically high due to market 

confidence 

Debt Historically high to finance 

public sector deficit 

Priority to lower (“structural 

adjustment policies”) 

International reserves Historically lower due to less 

trade and FDI 

Historically higher due to focus 

on trade and FDI 

Taxes and subsidies High and progressive rates Low and regressive rates 

Social spending in gvt budget High Low 

Poverty High priority Lower priority due to 

individual’s responsibility 

Income distribution 

 

Intentional Not a policy 

Ownership of means of 

production 

Collective/government 

ownership and/or cooperatives 

favoured 

Persons or limited companies – 

government only in case of 

financial system failure 

Price mechanisms Can be regulated to influence 

supply or demand 

Determined by the market 

(possibly through taxes) 

 

These are measurable indicators that may be found in official statistics. Other important indicators that 

would be an important basis for the analysis would require a more qualitative review of, for example, 
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the content and scope of tax legislation. However, the ambition level of a Bachelor’s thesis has not 

allowed the inclusion of such indicators. 

4. The case of Nicaragua 
The analytical tool will now be used for an analysis of the development in Nicaragua: relevant parts of 

the political rhetoric, legislation and plans, and the resulting outcomes as a basis for a discussion, in 

section 5.1, about a possible causal chain. A historical background to explain the context in which 

these governments have worked, and how they have been perceived, is found in Annex 1. 

4.1 Political rhetoric 
 

The FSLN (Frente Sandinista de Liberación Nacional) was founded in 1961. The national liberation 

hero Augusto Sandino stated that only the workers and peasants were able to fight imperialism and its 

local politicians to the end, and in the economic, social and political conditions in which Nicaragua 

found itself, armed struggle was the only way to transform society in a revolutionary way.  

Nowadays things are different. The FSLN must 

1) organize the party for elections in order to get into government institutions and defend the 

victories over imperialism, which continues to control the world order 

2) continue to build national sovereignty through a  Latin American sovereignty (“second 

independence”)  

3) reform public institutions at local and national level in order to redistribute wealth and 

improve the social well-being of the population 

4) simultaneously handle the crisis in order for it not to fall on the impoverished masses 

The great lesson for the Left is that it is impossible to make a revolution work without a political 

majority. [Cooreo #25] 

The way forward now is  

1) To increase the degree of organization of the people through trade unions and cooperatives, as 

well as through direct, tripartite cooperation with the government and private sector 

enterprises in specified areas 

2) To mobilise the population in social areas to complement the government’s policies in these 

areas, such as preventive health care, citizen security, education and cleanliness – private 

sector enterprises should also participate through service to their workers 

3) To increase productivity of both capital and labour through disseminating good practices and 

experiences together with workers, small businessmen and enterprises 

4) To change the social profile of schools, colleges and universities 

In 1994 FSLN decided to abolish armed struggle, given the context of Nicaragua. [Correo # 25] 

Once in power again in 2007 after democratic elections, Ortega has constructed a new model for 

popular participation called “Councils of Citizens’ Power (CPC). A number of social programmes – 

No Hunger (the distribution of small cattle to poor women), No Usury (micro-credits), Houses for the 
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people (low-cost housing), among others – have channelled resources directly to the most needy. 

According to media, associated with the government, the economic results have created general 

confidence, including in the business class, traditionally hostile towards FSLN. [Correo #21] 

By planning, FSLN means to focus policies and public institutions on a certain production area 

(such as corn, red beans); and by corporative associativity, FSLN means groupings of producers 

according to economic or geographic area, similar trade unions on a national level, coordination of 

support organisations, both locally and at national level, coordination of programmes between govern-

ment institutions and groups of trade unions or producers. For example, food sovereignty policies 

focus on producers’ structural problems such as land tenure, access to credits and to new markets, 

price stabilization and macro-economic policies that avoid undesired instabilities. [Correo #24] 

FSLN incorporates the principles of Christianity, socialism and solidarity. [Correo #25] 

4.2 Rhetorics turned into legislation and plans 
 

Legislation 

In the constitutional revision, which is currently underways, the principles of Christianity, socialism 

and solidarity are inscribed into the Constitution. Socialist ideals are here defined as such that 

“promote the common good above individual egoism, searching for the construction of a more 

inclusive, just and equal society, and stimulating an economic democracy that redistributes the 

national resources and eradicates the exploitation between human beings.” [Exp. motivos,  p 26] 

The revision also legalises the new forms for direct democracy (CPC) and for the consensus 

building mechanisms between the government and the private sector. In terms of the latter, one of the 

country’s most important – and wealthiest – businessmen, Carlos Pellas, is quoted saying that “the 

alliance will contribute to a unity of criteria and actions into a political effort in terms of development 

and a search for a consensus that will create confidence in the business sector” [Exp motivos,  p 12] 

 

Development plans 

The new FSLN government, which took office in 2007, published a new poverty reduction strategy 

in 2008: the National Plan for Human Development (PNDH) for the period 2008-2012. It was 

followed by another PNDH 2012-2016 after Daniel Ortega had begun his second consecutive 

presidential term. In the first PNDH, the neo-liberal policies and lack of national sovereignty of the 

previous regime were criticized. An important focus of the plan is the new model for direct democracy 

(citizen power), as well as new forms for cooperation between producers, and conditions of fair trade.  

Although several new policies were proposed, there was also a stress on continuity: to maintain 

macro-economic stability, moderate inflation and sustainable public finances while ensuring the 

payment of public debts; to promote domestic and foreign private investment within a framework of 

adequate incentives; to ensure private ownership in order to strengthen market economy and continue 

implementing commercial agreements (CAFTA) – but also to enlarge the commercial zone with 

friendly countries through ALBA. [PNDH 2008-12] 
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Among new policies were: to “capitalise
1
” and ensure technical assistance to poor people in order 

to enhance their production capacity, to create financial instruments that favour small countryside 

producers, to ensure public services free of charge, and to include the poor in the solution of their own 

problems. At the same time, a continuous dialogue with big business around economic policies was 

maintained since 2006. Not only should pro-poor expenditure be increased, but also its quality and 

effectiveness. As for tax policy, exemptions and special treatment should be reduced, which would 

lead to more investment and a less regressive tax system. Resources for social expenditure would 

come mainly from debt reduction, tax revenue and unspecified external resources. [PNDH 2008-12] 

The current development plan (PNDH 2012-16) starts with defining a conceptual framework for 

the strategy: Christian values, socialist ideals and a practice of solidarity. In this context, the socialist 

ideals are described as bringing opportunities of self-realisation and production to everyone, and 

building a more equal society through the redistribution of income and wealth. This will be done 

through support – in the form of government programmes – to the poor and to small and medium 

business, among others universal education and health provided free of charge, “capitalization” of the 

poor, and subsidies to meet the basic needs of families  especially in terms of food. The model is also 

socialist because it builds Citizen Power as a way to mobilise the people with full participation in 

decisions as a form of direct democracy. [PNDH 12-16] 

The plan builds on macro-economic stability, although fiscal deficit will double from 0,9% to 1,8% 

– this will be financed through concessional external debt and domestic borrowing. Social spending 

will be prioritized. The tax system will become less regressive and cover new sectors, tax rates will 

adapt to Central American levels to increase competitivity, attract investment and stimulate 

employment, and tax collection will become more efficient. Overall, tax revenue will increase slightly 

as a share of GDP. As for monetary policy, continued focus will be on creating confidence in the 

currency and the financial system (including the continuing increase of foreign currency balances). 

Cooperation with multilateral financial institutions will continue, and the mechanism for coordination 

between the government and large producers will continue to be strengthened in order to solve the 

problems experienced by the sector, including legislation or bureaucracy. This can be seen as part of 

the Great Alliance between workers, producers, business and government with the support of interna-

tional partners, which was established by Daniel Ortega in 2010 with the objectives to ensure stability, 

investment and growth in the private sector, and create consensus around political decisions (including 

tax policy). The tripartite cooperation between government, workers and employers include wages and 

labour conditions, but are focused on the reduction of underemployment, strengthening of social 

security, the stability of employment in the medium and long term, and social dialogue. [PNDH 12-16] 

Foreign trade and investment will be facilitated, especially fair trade and cooperation with the 

ALBA partners. The policies to stimulate private investment include macro-economic stability, a 

                                                           
1
 A small sow or cow with initial ration of fodder and equipment is given to women in poor families in order for the family to 

get piglets to sell, milk etc. to make improved nutrition and/or increased income sustainable.  
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responsible fiscal policy, respect for private property, appropriate incentives to stimulate foreign direct 

investment, improvement of business climate, stability in national and citizen security, and 

institutional capacity in the administration of strategic projects. [PNDH 2012-16] 

4.3 Actual outcomes 
In this section, the indicators developed in section 3.1 above will be presented to reflect the outcome 

of policies and legislation during the periods of liberal-conservative and socialist governments, 

respectively.  

 

GDP growth 
Especially among liberals, a growing Gross National Product is seen as a prerequisite for increased 

national wealth, and thereby supposedly decreased poverty. For a country that is the second poorest 

country (after Haiti) in the Western hemisphere, the importance of this is hard to dispute. In Annex 1 

below, a graph shows the development of Nicaragua’s GDP/capita since 1961. Looking at the figures 

more in detail, it is possible to make out the details for the four periods.  

Figures have been calculated on the basis of official statistics [BCN 2013] 

 

Somoza period 1961-79:   6,05%. 

 This figure includes several years with annual growth of 15-35%, but also years 

with negative growth (especially during the uprising against Somoza in the late 

1970s) 

 

First FSLN period 1980-89:  - 4,88%. 

 The initial two years displayed a growth of 15-25%, but then the civil war and 

international blockade led to a small or negative growth (down to almost -40% in 

1988)  

 

Liberal/conservative period 1990-2006: 5,39%,  

including an initial +45% but also years with around 3% or negative growth 

(1993, 2002) 

 

Second FSLN period 2007-2012: 5,97%,  

vacillating between -2,5% (2009, year of global financial crisis) and +10,8% 

(2011)  

 

As for growth in years to come, some observers expect an annual growth of around 4% during the 

next coming five years, due to President Ortega’s business-friendly policies and greater export; 

however weak domestic demand will then lead to a certain slow-down. To a large extent, this is due to 

lowering real wage levels: the wage level in 2010 was only 80% compared with 1996 in spite of 

certain increases in the public sector. [BMI 2013] 

 

Size of government (public sector)  
One way to measure the share of the public sector in the economy is to relate either tax revenue or 

total central government revenue to GDP. Here, the tax revenue includes social security contributions, 

which also depend on the degree of formalisation of the economy. 
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During part of the conservative/liberal period, this proportion developed as follows: 

 1999 2000 2001 2002 2003 2004 2005 2006 

Tax 12,6% 12,9% 12,3% 13,0% 14,7% 14,9% 15,6% 16,6% 

Revenue 15,2% 15,0% 14,2% 14,9% 16,4% 17,1% 18,1% 19,3% 

 

During the second FSLN period, the proportions were the following: 

 2007 2008 2009 2010 2011 2012 (f) 

Tax 16,9% 16,7% 16,7% 17,6% 18,4% 18,9% 

Revenue 20,0% 20,0% 20,0% 21,4% 22,6% 22,4% 
(f) = forecast 

[CELAC impuestos, Moody’s 2003, 2006, 2012] 

 
The figures from 2005 relate to general government, but the difference does not appear to be 

significant.  

During the period 1990-2006, the share of GDP/capita (including social contributions) rose from 

9% to 21,3%, thereby going from less than the Latin American average in 1990 (12,5%) to above in 

2006 (18,4%) – during the liberal-conservative period. [Martner 2008] 

It is important to underline, that part of the social spending undertaken by the FSLN government in, 

among other, the “capitalisation” project “Hambre cero” (No hunger) or the micro-credit project 

“Usura cero” (No usury) are financed directly with the proceeds from the Nicaragua-Venezuela oil 

import programme in the form of a publicly owned company. The total revenues and expenditure 

figures are not disclosed, and since they do not appear on the budget it is disputable whether they 

should be considered part of public sector undertakings in a more qualitative sense, given that these 

undertakings are part of the national development plan and are partly executed by government 

institutions. Nevertheless, revenue and expenditure from Petróleos de Nicaragua (Petronic, a public 

enterprise) are disclosed from 2006 in the Central Bank statistics. Starting from net revenue of around 

MUSD 1 and the corresponding amount of expenditure (including around MUSD 0,6 in transfers to 

government), in 2010 the income and expenditure were around MUSD 5 of which MUSD 0,8 were 

transferred to government. For 2011 and 2012 only estimated figures were given at a somewhat lower 

level for both revenue and expenditure; nevertheless transfers to government were expected to increase 

by 50%. [BCN 2013 Cuadro VI-] 

The figures above – although not completely comparable – may be seen against the background of 

experience from the OECD and Sweden. In the middle of the 1950s, the tax share of GDP was around 

25% in both areas, but by 1975 it had grown to around 31% in the OECD and 43,4% in Sweden. After 

having reached a peak of 52% in Sweden (2003), in 2009 it was around 47% in Sweden and 35% in 

the OECD. [Möller 2011] 

Other similar figures show that the proportion of GDP made up by the central government budget 

in Sweden was around 7% in 1920, 15% in 1945 and 30% in 1975. This was a consequence of the fact 

that social democrats were in government for an uninterrupted period of 44 years (1932-76), although 

seldom with a majority of their own. They were in favour of government intervention and of the 
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“folkhemmet” (people’s home), however the right and centre parties also came to embrace this 

collectivistic ideal. [Möller 2011] 

 

Inflation 

Figures for inflation that include 2012 are only available from 2002 in the 2013 BCN statistics, but the 

earliest rating report shows figures for a few preceding years: 

 

Liberal/conservative period 1997-2001: 10,0%, [Moody’s 2002] 

 

Liberal/conservative period 2002-2006: 7,7%,  

of which the last three years show around 9,5% 

 

Second FSLN period 2007-2012: 9,2%,  

Of which the first two years around 15%, the year of global financial crisis (2009) 

less than 1% and the last two years decreasing from above 9% to 6,6% [BCN 

2013] 

The way in which inflation affects income distribution depends on whether people have savings or 

debts, and whether they live on their own produce (more frequent in rural areas) or need to pay for 

their consumption (as in urban areas). It may also be offset by subsidies or transfers in cash and/or 

nature to targeted groups.  

 

Business climate 

The World Bank makes an evaluation of countries’ business climate. According to this ranking, 

Nicaragua was 124
th
 out of 189 economies ranked in Doing Business 2013, which was a deterioration 

by one point from the previous year. Improvements had been made on the Enforcing contracts 

indicator (up 30 spots), whereas the 2010 Enterprise Survey listed electricity, practices of the informal 

sector and access to finance as the top obstacles for running business in the country. [WB Business 

snapshot 2012] 

According to Heritage foundation
2
, Nicaragua’s economic freedom was ranked as the 110

th
 most 

free (of 178 countries) in 2013. There had been a decline by 12 positions since 2011 due to the 

development with regard to property right, fiscal freedom, business freedom and labour freedom. In 

the Latin American context, Nicaragua was ranked 21
st
 out of 29 countries.  

As for political risks, the ICRG
3
 ranked Nicaragua 73

rd
 out of 140 countries, an improvement by 

twelve positions since 2011, but still a bit lower than in 2008 (one year after Ortega’s first presidential 

term started). This ranking is based on a judgement in 12 different areas: Government stability (based 

on government unity, legislative strength and popular support), socioeconomic conditions (based on 

unemployment, consumer confidence and poverty), investment profile, internal and external conflicts 

(all with double score), corruption, military in politics, law and order, religious and ethnic tensions, 

democratic accountability, and bureaucracy quality.  

                                                           
2 The Heritage Foundation Index of Economic Freedom, http://www.heritage.org/index/  
3 Political Risk Services Group: http://www.prsgroup.com/ICRG_methodology.aspx 

http://www.heritage.org/index/
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In the area of corruption, the World Bank Group ranked Nicaragua 154
th
, and the quality of 

regulations was ranked 122
nd

 of 202 economies in 2010. The trend of both indicators was stable during 

preceding years. The protection of investors index had decreased somewhat, whereas the tax payment 

ease had improved a bit since 2011. [WB Business snapshot 2012] 

COSEP
4
, the supreme coordination mechanism of private companies, now has representation in 

around 40 public-private fora such as the International Airport Company, but also in the Bank 

Inspection, the Central Bank and the Customs and Administrative Tax Court. [Baez 2012]. It is also 

being consulted in constitutional matters. [Exposición de motivos] 

 

Labour market informality and unemployment 

The degree of formalisation of the labour market may serve as an indicator of social protection, and 

also of the level of organisation of workers in trade unions. According to a regional study from 2013, 

Nicaragua had the second most informal labour market in Latin America (after Bolivia) with around 

67% of the paid workers excluded from formal employment and, consequently, from social security 

systems in 2010. This was only three years into the FSLN government, and it therefore seems 

reasonable to consider this high level an effect of the previous, liberal-conservative governments. On 

the other hand, in 1993 – three years after the FSLN government had been deposed in elections – the 

rate was around 63% so there was no great difference. [BCN 2013 labour and employment statistics] 

The percentage of unemployment has developed as follows: 

Somoza period 1961-79:  The rate is only given for a few years: 1963: 1,6% and 1971: 

3,4% 

 

First FSLN period 1980-89: Starting at 5,0%, unemployment initially decreased during the 

civil war, and then ended at 7,6% in 1990. 

 

Liberal/conservative period 1990-2006: Rising during the first years of the liberal period, 

unemployment reached a peak with 17,8% in 1993, and then 

decreased to 5,2% in 2006.  

 

Second FSLN period 2007-2012: During the global recession in 2009, there was a small peak with 

8,2%, but in the final year recorded (2011), unemployment was at 

6,3% 

[BCN 2013 labour and employment statistics]  

 

Among the seven Central American countries, Nicaragua has the second best rating (after Costa Rica) 

of labour market risk. This index measures such factors as trade union power, labour disputes, salary 

and contract restrictions, and employee lay-off. [ProNicaragua 2012]  

 

Foreign Trade 

During 2003-2011 exports rose from MUSD 1,045 to MUSD 4,293, of which 47% was from the tax 

havens (Zonas francas). This corresponds to an increase of 311% during the whole period, or 35% per 

year. During the liberal period (2003-2006), the annual average was 22%, whereas it was around 24% 

                                                           
4
 COSEP = Consejo Superior de la Empresa Privada en Nicaragua 
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on average during the FSLN regime (2007-2011). The principal export products from the zonas 

francas were clothes (64%) whereas the main exports from other sectors were meat, coffee and gold 

(around 15-18% each). [ProNicaragua 2012] 

During the whole period of the FSLN government, the USA has maintained the same proportion of 

Nicaragua’s exports (around 30%), whereas Venezuela has expanded from 0,5% to 13% during the 

same period 2007-11. Canada has doubled its share (to 11%) whereas Central America has halved its 

proportion (to 19%) and “other countries” have passed from 22% to 32% The figures suggest a 

diversification of export countries. [ProNicaragua 2013] 

Nicaragua has Free Trade Agreements with the USA, Mexico, the Dominican Republic, (DR-

CAFTA), Panamá, Chile and the European Union (Ratification still pending according to 

ProNicaragua 2013), and there is a Central American Common Market to which Nicaragua belongs. 

DR-CAFTA was signed during the liberal governments before 2007. Since then, Nicaragua has 

entered the ALBA cooperation. Recently, Nicaragua signed the ALADI agreement with Argentina, 

Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Perú, Uruguay, Venezuela and Cuba. 

[ProNicaragua 2012] 

 

Foreign Direct Investment (FDI)  
According to the Foreign investment promotion act, foreign investors have the same rights and oblige-

tions as domestic investors with respect to ownership of local companies (except for a few types). 

However, in several sectors, such as electrical transmissions and domestic airport operations, publicly 

owned enterprises have a monopoly. As for leasing or buying land, there are no limitations except that 

buying public land requires approval by the National Assembly. [WB Business snapshot 2012].  

The Act permits investors freely to repatriate capital and dividends. There is also an Act on 

mediation and arbitrage, which regulates alternative methods for resolving contractual disputes. 

Furthermore, tax incentives are offered for investment in the following sectors: tourism, generation of 

renewable energy, agriculture and forestry, social housing and export industry (zonas francas) 

[ProNicaragua 2012] 

During the period 2003-2011, Foreign Direct Investment rose by an average of 23% per annum. 

Dividing up the period gives the following result:  

Liberal/conservative period 2003-2006: Increasing from MUSD 186 to MUSD 282 

 Average annual increase: MUSD 24,0  

 

Second FSLN period 2007-2012: Increasing from MUSD 282 to MUSD 968 

 Average annual increase: MUSD 137,2 

 (with a considerable dip in 2009) 

 

During the first four months of 2012, FDI rose by 76% comparing with the previous year, and in 

comparison with GDP, Nicaragua’s 10,4% in 2011 was the highest in Latin America – which has been 

the case since 2008 – doubling the share of both Costa Rica and Honduras. [ProNicaragua 2012] 
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In 2011, the most important countries of origin were Canada (26% of all FDI), which had grown by 

385% since the previous year, followed by the USA (16% after having diminished by 25% from the 

year before), Spain and Mexico. Venezuela made up around 5% of FDI but had grown by over 50% 

since the year before.  

This can be compared with international patterns during the period 1980-2009. In developing 

economies, foreign trade was very small until 1990, but then increased with a peak in 2000. After a 

decrease in 2003, it rose again until 2008, then falling in 2009. In developed economies, foreign trade 

showed very sharp peaks in 2000 and 2007, and this was correlated with stock market fluctuations due 

to the dot-com bubble burst and the financial crisis. Multinational corporations tend to be substantially 

larger and productive than non-multinationals in the same country. Factors such as wages are crucial 

for investment decisions, but also other country characteristics: infrastructure, the quality of legal 

institutions and tax/regulations policies toward multinationals. [Krugman 2012] 

 

Debt and international reserves 

A high debt in comparison with GDP significantly reduces the scope of possible actions of a 

government to handle crises and to pursue its economic policy. A large portion of the government 

budget has to be reserved for debt service, that is interests and amortisations. Whereas internal debt 

may be handled – although with difficulty – through a domestic political process, external debt can 

only be dealt with through negotiations with multilateral financial institutions, other sovereign 

governments and – in the case of commercial debts – private companies. Although the internal debt, 

used to finance compensation for assets that had been confiscated after the revolution in 1979 (see 

Annex 1 below), the external debt is the focus in this thesis.  

External public debt in proportion to GDP has developed as follows (annual average): 

Somoza period 1960-79:   27%. 

 During the period, debt rose constantly from a level of around 7% to almost 

100% at the time of the revolution 

 

First FSLN period 1980-89:  304%. 

 Debt rose significantly and constantly, especially during the last two years – but 

during this period, GDP also decreased during the same years, deteriorating the 

ratio to 940% in the last year 

 

Liberal/conservative period 1990-2006: 291%,  

 Debt decreased constantly after substantial debt reduction under the HIPC 

initiative, driven by World Bank, to 67% during the last year. It should be noted 

that the internal debt, originating from the payment of compensation to those who 

had property confiscated after the 1979 revolution, is not part of this ratio. This 

debt began in 1993 with MUSD 82 and increased until 2006 (MUSD 975) 

 

Second FSLN period 2007-2012: 44%,  

 It should be noted, that the debt for oil imports from Venezuela is not considered 

part of the government debt since it is handled in an enterprise. The internal com-

pensation debt (BPI) decreased throughout the period to MUSD 545. [BCN 2013] 
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Similarly, reserves of foreign currency are important to finance import, and also facilitate political 

decision-making. In Nicaragua, average international reserves in USD developed as follows: 

Somoza period 1960-79:   MUSD 28. 

 From a start with MUSD 12 in 1960, reserves rose to a maximum of MUSD 92 in 

1973 (the year after the great earthquake) but became negative during the two last 

years before the revolution, much depending on capital flight (-MUSD 158 in 

1979) 

 

First FSLN period 1980-89:  - MUSD 446. 

 Throughout the whole period (except for the first year) there was an increasing 

deficit in international reserves, ending with – MUSD 922 in 1989 

 

Liberal/conservative period 1990-2006:  MUSD 271  

 Except for the year 1993, when reserves were down to less than MUSD 6, these 

reserves grew throughout most of the period: below or around MUSD 100 until 

1996, then going from MUSD 356 to MUSD 859. 

 

Second FSLN period 2007-2012: MUSD 1,422  

 There has been a constant growth of international reserves, from MUSD 1,018 in 

2007 to MUSD 1,718 in 2012. [BCN 2013] 
 

Taxes and subsidies 

The share of taxes as a percentage of GDP has been dealt with above in the section about the size of 

government (public sector) in the economy. In this section, the role of taxes for the distribution of 

income will be examined. First, the share of direct and indirect taxes, respectively, is presented as a 

percentage of GDP during the political periods.   

In the 1980’s, the proportion between direct and indirect taxes was between 70:30 and 75:25, and 

in the 1990s it was between 85:15 and 87:13. In the middle of the 1990s, direct tax on top salaries 

above USD 200,000 was reduced from 30% to 25%. [Baez 2012] 

 

During part of the conservative/liberal period, the proportion developed as follows: 

 1999 2000 2001 2002 2003 2004 2005 2006 

Direct 1,7% 1,8% 1,8% 2,2% 3,0% 3,4% 3,7% 4,0% 

Indirect 9,0% 8,8% 8,0% 8,2% 8,7% 8,7% 9,2% 9,6% 

 

During the second FSLN period, the proportions were the following: 

 2007 2008 2009 2010 2011 2012 (f) 

Direct 4,2% 4,4% 4,7% 4,6% 5,2% 5,4% 

Indirect 9,6% 9,2% 8,6% 9,3% 9,5% 9,6% 

(f) = forecast [BCN 2013] 

 

As part of the direct taxes it can be noted that tax on property has developed from 0,3% of GDP in 

1991 to 0,0003% during the liberal period (-2006), and then rose to 0,01% after five years of FSLN 

rule (forecast 2012). It can also be noted that social security contributions developed from 1,1% of 

GDP in 1991 to 3,0% in 2006 and 3,8% in 2012 (forecast). [CELAC impuestos] 

The Value added tax, (VAT) first appears separately in the BCN statistics from 2001, then making 

up some 40% of government revenue – later, this proportion has diminished slightly, and was 37% in 

2012. [BCN Sector fiscal].  
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The VAT hits the poor people harder because it adds to their subsistence costs to be financed with 

very little (and therefore valuable) money. However, already in 1999, half of the products in the basket 

of basic products (canasta básica) were exempted from VAT. [Baez 2012] 

One issue that has been mentioned by several sources is exemptions. For the IMF they are a 

problem since they distort the tax system, and may also invite to – and be a sign of – corruption. 

However, exemptions may also be a tool in poverty reduction, namely if applied to basic products, 

consumed by the poor. In such cases it may be viewed as a social transfer. Several exemptions are also 

related to foreign direct investment, and are mentioned in that context above. 

In 2009, during the FSLN government, the National Assembly passed tax reforms that made certain 

amendments to the system, effective from 2010. Besides improving the tax collection, the reforms 

aimed at reducing the 1% tax on property and increasing the gross income tax with the same amount. 

However, the ceiling for exemption from income tax was raised from NIO 50,000, which had been 

established in 1997, to NIO 75,000 (around USD 3,000 per year) for formally employed with a salary, 

but at the same time, pensions were no longer exempted. Tax on profit and capital income was set at 

10%. VAT was not affected through the reform. [Baez 2012] 

Another tax reform was passed in 2012 and is in effect since 2013. This tax reform had been 

elaborated by the FSLN government in close cooperation with COSEP, the coordination council for 

private companies in Nicaragua, but not with non-governmental organisations of civil society. 

(COSEP also has a representative on the Customs and Administrative Tax Court). The new tax reform 

does not include municipal tax (or exemptions from such taxes). According to studies, total tax 

exemptions in 2010 amounted to around 7,8% of GDP, corresponding to around 40% of taxes 

collected that year, but the new reform didn’t include any abolishment of exemptions – except a 

stricter implementation to stop illegal exemptions based on corruption. The argument for keeping 

many of the exemptions relate either to poverty alleviation (VAT on basic products) or to incentives 

for investment, for example in tax havens (zonas francas), tourism or renewable energy. The planned 

Interoceanic canal will also be exempted from all taxes according to a special law passed to allow for 

this huge investment of around USD 40 bn
5
. The tax exemption ceiling for salaries was raised from 

NIO 75,000 to NIO 100,000. Above that ceiling, a fixed amount plus an increasing rate of 15%-30% is 

payable up to NIO 500,000 (USD 20,000). Similar rates are applied to other income taxes than from 

salaries. For private companies, income tax will be gradually reduced from 30% to 25%, and 

cooperatives earning less than NIO 40 million per year are exempted. The VAT tax rate was kept at 

15%. A special Agriculture “Stock exchange”, where around half of the country’s agriculture 

production is sold, has been opened, and for the products sold there, a sales tax of 1,5-2% will be 

levied instead of the current 30% income tax on companies. [Baez 2012] [Ley 822] 

 

 

 

                                                           
5
 http://www.bbc.co.uk/mundo/ultimas_noticias/2013/08/130830_ultnot_nicaragua_canal_expertos_cch.shtml (2013-11-26) 

http://www.bbc.co.uk/mundo/ultimas_noticias/2013/08/
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Social spending in central government budget 

One way to measure the social profile of government spending is the number of employees in health 

and education sectors compared with the total number of government employees. 

During the liberal-conservative period 1990-2006, the percentage started with 64,5% and ended 

with 52,1%, but in 1992, there was a peak with 71,3%. During much of this period, the share of health 

workers was roughly one third, but in 2000 they were almost equal. From then on, health workers 

were more numerous than education employees, in 2006 almost two thirds. [BCN 2013 Employment 

statistics] 

In comparison, the second FSLN period (2006- ) saw an increase in the combined number of 

employees in this sectors: from 52,1% to 66,1%, but the number of health workers fell to less than a 

third. [BCN 2013 Employment statistics] 

 

Poverty 

Both the liberal-conservative governments and the current FSLN regime have committed to reducing 

poverty in Nicaragua, not least in their poverty reduction plans (section 4.2).  

The relationship between GDP growth and poverty reduction has been studied for Latin America as 

a whole. In this region, the 1990s were characterised by certain growth, but the combination with 

growing inequality led to only a small reduction of poverty. In the last years of that decade and the 

first years of the 2000s, the region was hit by “the Tequila crisis”, which led to increased poverty in 

most of the countries. In spite of the global financial crisis from 2008, the region experienced both a 

relatively strong growth and decreased inequality, which led to decreased poverty. This general 

development varies, however, and some countries experienced a different evolution.  During the 

1990s, average growth in Nicaragua was 4% per annum, whereas the poverty index decreased by 

10,4%. During the “Tequila crisis”, growth slowed down to 3% and poverty reduction index to 1,7%. 

During the first decade of the 21
st
 century, average growth was only 1% whereas poverty was reduced 

by 4,8%. The financial crisis from 2008 had greater effects on Nicaragua than on Latin America, due 

to the high dependency on the economy in the USA These figures indicate that there is no direct link 

between GDP growth and poverty reduction. A combination of growth and changes in income 

distribution is important to explain a country’s poverty reduction. [Cruces 2013] 

Poverty is often measured according to national poverty lines. “General poverty” and “extreme 

poverty” signify the equivalent in USD to what is needed to cover basic necessities, and enough 

calories to survive, respectively. In Nicaragua, this corresponds to around USD 1,50 and USD 1,00 

(2011). Using these poverty lines,  

in 1998 50,3% lived in poverty, of which  19,4% in extreme poverty. 

In 2005 48,3% 17,2%  

In 2009 42,5% 14,6%  

however, poverty ratios had increased between 2001 and 2005 [Avendaño 2011] 
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According this research, growth had a more significant effect than distribution in Nicaragua during 

the 1990s (and especially during the crisis, when distributional effects made poverty worse), whereas 

the opposite is true for the first decade of the 2000s. Nevertheless, growth alone would have to be both 

significant and sustained over a long period of time for poverty to be eradicated. The significance of 

income distributional factors also depends on the mechanism used, for example conditional income 

transfers for children and youth, and non-contributive pensions to elderly people that live in poverty. 

[Cruces 2013] 

Isolating the poverty reduction effects from growth and redistribution respectively, the indices 

show the following connection: 

 Growth  Distribution  

1990s -8,2% -2,1% 

Tequila crisis -3,9% +2,2% 

2000s -2,0% -2,8% 

Total -13,3% -3,5%  [Cruces 2013] 

 

Poverty should not be measured only in economic terms, and other types of indicators, such as 

education level, also influence the economy in the long term. According to the national demographic 

and health surveys (ENDESA), the following indicators show a decrease in some non-economic 

poverty aspects, and generally the pace has been faster with the FSLN government than during the 

previous liberal-conservative government: 

 2001 2006/07 2012 

Percentage overall literacy 77% 80% 87%
6
 

Mortality rate, infants 3,1% 2,9% 1,7% 

Mortality rates, children <5 years 4,0% 3,5% 2,1% 

Chronic malnutrition, children < 5 years 20,2% 21,7% 17,3% 

Covered by public health insurance INSS 8,5%  (100%)* 

* Health services are supposed to be free of charge, but quality differs and private hospitals and clinics 

charge. [ENDESA 2001, 2006-07, 2012] 

 

Income distribution 
The distribution of income or consumption among the inhabitants of a country cannot be deduced 

from information about GDP per capita. For such analyses, Gini indices can be constructed, and 

Lorentz curves serve as illustrations. Both are based on the same principle as median income or 

consumption: theoretically lining up all the inhabitants according to rising income or consumption 

levels, and then stating the total amount of the country’s income or consumption being at the disposal 

of each decile. A Gini coefficient = 1 means that all income is at the disposal of one person, and the 

rest have nothing, whereas a Gini = 0 indicates total equality in this respect. Therefore, a higher Gini 

index shows higher inequality. In most developing countries with insufficient statistical data available 

on a current basis, the method used for collecting information on people’s consumption, income etc. is 

household surveys, often carried out once every five or ten years. Data must then be extrapolated in-

between the survey years. 

                                                           
6
 ProNicaragua 2012 
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In the case of Nicaragua, the Gini coefficient for consumption has fallen from 0,49 in 1993 to 0,41 

in 2005 (eight years of liberal rule) and to 0,37 in 2009 (four years later, of which half under FSLN 

rule). Distinguishing between inequality in urban and rural areas, the coefficient is generally higher in 

urban areas, which is not surprising because it can be expected that wealthier persons prefer to live in 

cities. The Lorentz curve for consumption shows that in 2009, the poorest quintile consumed less than 

7% whereas the richest quintile consumed 44,5%. As for the Gini index for income, it shows a 

decrease from 0,54 in 1998 to 0,51 in 2005 and to 0,46 in 2009, which implies a somewhat more even 

income distribution in the country. However, the poorest quintile disposed of less than 5% of the 

country’s income in 2009 while the richest quintile disposed of 51,4%, so income was more unevenly 

distributed than consumption. [González 2012] 

During the period 2003-2010, Nicaragua’s average GDP per capita grew at more than 1,5% less 

than the rest of the continent, whereas inequality fell with about the same percentage. This can partly 

be explained through Nicaragua’s receiving much remittances from workers abroad, but also by low 

social spending as percentage of GDP (probably from the official budget). [González 2012] 

 

Ownership and price mechanisms 

The sources do not mention any nationalisation of property or means of production after the revolution 

and the beginning of the civil war. During the first years of the conservative government of Violeta de 

Chamorro, banks that had been nationalised after the revolution in 1979 were again privatised. 

However, partly due to insufficient quality of regulations and supervision, several of these banks 

crashed and had to be taken over again by the (liberal) government in the early 2000s. [Ferrero 2007]. 

Whereas the privatisation may be attributable to a liberal ideology, it is unlikely to assume that their 

re-nationalisation by a liberal-conservative government may be attributed to any socialist ideology. 

4.4 Credit rating of Nicaragua 
 
In this thesis, an important evaluation of Nicaraguan political rhetoric and economic policy is the 

credit ratings performed by Moody’s during 2002-2013. Annex 2 includes an explanation of what 

sovereign rating is, and more details of Moody’s findings in the rating reports. 

 

Moody’s rating of Nicaragua 

The first full sovereign rating report Moody’s made of Nicaragua dates back to March, 2002. 

However, in that report, reference is made to “Rating history” since March 1998, with the rating 

constant at B2. Therefore, this thesis uses reports from 2002. 

Comparing these reports has been challenging due to the fact that both the methodology, the 

structure and the economic bases have changed during these eleven years. Figures for one year have 

sometimes been changed without comments in the following rating report. The methodology described 

above dates back to September 2008, whereas no document describing the methodology used during 

previous years has been available. In this thesis, the Country ceiling for foreign currency is the rating 

that is being compared between years. 



25 
 

The National accounts basis for calculations of GDP was changed in the 2012 report from SNA94
7
 

to SNA06. As a result, the GDP figures are higher for each year since 2002, which is shown in a table 

in the 2012 report. Without access to the figures calculated on the basis of both SNA it is difficult to 

analyse relations between GDP and other analysis components (such as GDP/capital, Debt/GDP etc.) 

since 2012, compared with previous years. 

The factors described above may have caused the differences between figures in historic data 

displayed in each report. In the following, the contents of reports from previous years have been 

adapted to the extent possible. 

The ratings of each report were as follows: 
 

 Liberal   FSLN 

2002 B2  2007  - 

2003 B2  2008 B3 

2004 Caa1 (lowered)  2009  - 

2005 Caa1  2010 B2    (raised) 

2006 B3    (raised)  2011  - 

    2012 B2 

   2013 B2 

 

No specific reason has been given for either lowering or raising credit rating in these reports. This is 

particularly interesting for 2004, when the rating was lowered by two steps. Important explanations for 

this may, however, have been an increased fiscal deficit and the political problems for the executive to 

overcome resistance in the National Assembly. On the other hand, growth had improved after several 

years of stagnation. 

In 2006, rating was raised by one step, in spite of the political turmoil with the executive almost 

paralysed. Reasons for this may have been better fiscal balance (mainly due to problems of executing 

planned expenditure), and more foreign direct investment. This is the only rating report that describes 

Nicaragua’s historic development in political and economic terms. It was published some six weeks 

before the presidential elections, and the problems during the 1980’s were described with a particular 

emphasis on an economy that had been “devastated by - - the Marxist economic policies pursued 

under the Soviet-backed Sandinista government, headed by Daniel Ortega”, now one of the candi-

dates. Also, the constrained development of institutions that support market-based economic policies 

and foster investor confidence were ascribed to FSLN. Moreover, “a victory for Ortega could mean a 

return to populist policies that could place Nicaragua, once again, on an unsustainable growth path and 

could jeopardize access to concessional loans and donations from international financial institutions. A 

victory by the liberal candidate - - could mean a more sustainable growth trajectory, where business 

confidence is bolstered and external support maintained, and an environment provided that is 

conducive to reaping the benefits of the - -  free trade agreement with the US - -.“ [Moody’s 2006] 

                                                           
7
 System of National Accounts Manuals. The 2006 version has a more modern coverage of the economic activities of various 

institutional sectors, allowing for easier cross-sectoral analyses 
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No rating was performed during 2007, the first year in power of the newly elected Daniel Ortega, 

and not in 2009 either. In 2008, rating was kept at B3 in spite of better debt ratios, growing domestic 

and foreign savings, better fiscal balance, more foreign direct investments and – importantly – a new 

agreement with the IMF on a Poverty Reduction Growth Facility loan. No political concerns were 

raised, but on the down-side was slow growth and weak institutions. 

In 2010, rating was raised again, in spite of accusations of fraud in municipal elections, a high 

dependency on the USA markets, slow growth and continued lack of diversity in exports. However, 

the IMF had made a favourable evaluation of the conditions of the PRGF loans, and fiscal deficits and 

debt ratios were continuing to improve. 

More details from the rating reports may be found in Annex 2. 

4.5 Multilateral financial institutions  
 

IMF – International Monetary Fund 

Maintaining a programme with the IMF is seen as a major favourable factor by other multilateral 

financial institutions, bilateral donors and rating institutes. Critics have accused the IMF of imposing 

liberal – not to say neo-liberal – policy on developing countries. [Klein 2007]  

On a regional level, the IMF has been most concerned with the following aspects of the Latin 

American economies: 

 Growth (overall focus), exports, terms of trade and dependence on world market demand in 

general and certain markets in particular (Europe, Asia and especially the USA) 

 Financing conditions (slower capital inflows due to risk aversion), especially private capital 

inflows – no particular distinction is made between foreign direct investment and remittances, and 

credit growth 

 Inflation, exchange rates and monetary policy rates 

 Unemployment         [World Economic Outlook 2012] 

The recommendations concerned the following aspects for countries to strive towards: 

 risk-based, prudential regulations and supervision 

 a needed fiscal space, especially in view of possible contra-cyclical measures 

 structural reforms to boost medium-term growth 

 private concessions to develop infrastructure 

 and to address weak competition   [World Economic Outlook 2012] 

In 2002, the government of Nicaragua had agreed on a PRGF programme with the IMF, but the 

programme had gone “off track” in 2004 due to wage increases in the public sector and a lack of 

advance in structural reforms required by the IMF. However, delegations from the IMF continued to 

visit the country in preparation for a new agreement, and the report from 2006 (see annex 3) is from 

such a visit. Recommendations focussed on debt levels, the fiscal framework, legislation in the 

financial and energy sectors as well as the business environment and predictable exchange rates. [IMF 

Reports 2006, 2012] 
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In 2008, the FSLN government had achieved negotiating another PRGF loan from the IMF. This 

programme ended in 2011, but since Nicaragua is a member of IMF, so-called “Article IV 

consultations
8
” are held as part of IMF:s surveillance (see the annexed report from 2012). As usually, 

focus is on growth. The IMF noted improvements in both the current account, the fiscal balance, 

international reserves and debt levels. An increase in minimum wages is seen as a risk for higher 

inflation, and social spending as a risk to fiscal balance. Nevertheless, poverty was discussed more in 

detail, with data about income distribution and the Millennium development goals. In terms of 

taxation, the IMF recommended a broadened tax base (including the abolition of exemptions 

motivated by poverty reduction) and lowered – or at least not increased – tax rates. Although the 

report is not, in itself, critical to the unconstitutional re-election of President Ortega in 2011, it does 

refer to such criticism as well as to critical reports about the politicisation of the judiciary and fraud in 

municipal elections, which had led to discontinuation of budget support from several multi- and 

bilateral donors. 

More details from the IMF report can be found in Annex 3. 
 
 

World Bank 

In the 1970s, after the earth quake in 1972, World Bank operations in Nicaragua (loans, guarantees 

and grants) were around MUSD 50, but during the civil war in 1983-1991 they were suspended. 

Commitments resumed in 1992 with MUSD 120 and reached peak of MUSD 183 in 2001. In 2002 and 

2007, the amounts did not reach MUSD 45, but since 2008 they have been around MUSD 100
9
.  

The Bank makes evaluations of cooperation countries on a regular basis, in particular for countries 

where support consists in general budget support (loans and/or grants), as well as during the 

preparations of a new country strategy. According to the current country strategy, sound 

macroeconomic policies have allowed for moderate and steady economic growth, but increasing 

productivity is needed to accelerate convergence in income levels with the rest of the region. 

Nicaragua has maintained disciplined macroeconomic policies since 2001 underpinning average 

growth rates of around 3.5 percent and a strong rebound from recent crises. Despite these positive 

trends, however, the country remains quite vulnerable to external shocks and to natural disasters. More 

recently, exports and FDI have picked up, but the underlying productivity has not improved. This 

limits the country’s competitiveness. In the national development plan, there has been a renewed 

emphasis on the need to stimulate investment and to improve productivity, particularly in export-

oriented sectors. [World Bank strategy 2013-17] 

Public expenditures in infrastructure and reforms in social service delivery have been targeted 

toward rural areas and poorer households. Poverty reduction accelerated in the last five years, 

inequality has fallen and social indicators are showing steady improvements. [Ibid] 

                                                           
8 http://www.imf.org/external/about/econsurv.htm (2013-12-02) 
9 Source (2013-10-15): 

http://www.worldbank.org/projects/search?lang=en&searchTerm=&countryshortname_exact=Nicaragua 

http://www.imf.org/external/about/econsurv.htm
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Risks to the implementation of the World Bank’s program are considered relatively moderate. 

Political risk is mitigated in part by the alignment of the strategy period with the political cycle in 

Nicaragua. While political polarization could encumber the pace of policy reform, an improving 

government dialogue with the private sector has strengthened the outlook for consensus building. A 

potential economic crisis in Europe, a further slowdown in the US economy or a sudden stop in 

support from Venezuela would create challenges for program 

implementation. [Ibid] 

Also see WB Business snapshot in section Business climate above. 

 

The Inter-American Development Bank 

At the end of 2011, Nicaragua’s total outstanding debt to IADB was around one billion dollars 

(MUSD 967,7). This corresponded to around 31% of the country’s public debt; this share had risen 

from 17% in 2007.  

An assessment of the partner country is made when a new strategy is prepared. Nicaragua’s 

economy grew between 2007 and 2011 in line with the Central American average. Progress was made 

in the social area in terms of reduced levels of poverty and inequality, although significant gaps still 

exist in rural areas. The main development challenges are the energy and transport sectors, which 

remain the biggest bottlenecks for economic growth. Electricity prices are the highest in Central 

America and the service’s national coverage is low. Nicaragua has the lowest road density in Central 

America. The main risks for the implementation of the strategy are: (i) macroeconomic, linked to 

fiscal sustainability and external shocks; (ii) institutional, relating to the executing capacity of local 

counterparts; (iii) financial, linked to a reduction in the bilateral sources of financing; and (iv) risks 

deriving from the possible occurrence of natural disasters. [IADB Strategy 2012] 

4.6 Other domestic judgment 
 

This section is based upon several interviews, undertaken in 2012 and 2013, see the list of 

interviewees. Due to the political nature of the issues and the sensitive context in Nicaragua, the 

findings are not related to any particular interview. 

In the 1980s, high inflation and demonetisation led to insecurity of savings. When Daniel Ortega 

lost the presidential elections to Violeta de Chamorro, he said that he was going to “reign from 

underneath”, and orchestrated many strikes through FSLN and FSLN dominated trade unions. The 

need to restructure the country led the conservative government to be reconciliatory and to accept 

keeping Daniel Ortega’s brother as Chief of the Army. During this period, Ortega managed to control 

the Supreme Court through threatening the Liberal leader Alemán with prison for corruption, and now 

the Supreme Court and part of the justice system is completely politicised, even with party groups. 

However, this is not a problem because at least big business can agree on solutions and expect the 

agreement to be kept – or else one can buy what is needed. 
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During the liberal/conservative President Bolaños (2002-06), the lack of political support led to 

social programmes not being developed, in spite of pressures from several traditional bilateral donors, 

such as Sweden. The economic policy of the FSLN government during the 1980s is the reason why, 

initially, the private sector in Nicaragua was suspicious of Ortega returning as President in the 2006 

elections. 

The radical sandinista revolution proclaimed a mixed economy, which means that the private and 

the public sectors should co-exist, but with a political hegemony over the country’s economic policies 

as determined by the public sector. Now, the almost neoliberal economic policy of the government, 

and the good relations between President Ortega and COSEP have resulted in several years with salary 

agreements – with the lowest increases of the minimum salary in the whole of Central America, but 

still higher than in the informal sector, which makes up 80% of the economy – no strikes, 68 acts of 

law, decided in consensus with the private sector, and 39 public-private partnerships. Unemployment 

is only 6%, but sub-employment is 20% and the quality of jobs is low. In order for small foreign 

investors to dare to invest in Nicaragua, there is a need for greater predictability and transparency in 

the justice sector. Also, tax exemptions are more directed towards big business for up to ten years, and 

cooperatives have been stimulated. There is little transparency as to how tax revenue is used. At the 

same time, public officials are required to participate in Sandinista demonstrations. There is a lot of 

intimidation around the appointment to public offices, and the message is clear: Ortega and the FSLN 

is prepared to work closely with the private sector in the economic sphere, especially with big business 

and the grand capital owners, but in political matters he allows no opposition.  

The cooperation within the ALBA context is handled through publicly own enterprises or 

parastatals such as Petronic and Alba Caruña. These are controlled by Ortega, directly, through his 

family or through loyal FSLN leaders. Even if some dividends are paid into the Ministry of Finance, 

revenues and expenditures are not considered part of government, and the resulting debts are not 

included in the country’s public debt. If it were, it would add some MUSD 1,500 (8% of GDP) to the 

public debt, but this solution has been accepted by IMF. Much of the social expenditure mentioned 

earlier, such as the Hambre Cero and Usura Cero programmes are handled directly in these companies 

outside the budget, which makes it difficult to calculate the exact amounts (the financial information 

from these companies, cooperatives etc. are often unpublished). An estimation for 2013 is USD 300 

million, and this has never been formally approved by the National Assembly. It is an open issue 

whether this policy will be continued after the death of Hugo Chávez, president of Venezuela. 

Recently, a delegation of some 20 businessmen from COSEP and AMCHAM (the Nicaragua-

American Chamber of Commerce), together with the Chairman of the FSLN group in the National 

Assembly visited the People’s Republic of China to investigate the Interoceanic Canal investment 

project. The delegation was headed by Laureano Ortega Murillo, the son of the President and his wife, 

representing the investment agency ProNicaragua and also acting as the link between the President and 

the Chinese businessman Wang Jing. Another illustration of the mixing up of roles is the fact that the 
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official presidential residence in the Bolonia district of Managua is also the high quarters of FSLN and 

the home of the Ortega family. Daniel Ortega’s wife, Rosario Murillo, officially heads a department 

for communication in the President’s office, in spite of the prohibition in the constitution for a 

President’s family members to have government posts. 

According to some sources, no government has had any defined economic policy, but has pursued 

own interests. The current government Ortega is called socialist because more social benefits are 

directed towards poverty reduction – but political stability is perceived by some as the most important 

factor. One could also say that the government has decided to maintain macroeconomic stability to 

increase market confidence, through a programme with the IMF and the payment of both foreign and – 

after renegotiations – domestic debts. At the same time it has a focus on social inclusion with less of 

the traditional “asistencialismo” (hand-out of gifts). The government focusses the extremely poor, 

rather than the generally poor, which is why the Gini coefficient has been little affected. President 

Ortega collaborates with the USA in matters of drug traffic and migration, and therefore the USA 

government doesn’t mind the political discourse (except when it deals with Iran and Syria).  

5. Discussion and conclusions 
 

Sources of information 

Before the discussion about the main issues of this thesis, certain clarifications need to be made 

about the available sources of information. Three main challenges have been discovered during the 

work with this thesis.  

First, it appears as if the distinction between “right” and “left” – which was the most natural, not to 

say inescapable way to structure discussions before the end of the Cold War in 1989 – has now been 

forgotten. Finding recent academic sources of information has therefore required much research.  

Second, defining the ideology of FSLN has met with difficulties. This is due partly to the fact that 

political parties in Latin America do not have a political programme decided by member assemblies, 

or even formulated by the top leadership. The current government is also characterised by 

“secrtetismo” – a lack of transparency or willingness to publish data (especially negative figures) as 

well as an unwillingness to let even ministers be interviewed in media. As a result, expressions of 

party ideology have been extracted from journals close to FSLN, and may possibly be debated. 

Allegations of intimidations have led to a need for the information from interviews to be de-linked 

from the interviewees. 

Third, there is a general lack of reliable statistics from developing countries. Much data, which is 

collected automatically or on a current basis in more developed countries, has to be collected through 

household surveys, normally every five to ten years. On Statistics Nicaragua’s website, most statistics 

are from before 1999, but fortunately, several household surveys have been published recently. The 

latest available data on such important indicators as the distribution of income was collected around 

four years into the current FSLN regime, when its policies may not have taken full effect yet.  
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Nevertheless, in spite of these obstacles, the available information for Nicaragua is deemed 

sufficient for the following discussions and conclusions.  

5.1 Discussion 
 

In this section, the described expressions of ideology, from rhetoric via plans and legislation to actual 

outcome, are discussed using the indicators in the analytical tool set out in section 3.1. The main 

purpose is to assess whether there seems to exist a causal relationship between – on one hand – 

ideology (as stated in political rhetoric) and actual policy and outcomes, and – on the other hand – 

between this rhetoric and outcome, and how a country is rated and assessed by economic decision-

makers. Furthermore, the tool as such is discussed in the context of the prevalent economic theory.  

  

Ideology and rhetoric 

As has been shown, the current governing party and its leader, Daniel Ortega, call themselves 

“socialist” and were described as “Marxist” by Moody’s in 2006. Looking at the actual ideology 

during the first FSLN regime in 1979-1989, there was a stress on independence rather than on 

collective ownership of production resources. At the same time, much property was confiscated from 

the Somozas and their allies, and nationalised. A “mixed economic model” was proclaimed, although 

political hegemony was prioritised, and this made central planning more complicated. The result was a 

large government but also promotion of cooperatives and trade unions. The creation of CDS – local 

committees during the civil war – may be seen as either a way to mobilise the population in a solidary 

and collective form for providing preventive health care and security outside the formal government 

undertaking, or as a means to control oppositional elements. Although many representatives from the 

private sector, including from big business, had supported the revolution, there was no particular stress 

on a favourable business climate. There were deliberate efforts to control prices and market 

mechanisms, and at least a commitment to redistributing income and wealth.  

It is difficult to know how much of all this rhetoric was caused by the civil war, and how much was 

intentional from an ideological standpoint. Due to the hostilities, including a trading embargo from the 

USA and its allies, support came from the Soviet Union and its allies. This has probably also 

influenced rhetoric. To sum up, it seems clear that the ideology during this period was much more 

“leftist” than “rightist” – but hardly Marxist or socialist. 

Rhetoric of the current FSLN government has changed somewhat. This may be due to the fact that 

in 2006 the president won democratic elections that were declared free and fair, whereas the previous 

regime came into power through a revolution and reigned with the support of the global Socialist bloc 

during a period of civil war, kindled by a hostile, neighbouring super-power. Nowadays, the USA is 

the only remaining super-power, and liberal market economy policies have gained almost total 

hegemony in a globalised world. Now, according to current rhetoric, macro-economic stability will be 

increased, and productivity and diversity in export will be promoted. Using democratic mechanisms to 

attain government power is part of explicit strategies. The stress on a mixed economy has continued, 
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and is now specified in the form of Public-Private Partnerships, with or without the participation of 

trade unions, cooperatives or other organisations in tri-partite arrangements. “Planning” does not refer 

to the whole economy, but rather to the public sector and the way in which its policies are supposed to 

supplement other sectors. There is a strong emphasis on consensus with the private sector, not least 

with big business. Economic independence is still considered important, and will be achieved through 

a strategy of cooperation with alternative partners who adhere to similar, “leftist” politics: the ALBA 

and similar bodies. FSLN still claims to work for a more equitable distribution of wealth and to 

improve life conditions for the poor. There are references to expropriation of property in Latin 

America, but this mainly seems to refer to natural resources such as oil, and – as opposed to 

confiscation – entails compensation to the owners. As for the ownership of means of production, there 

is a continued emphasis on cooperatives and models for direct citizen participation through the CPC 

committees. Again, these may be used to distribute benefits to the poor in an equitable and capacity 

building way – or to “buy” support and control opposition. To sum up, ideology seems to have shifted 

quite much to the right, while still proclaiming to be socialist and solidary, both with the poor in 

Nicaragua and with other, similar regimes. 

 

Plans and legislation 

Looking at development plans as a means to put the ideology into more practical policies, one must 

remember that at least the first PNDH, developed by FSLN in 2007, were written in a context of 

cooperation with a number of “Western” bilateral donors as well as with the World Bank. Poverty 

Reduction Strategies were the basis for both traditional project support and for programme and general 

budget support. Therefore it is difficult to know how much was written to please donors, and how 

much was an expression of the respective government’s ideology. The second PNDH was developed 

in a context where most of the traditional bilateral donors had left, or were preparing to leave, and it is 

therefore likely that it is a more genuine expression of the FSLN government ideology. 

Much of this second PNDH appears to be based on a liberal ideology, stressing macro-economic 

stability, market confidence and consensus with big business. There are, however, also “leftist” parts 

that deal with a less regressive – not more progressive – tax system, decreased unemployment and 

improved social security. A more equitable distribution of wealth should be achieved, not through 

taxation or changes in the prevalent market system, but through food price subsidies and 

“capitalisation” of poor families, special support to small and medium sized companies, and free 

health and education services. This, together with the new model for direct participation, is in essence 

what is described as “socialism” but does not score much on the “leftist” side of the indicators in 

section 3.1 above. 

As for legislation, the proposed constitutional changes appear to aim especially at the continuity of 

power for Ortega and FSLN, but the new practice of agreeing legal and constitutional changes with 

COSEP appears highly “rightist”. In tax regulations, the IMF has been pressing for an abolishment of 

exemptions, which would increase tax revenue and make more social expenditure possible. However, 
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in the latest changes to legislation, most of the exemptions related to domestic and foreign investment 

have been kept, and the abolition of property tax and the reduction of company profit tax can be seen 

as “rightist”. There is some progressivity in the personal income tax scales, but only up to a rather 

modest level. Exemptions from the VAT on basic products were kept (instead of price controls on 

products that are important for the poor). The personal income exempted from tax was increased, but 

given the high informality of the labour market, most low income citizens are not affected since they 

don’t pay income tax anyway. Nevertheless, these parts may be labelled “mildly leftist”.  

 

Outcome 
It goes without saying that economic outturn may have many other causes than the policies and plans, 

which a certain regime aims at implementing. Global financial crises and changes in terms of trade 

(especially on primary products) as well as natural disasters affect any policy outcome. Nevertheless, 

it is likely that a government that strives to fulfil a certain policy will, over time, affect the outcome, 

and that tendencies can be traced in indicators. In the following table, the outcome of each of the 

indicators proposed in section 3 is given in comparison – where possible – between the current FSLN 

government and its liberal/conservative predecessors.  

In the first column, an “L” signifies that the outcome corresponds to a “leftist” ideology of the 

current FSLN government, whereas an “R” signifies a more “rightist” approach.  

Brackets () signify a mild or unclear variety. 
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Apart from the years of civil war, the “leftist” governments have succeeded better than the 

liberal/conservative ones in achieving growth in GDP per capita. As for the size of 

government (measured by portion of tax or total revenue in relation to GDP), during the 

eight liberal/conservative years, the revenue proportion of GDP increased by 4,1 percentage 

points, whereas the increase during six years of FSLN rule was 3,1 percentage points 

(although from a higher level). This, however, does not take into account the revenues and 

social expenditure handled through the corporations in the ALBA cooperation instead of 

through the budget, which would have increased the proportion, although not formally 

belonging to the public sector. Inflation was higher during the FSLN period than during the 

second part of the liberal period, but lower than the first part of the conservative/liberal 

period. 
 

There are no comparative data from the liberal period concerning business climate, but the 

ranking of present day Nicaragua is in the middle or lower part. Interestingly, one of the 

indicators relate partly to such socioeconomic conditions as poverty and unemployment, on 

the “leftist” scale of indicators. However, the lower scores seem to have more to do with 

general development issues such as corruption and a lack of capacity than ideological 

issues. 
 

Unemployment is a bit higher in the beginning than in the end of each period, but although 

the peaks during international crises were higher during the liberal period, the last recorded 

level (2011) was higher with the FSLN government than with the liberal (2006). As for 

foreign trade, growth has been stronger during the current FSLN period, and North 

America – of which USA has been depicted as the great enemy – has increased its 

proportion along with friendly Venezuela. FDI shows an astounding development, with an 

annual increase that is nearly six times as high during the FSLN government as during the 

liberal period from 2003, and has been the highest compared with GDP of all Latin 

American countries throughout almost the whole period of this regime.  
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The proportion of debt to GDP has decreased dramatically during the whole period since 

the civil war, and is now around 15% of what it was when the liberal period ended. This, 

however, has to do with the liberal government reaching the HIPC completion point, and 

thereby achieving gradual write-offs of external public debt. The current FSLN government 

plans to the finance budget deficit with moderate increases of concessional loans. Foreign 

reserves have also increased dramatically during the FSLN period, with average annual 

increases that have been more than five times higher than during its liberal predecessors. 
 

The tax system has been consistently regressive throughout all periods after the civil war, 

but whereas the proportion of direct taxes more than doubled during the liberal period, the 

increase during the FSLN period was less than a third. Meanwhile, indirect taxes, normally 

more burdensome for poor people, have been more or less stable. The latest reforms include 

decreased property and company tax. 
 

Measured as the number of social sector employees, the social spending has increased 

slightly during the FSLN period. In addition, although not reported, the expenditure for 

“capitalisation” of poor women, micro-credits and low-cost housing that doesn’t show in the 

government budget, should be seen as social spending that is at least controlled by the 

President (if not by the National Assembly) 
 

The indicators of poverty – primarily relating to the Millennium Development Goals – 

indicate that poverty has decreased more rapidly during the FSLN regime than during the 

previous liberal one. Also, the levels of both general and extreme poverty were reduced 

more during FSLN government. As for income distribution, the Gini index showed a 

slightly faster change towards a more equitable society during the FSLN period, whereas 

the opposite is true when inequality is measured by consumption. 
 

In terms of ownership, the current FSLN government has not resorted to expropriation or 

confiscation of property; on the contrary the respect for private ownership is constantly 

being underlined. Cooperatives are being supported, but as a complement to privately 

owned companies rather than as a change of market system (at least in the short term). 

During the conservative government, banks were taken over by the government during a 

financial crisis, but this should be attributed more to necessity than to conviction. Market 

prices are not being controlled except through VAT exemptions, of about the same size 

during FSLN and liberal periods. 
 

 

Institutional evaluation (rating) 

Looking at how the country has been rated by both Moody’s and international financial institutions, it 

is quite obvious that the factors that influence credit worthiness are almost exclusively based on such 

macro-economic outcomes where the indicators presented in section 3 would be labelled “rightist”, 

rather than on rhetoric. The same applies to the resulting actions of decision-makers in the market, 

such as foreign investors.  

In Moody’s rating model,”the - - social - - costs of repaying the debt - - without having to impose 

an intolerable economic sacrifice on its population” is only mentioned as part of a risk to the creditor, 

and education is seen as “investment in human capital” rather than as a human right or the 

development of citizenship. As for IMF, all indicators except one (unemployment) may be seen as a 

more to the “liberal” side. Of the recommendations, the mention of counter-cyclical measures could be 

interpreted as on the “social democratic” side, whereas all the rest of the recommendations appear 

more traditionally “liberal”. Neither indicators nor recommendations cover such aspects as income 

distribution or poverty rates, but poverty reduction spending and the Millennium Development Goals 
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are mentioned in the 2006 report (at least in the executive summary). In the report from 2012, there 

was more discussion about poverty, but none of the recommendations had such a focus.  

A general human experience is that “what is measured will be done”. Focussing on liberal macro-

economic indicators is therefore likely to influence economic policy in a “rightist” direction. In 

addition, if a rating institute lowers the credit worthiness, this will lead to higher interest rates on 

loans, which contributes to worsening macro-economic indicators – a self-fulfilling prophesy. Also, 

the importance ascribed to the judgement of both the IMF and ratings institutions give their analyses 

and recommendations more weight than most other assessments of how economies are doing. As a 

result, their verdict has automatic consequences for the possibility to get loans, investment or grants, 

whereas “softer” aspects in society, that radically affect the life of vulnerable groups, are more easily 

disregarded. The challenge is not the answers to the questions in themselves – such as “Is there macro-

economic stability?” – but rather the fact that some questions are not asked, such as “does the poorest 

quintile of the population have adequate access to education?”. If long-term solutions to social 

problems are disregarded in favour of “strictly economic factors
10

”, this may lead to religious fanatism 

and international terrorism.  

A particularly interesting fact is that Moody’s 2006 rating report was published just before 

presidential elections with FSLN Daniel Ortega as one of the main candidates. This report is the only 

one that includes a historic overview with special emphasis on the problems during the previous FSLN 

regime, described as Marxist. At the same time, support from USA to the contra-revolutionary forces 

in the civil war and to boycotts is not mentioned. In this case, Moody’s report seems to be part, itself, 

of political rhetoric rather than responding to it.  

The World Bank has a special mandate to work with poverty reduction, not only through loans 

and – to a small extent – grants, but also through policy advice. Nevertheless, much of the analysis in 

the strategy is concerned with macro-economic, rather than social aspects. The role of the IADB is to 

finance development projects with loans. Poverty and inequality are mentioned, but the resulting 

analysis is often shallow. As a consequence, both institutions may be described as more “rightist” than 

“leftist” in their analysis, advice and loaning. 

5.2 Conclusions 
 

The analysis made in this thesis may be common in other social science disciplines, such as political 

science or sociology, but seems to be almost completely lacking in today’s economics
11

. Therefore, on 

the whole, the proposed indicators appear to be an important contribution to broadening the analysis of 

the economic situation in developing countries such as Nicaragua. Given the increasing income gaps 

and social problems in developed countries, an analysis that takes into account other factors than such 

                                                           
10 Stark, A. (1995) “Rent ekonomiskt – om kvinnor och män, siffror och pengar”, Bonniers 
11

 One exception is for example (Hahnel, R. and Albert M. (1991) “Participatory Economy”, Princeton University Press, 

USA. 
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traditional macro-economic indicators as growth per capita, appears also to be needed in the analyses 

of any country, as well as at a global level.  

Of course the indicators need to be refined. As an example, budgeted and actual expenditure for 

social sectors could be used (instead of the number of employees) as an indicator of public services in 

these sectors. More – but not too many – indicators could be identified to measure other important 

issues such as environmental sustainability. With or without such improvements, similar analyses 

could be made for other countries, with an interesting individual and cross-country result. Such an 

analysis, which takes country-specific factors into consideration, are more likely to offer useful 

explanations for the development of specific countries than a traditional statistical analysis, which 

presents a causal relationship of a few measurable variables, but requires a sufficient number of 

observations to be valid. The advantage with the proposed indicators is that, while they are measurable 

and comparable, both over time and with other countries, they are discussed in a country-specific 

context. On the other hand, they are not always easy to find, and require knowledge to interpret. In 

order to get a full picture, qualitative features would also need to be studied, but this would be both 

more difficult and less comparable over different cultural and political contexts.  

The assessment of the expressed rhetoric, the policies and legislation, and the outcome indicators as 

presented, suggest that the current FSLN regime appears to be more “rightist” or liberal than “leftist”, 

and that in the areas where it can be said to represent a “leftist” approach, it is certainly neither 

socialist in general nor Marxist in particular. Rather it could be described as “mildly social-

democratic”.  

The reasons for this may, on one hand, be purely selfish: if Ortega’s first priority is to consolidate 

and perpetuate power for himself and his family, ensuring popular support through populistic rhetoric, 

while at the same time joining strong domestic and international forces would seem to be more 

effective than fighting these forces for ideological or idealistic reasons. On the other hand, policy 

choices may be extremely limited. Except in a few countries, such as Cuba, Venezuela, Ecuador and 

North Corea, (neo-) liberal economic theory is almost unchallenged
12

. On the contrary, it is presented 

as almost a natural law. In combination with unregulated global markets, especially financial markets 

where investment may be changed in seconds whereas fixed capital and labour can barely adjust in a 

medium to long term, choosing a different path would be extremely challenging and risky. And at the 

same time, the deficiencies of the prevalent economic system makes different alternatives necessary. 

5.3 Needs for further research  
 

It seems clear that new economic theories and policies are needed. These need to take into 

consideration 

                                                           
12 Peter Söderbaum. “Demokratisera nationalekonomin”, Upsala Nya Tidning 2013-10-22 page 5 



37 
 

- the increasing gap between rich and poor, within countries and between countries, and the 

effect this has on power relations, and on markets where resource allocation is affected by 

decreasing marginal return on financial resources 

- the fact that natural resources appear insufficient to sustain the GDP growth in the long term 

that would be needed – with current “trickling down” assumptions – to substantially reduce 

poverty, and that climate change will make economic behaviour changes indispensable 

- the effects of globalisation, deregulations and resulting power structures, where there is no 

Wold Government and no democratic means to promote such global goods and to curb such 

global bads that are unaffected by traditional market mechanisms 

- the fact that the fully informed, selfish economic man rarely exists, but that much activity 

takes place out of solidarity in families and voluntary organisations without necessarily being 

measured in economic terms 

- the need to discuss the purpose of an economy (such as the well-being of citizens and other 

residents in a country), rather than seeing it as a machine which should work efficiently rather 

than effectively. 

In order to develop such alternative policies, economic theories and policies need to be modified. This 

cannot be done by economists in isolation, but necessitates cooperation with various other disciplines 

such as political scientists, behaviour, philosophical and natural sciences.  
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Annex 1: History and political context of Nicaragua  
 
Nicaragua became independent from Spain in 1821 (declared a republic in 1838). From the second 

half of the 19
th
 century, Central America has been considered “the back-yard of the USA”. One of the 

most spectacular events was when William Walker, a North American mercenary, managed to become 

president of Nicaragua for a short period of time, but Washington was a very powerful – if not to say 

decisive – factor in the country throughout more than a century. In the early 1900’s, the USA got the 

concession to build military bases in Nicaragua, and already in 1928, a guerrilla war was started by 

Augusto Sandino to liberate the country from this foreign power. Sandino was murdered in 1934 by 

the leader of the National Guard, Anastasio Somoza, who became president with US backing in 1937. 

This was the beginning of the Somoza dynasty, reigning without interruption until 1979 – Anastasio 

was succeeded by his two sons. [Ferrero 2007, Rochas, 2010] 

 

Apart from becoming gradually more oppressive, especially through the National Guard, the Somoza 

family also began to concentrate wealth. This became especially evident in connection with the great 

earthquake in the capital, Managua, in 1972, when over 10,000 people died. Much of the cash 

assistance, which was sent to Nicaragua from abroad, was diverted into Somozas’ pockets, and the 

contracts for reconstruction works were mostly given to Somoza owned companies. The Somoza 

family owned 20% of Nicaragua’s surface, and some 2,000 persons – members of the Somoza clan 

and their “allegados” – owned half the cultivable land. A few years later, martial laws and capital 

flight from the country led to economic difficulties which had the effect to hinder Nicaragua from 

participating in the emerging Central American common market. This led to business families 

(including some of the richest) and the Catholic church joining the opposition, and to many young 

people from all social classes joining the armed struggle, either as Marxists or as radical Christians. In 

1978, even the USA suspended aid to Somoza, and in July 1979, Somoza was deposed when the 

revolutionary armed struggle had captured Managua. It is important to note, that the “Sandinista 

movement” then consisted of various conservative, nationalist, Christian and marxist “tendencies”. 

[Ferrero 2007, Rochas, 2010] 

 

Given the great wealth amassed by the Somoza’s, a decree was issued in 1979 to confiscate all 

property belonging to members of that family, or to military staff or others that had fled the country – 

later broadened to “persons who had allied themselves with the regime
13

”. Even after having 

confiscated Somoza land (the large production entities, now government property, were important for 

export income), around 1% of the population was in possession of 47% of the land, while 30% of the 

rural population was landless. The decrees were therefore complemented with a law on agrarian 

reform in 1981 with the purpose to spread ownership of cultivable land, but also to improve 

productivity. These reforms were supported by a majority of the Nicaraguans, including the private 

business sector that had been in opposition to Somoza, although not quite as enthusiastically as it 

supported the confiscation of Somoza property. The model to hand over land to state controlled 

cooperatives was also met with some suspicion by those outside the FSLN. In some cases, 

cooperatives would have preferred salary rises to receiving land, but one of the aims was to foster 

solidarity rather than individual self-interest. It was also part of the war effort: a cooperative was easier 

to defend than a multitude of single farms. [Ferrero 2007, Rochas, 2010] 

 

During 1983-1989, Nicaragua suffered from a civil war. It was started by previous members of the 

National Guard and supporters of the Somozas, and was actively supported by USA through both 

financing and military aid, with fronts opened both from Honduras and Costa Rica. Part of this support 

was secret through the CIA. The war gave rise to both increased government control, and to depicting 

USA as the great enemy. Until 1983, the economy grew, although modestly, due to an influx of 

foreign funding and better use of means of production. However, much due to the war and the hostile 

relations with USA (the most important trading partner), the rest of the decade became very difficult. 

For example, GDP per capita diminished by 25% between 1985 and 1989. The share of primary 

(especially agricultural) products rose considerably, both due to the agrarian reform and to the war 

                                                           
13

 Personas allegadas al somocismo [Ferrero p. 20] 
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effects on the manufacturing industry. There was also a shift between the sectors: in 1984, almost 49% 

of GDP came from government (“the area of the people’s property”) and 25% from cooperatives, 

small and medium sized business whereas 26% of production came from big, private business. In 

1985, military efforts escalated in the whole country, and this coincided with social tensions. From 

1986, the FSLN organised a system of popular participation called CDS, committees of Sandinista 

defence, with vertical structures from small parts of towns up to national level. In parallel with trade 

union and army structures, they were used both for the election of leaders and for the control of 

opposition elements. The end of the war coincided with the fall of the Soviet Union, which had been 

one of Nicaragua’s external supporters, directly and through Cuba. This also affected the role of USA 

in the isthmus. [Vilas, 2005] 

 

As part of the peace negotiations, elections were organized in 1990. Much to the surprise of FSLN and 

its president Ortega, the liberal/conservative Violeta Barrios de Chamorro won the elections with a 

coalition of 14 opposition parties. The new government decided to uphold the decrees covering the 

confiscation of Somoza property and the agrarian reform, but opened for a legal process of 

compensation to others among those who had been allied with the Somozas. The compensations were 

financed with domestic bonds. However, during the months between the elections and the installation 

of the new government, the FSLN government had managed to hurriedly legalise ownership to a large 

number of plots, companies and other property that had been confiscated during the early years of the 

revolution. Some of this property was handed to small farmers, some to the FSLN as a party and some 

to high-ranking officials, giving rise to a new group of nouveaux riches. For example, a quarter of the 

privatised state enterprises were given to the FSLN controlled trade unions, later to be handed over to 

the party, but instead much was kept by e.g. trade union leaders as their private property. This has 

been referred to as the “piñata
14

”, and the purpose of FSLN to have it included in the political 

negotiations of power hand-over was to ensure that the party had the financial means to continue as a 

political force in Nicaragua. Liberal governments then followed until Daniel Ortega won presidential 

elections in the end of 2006. [Ferrero 2007] 

 

 

 

Nicaragua experienced a peak in GDP per capita 

in the mid 1970’s , a very sharp decline in the 

years before the revolution, and then a further 

decline during the civil war. The bottom was 

reached a few years after the peace agreement 

and has been rising since then (with a small set-

back during the latest financial crisis). It is still 

lower than in any other country in the region.  

Source: IMF (2012) 

                                                           
14

 This is a popular game at parties. An papier mâché object in the shape of eg. a person or an animal, is filled with sweets 

and hung onto a string in the ceiling. Then, a blindfolded guest tries to hit the object with a stick until it breaks and all the 

sweets fall out – then everybody scrambles to grab as much as possible from the floor. 
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Annex 2: Moody’s rating model and reports 2002-2012 (excerpts) 
 
Sovereign rating 

The term “rating” refers to the process of establishing ordinal rankings of credit, both within and 

across sectors, industries, asset classes, and geographies. They are relative rankings of credit risk. In 

addition, over time, they have become associated with approximate levels of expected loss. Rating 

institutions make a difference between, on one hand, sovereign rating, and on the other hand, the 

rating of other economic agents. From a rating perspective, a sovereign issuer is the government 

(usually national or federal) that de facto exercises primary authority over a recognised jurisdiction. 

Central banks, like other public policy institutions, are agents of the sovereign, though their debt could 

be assigned ratings that differ from those of the sovereign. 

 

There are a few features that make the rating of sovereigns special: the privilege of taxation, a very 

high probability of survival (countries rarely disappear), and a lack of superior judiciary authority to 

make debt resolution predictable. In contrast with non-sovereign economic agents that are forced to 

default because they no longer have the resources to repay their debt, governments, due to the freedom 

from a higher authority, can make the deliberate choice to not repay their debt. [Moody’s 2008] 

 

Nowadays there are, however, international treaties and multilateral organisations such as the World 

Trade Organisation which have created a legal framework and – to some extent – sanction systems 

that may be highly compelling, although not formally binding, for sovereign governments. Not 

adhering to a free trade agreement may have high economic and political costs. 

 

In this thesis, only sovereign ratings are included in the discussion, whereas the rating of industries, 

corporations or individual bonds will not be dealt with. 

 

Moody’s model for rating 
Moody’s approach to rating sovereigns’ creditworthiness, as described in a document from 2008, is 

undertaken in a step-wise way. The end result of the process – the expressed opinion about the credit 

risk facing a potential investor – is a judgment made on the basis of several quantitative and 

qualitative factors. The rating shows the expected risk of default. 

  

No debt risk indicator (such as the ratio of public debt to GDP) will, by itself, unambiguously position 

the sovereign in a certain rating category. Also, a government may decide that the economic, social 

and political costs of repaying the debt would be higher than those of not repaying it. Therefore, no 

quantitative-based approaches can satisfactorily replace analysts’ disciplined judgment on this 

question. 

 

The first indicators aim at assessing the the ability of the sovereign to face adverse economic, financial 

and political events without having to impose an intolerable economic sacrifice on its population. This 

helps determine the rating range. Thereafter, debt dynamics also need to be analysed in order to 

determine the more precise rating. 

 Important factors for determining the resiliency factor are: 

- The country’s economic strength, reflected in GDP per capita, sometimes supplemented by  

- indicators of the degree of diversification in the economy (or of its scale), as well as  

- those pointing towards its long-term robustness (such as investment in "human capital", the 

level of innovation or the participation in an integrated economic area) 
 

 whether the institutions in the country – such as the respect of property rights, the efficiency and 

predictability of government action, transparency and the degree of consensus on the main 

political goals – are conducive to the respect of contracts. Monitoring “institutional strength” 

does not entail a value judgment about the type of government – democracies as well as 

autocracies or other political regimes default alike. 

Combining the quality of institutions and economic strength gives an idea of the shock-absorption 

capacity of a country. 
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The second group of indicators relates to the government’s own financial robustness. It consists of 

the following: 

 the degree to which its policy choices are constrained by the debts:  

- how affordable the debt is: interest payment/revenues and the size of the gross borrowing 

requirement,  

- how easy it is to generate the funds necessary for the repayment, through either  

o refinancing (which does not change debt levels but eases liquidity constraints),  

o asset mobilization (which does not change a government’s net worth) or  

o fiscal adjustment (raising taxes and cutting spending). 

 how adverse (or potentially adverse) the debt dynamics are in terms of  

- the likelihood of the debt rising abruptly due to a shock, caused by events of different kinds, 

but connected to the risk of debt default: 

o economic (e.g. earthquakes, hurricanes),  

o financial (e.g. speculative crises) and/or  

o political (e.g. war, political chaos, deliberate decisions to hurt creditors) 

- whether the debt is on a long-term rising path 

 

Local currency sovereign bond ratings should reflect the capacity and willingness of a government to 

raise resources in its own currency to repay its debt. First, a cost-benefit analysis of repaying the debt 

is made, and then an evaluation of the government’s resources (solvency risk), as well as its ability to 

mobilize these resources in a timely fashion (liquidity risk). It is necessary to assess the possibility and 

associated costs of (1) raising additional taxes or cutting spending, (2) liquidating assets or (3) 

obtaining financing from the central bank. There are several risks involved with each alternative. For 

foreign currency debts, the government, in addition, needs to ensure that there are economic agents 

willing to exchange sufficient foreign currency for the local currency.  

 

In the 2002 rating report, Moody’s give the following reasons for its rating at B2: 
 

I. Economic strength 

- Limited export base (a few primary products) lead to shock vulnerability and a lack of foreign 

currency earnings 

- Weak – but improving – liquidity position, including foreign currency exchange reserves: debt 

to FOREX is around 200% 
 

II. Institutional strength 

- A weak institutional framework  

- Political bickering within and among political forces 

- Recent crisis in the financial system 
 

III. Government’s financial robustness 

- Significant fiscal imbalances, partly offset by resources from the international community 
 

IV. Debt dynamics 

- Debt levels remain highest in the region despite debt reductions by official international 

creditors during the previous decade, rather than through the improved debt-to-export ratio 
 

Future debt relief (through the HIPC
15

 initiative) depends on an effective implementation of 

governance reforms as well as on efficient handling of donor contributions – there had been severe 

issues of “lack of transparency” (corruption) during the previous government. Since year 2000, 

Nicaragua had failed to maintain an official programme with the IMF
16

, mainly due to excessive fiscal 

spending and a crisis in the financial sector with bankrupting banks.  

                                                           
15 HIPC, Heavily Indebted Poor Countries, a World Bank lead initiative to reduce debt burdens of developing countries in 

return for institutional and other reforms. 
16 PRGF, Poverty Reduction Growth Facility, in which the International Monetary Fund lends funds in return for adherence 

to policy targets in selected areas. An agreement with the IMF is a prerequisite for certain types of support from bilateral and 

multilateral donors, such as budget support or HIPC debt reduction. 
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In the 2004 rating report, fiscal deficit again widened to 7% of GDP although growth became 

positive (2,3%) after four years of contraction – this was partly due to economic recovery in the main 

trading partner countries (USA and Central American neighbours). However, the political problems, 

with the current liberal president lacking support from his own party in the National Assembly, forcing 

him to seek support from the FSLN opposition, created uncertainty which affected economic growth. 

Dependence on multilateral banks and bilateral donors remained high. Remittances had increased to 

30% of the external currency balance, much of the rest depending on resources from the international 

community. Current account deficit remained above 20% of GDP. In spite of a tax reform, aiming at 

reducing tax exemptions, the budget deficit increased slightly, due in part to increasing interest 

payments. The continuing dollarization of the economy potentially posed a risk to the financial 

system. Rating was downgraded to Caa1. Neither the downgrading, nor that it was done by two steps 

(from B2 to Caa1 instead of B3) was commented in the report. 

 

The 2006 rating report was published in September 2006, less than two months before presidential 

elections. In these elections, the leftist FSLN candidate Daniel Ortega ran against a range of 

conservative/liberal candidates. Since the electoral law had been changed
17

 it was now sufficient for a 

candidate to win already in the first round by gaining 35% of the votes and at least 5% margin to the 

second candidate. Accidentally, 35% was the proportion of votes normally won by FSLN. 

 

In contrast to all the other rating reports, the 2006 report makes an overview of Nicaragua since the 

end of the civil war in 1990:  
 

“The Sandinista governed from July 1979 until April 1990 - a period consumed by the 

civil war. They were as equally authoritarian and corrupt as their predecessors. The 

Sandinistas also controlled the different branches of government and the army; 

moreover, the state of emergency, which was instituted at the beginning of the decade, 

gave Ortega virtual control of the country. The regime pursued Marxist policies 

designed to ameliorate the condition of Nicaragua's poor, including a major agrarian 

reform redistributing land to peasants. - - 

   “The freely-elected coalition government - - which took office in February 1990 

inherited a bankrupt economy devastated by both the civil war that raged from 1979-80 

and the Marxist economic policies pursued under the Soviet-backed Sandinista 

government headed by Daniel Ortega during that period. The destruction of physical 

infrastructure and political institutions led to an output contraction of over 30% and a 

per capita income fall of more than 50%, hyperinflation, international reserves deple-

tion, massive external debt arrears and suspension of relations with external creditors. 

   “- -In 1990 the [new] government immediately set about to reconstruct the war-torn 

economy by undertaking a bold IMF-backed economic stabilization program and free-

market oriented structural reforms. Beyond the adoption of tighter fiscal and monetary 

policies, public companies, including banks, began to be privatized, and price and trade 

controls dismantled. Relations with external creditors were normalized, releasing large 

inflows of donations, loans and massive debt forgiveness. A pickup in private sector 

confidence combined with favorable external conditions led to a recovery in growth, a 

reduction in inflation to single-digit levels, and a strengthened external position. - -” 

   “The influence of the Sandinista remains through the political arm of the movement - 

- has served to constrain the development of institutions that support market-based 

economic policies and foster investor confidence.”  

   “The prospects for the economy going forth, therefore, depend crucially on the 

outcome of the election. A victory by Ortega could mean a return to populist policies 

that could place Nicaragua once again on an unsustainable growth path and could 

jeopardize access to concessional loans and donations from international financial 

institutions.” 

                                                           
17 The amendment was made through an informal agreement between PLC leader Alemán, condemned to 20 years of prison 

for corruption – later converted to house arrest – and FSLN leader Ortega, who controlled the judicial system and thereby the 

fate of Alemán. 
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The economy is generally described in rather favourable terms against the background of serious 

problems during the period 1990-2005, and especially during 1979-1989 (the background text 

covering the larger part of the document). Tax revenues had been raised from 13,4% of GDP to 17,4% 

at the same time as spending was contained. The implementation of HIPC debt reduction would lead 

to the public sector debt to GDP ratio falling from 134% in 2002 to 70% by year-end 2006. Foreign 

direct investment rose to some 5% of GDP and were expected to continue to rise due to the DR-

CAFTA trade agreement. Rating was raised to B3, despite the political turmoil. 

 

No rating report was published in 2007, when Daniel Ortega took power after having won the 

elections in 2006 (considered free and fair by international observers)
18

 

 

Next rating report was published in July 2008, eighteen months into the FSLN government. The Per 

Capita GDP was USD 1,200 compared with USD 5,800 for other rated countries in Latin America, but 

continued debt forgiveness under HIPC had improved the debt-to-GDP ratio. Economic growth 

remained subdued, in spite of high capital fixed investment, of which half was financed by growing 

(from 10% to 15% of GDP) domestic savings and still a large share of foreign savings. As for political 

and social developments, the report continues to mention weak government and institutions – “the 

fourth lowest among all the countries that Moody’s rates in the World Bank’s government 

effectiveness indicator” – but there seem to be no concern of a political nature as in the 2006 report. 

Despite the low governance score, the FSLN government had maintained good relationship with 

multilaterals, including being committed to the three-year PRGF programme agreed with the IMF in 

2007. Tax receipts increased from 16% in 2003 to 19% in 2007, and this led to an improvement of 

general government fiscal balance: from a deficit of 2% to a surplus of 2,3%. Nevertheless, 

dependence on multilaterals and donors remained strong. Foreign direct investment had averaged 5% 

of GDP during the previous two years, and the foreign exchange reserves had increase fromUSD 0,5 

bn in 2003 to USD 1,1 bn in 2007, reducing the external vulnerability. Rating was kept at B3. 

 

In the next available rating report, published in May 2010, the same general features as in previous 

reports were described. The small and undiversified economy is said to still feel the impact of the civil 

war, with agriculture and light manufacturing being the most important sectors, and agricultural 

exports making up 80% of all exports. The most important origin of remittances, tourism and foreign 

aid is the USA, which leads to a high dependency on business cycles there, and a severe impact of the 

global financial crisis which also originated there. Long-term growth was expected to remain at around 

3%, reflecting infrastructure problems, lack of human capital and weak institutions. In spite of 

favourable IMF reviews of the PRGF indicators, increased political strife and accusations of electoral 

fraud
19

 contributed to a reduction in bilateral aid
20

. Moody’s considered that the increased domestic 

political turmoil caused by the run-up to the 2011 presidential elections could lead to further cutbacks 

in international grants. “In recent years, Venezuela [had, however] gained importance as a source of 

foreign grants, reaching about 7% of GDP [in 2009]”
21

. Low fiscal deficits and significant debt write-

offs had caused the debt-to-GDP to fall from 130% in 2002 to 45% in 2009, whereas debt-to-revenue 

fell from 570% to 150% during the same period. Rating was raised to B2 (country ceiling), but further 

upgrades would require continued reductions in debt burden and political and policy concerns. 

 

The September and December 2012 rating reports make references to institutional weakness and 

political instability, a weak fiscal position, a large government and external debt burden, a commodity 

based export vulnerable to price shocks, and a fragile financial system with a high degree of 

dollarization. However, economic growth had risen to over 4,5% and poverty had decreased from 

                                                           
18 The author was a member of the 2006 EU Electoral Observation mission, nominated by the Swedish Embassy 
19 This is probably a reference to the 2008 municipal elections 
20 Most of the European donors closed down in Nicaragua between 2008 and 2011; Sweden left in 2010. 
21 It is somewhat problematic to call Venezuela “a source of foreign grants”. The difference between market price and a 

subsidized price on Venezolan oil is managed in a joint, state-owned company and part is recorded as non-public debt on 

concessional terms. Funds from this company are used for social programmes, carried out by government or quasi-public 

organisations, and are not handled in the central government’s budget. This is partly described in the December 2012 report. 
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48,3% in 2005 to 42,5% in 2009. Foreign direct investment to 13,3% of GDP (an increase by 90,5% in 

2011 alone), especially in the manufacturing and maquila sector. Nevertheless, the current account 

deficit was expected to continue to widen from almost 18% in 2011. The government of USA decided 

to renew the annual property dispensation waiver
22

 after Daniel Ortega had instructed the State 

Attorney to resolve several compensation claims by USA citizens dating back to the 1980’s. This will 

“allow for external aid financing inflows to resume for another year - - [but the USA State department] 

was contemplating sanctions that could lead to a reduction in multilateral lending if the [Nicaraguan] 

government does not prevent irregularities in the [municipal] electoral process”
23

. For the time being, 

negotiations were ongoing with both IMF and IADB. As for the government’s fiscal position, rapidly 

rising tax revenues led to a surplus of 2,5% of GDP, but this could be reduced by wage bonuses and 

energy subsidies. The government had started negotiations with private sector representatives on a tax 

reform to reduce tax exemptions (that had led to a loss of tax revenues corresponding to 6,4% of GDP 

in 2010) as well as the corporate income tax rate from 30% to 25% to align with neighbouring 

countries and increase Nicaragua’s competitiveness. Since 2007 there had been an open 

communication between authorities and the private sector through COSEP
24

. A National Public Debt 

Strategy had been elaborated to ensure a sustainable public debt. Rating was kept at B2. 

Annex 3: IMF reports 2006 and 2012 (excerpts) 
 
IMF Report 2006 
In December 2005, the IMF had consultations with the Nicaraguan government of President Bolaños 

(liberal/conservative). Previous consultations had led to the PRGF programme, agreed in 2002, getting 

“off-track” by the end of 2004. The reasons for this were large public sector wage increases and stalled 

structural reforms. Strengthening of the macro-economic performance (fiscal discipline, lower 

inflation and an increase in international reserves), as well as governance and the financial sector were 

required for the programme to continue. Since last consultations, the political struggles had decreased, 

leading to the National Assembly being able to pass needed reforms; despite oil price increases, 

growth and foreign reserves had been maintained (due to increased exports), but inflation and deficit 

in the energy sector had increased. 

 

The recommendations from the report included: 

 Reduce high debt levels (partly through HIPC debt write-offs) and dollarization 

 Strengthen fiscal framework to safeguard poverty reduction spending and the achievements of 

the Millennium Development Goals (MDG) 

 Strengthen legislation in the financial sector and adjust electricity tariffs 

 Improve business environment to leverage potential of CAFTA (the free-trade agreement) 

 Keep exchange rate policy (“crawling peg” at 5% annual depreciation) 

 

However, the references to poverty reduction and MDG in the executive summary were not followed 

up in the details, although one table shows the achievements of the MDGs since 1990. As opposed to 

Moody’s 2006 rating report, no explicit warnings were issued about a possible FSLN victory; instead 

it was assumed that consultations would continue according to schedule (every 24 months) after 

elections. [IMF May 2006] 

                                                           
22 The US.s Foreign Relations Authorization Act 1994 prohibits the USA government from providing aid to countries that 

expropriate the property of US citizens without prompt compensation, but allows the USA State Department to carry out an 

annual certification process to "waive" the prohibition if it certifies that 

adequate progress in resolving the issue is being made. The number of such property cases outstanding has 

fallen from around 2,000 in the early 1990s to 400 at present. USA representatives to the Inter-American Development Bank 

(IDB), World Bank and IMF [would] be legally bound to vote against further loan requests from Nicaragua. Under such a 

scenario, Nicaragua’s principal multilateral funder, the IDB, would be forced to 

suspend budgetary assistance of some USD 40m scheduled for 2012 and would cease to approve new loans . [IMF June 

2012] 
23 This is an indication of the strong position of the USA in multilateral finance institutions such as IMF, World Bank and 

IADB. The president was re-elected in 2011 although the constitution does not allow anyone to remain in office for two 

consecutive terms, after a Supreme Court decision. Interestingly, Moody’s gives an incorrect description of this. 
24 Consejo Superior de la Empresa Privada en Nicaragua 
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IMF Report 2012 
This consultation was done after five years with FSLN government under President Ortega. The report 

focuses on growth on the basis of increased consumption and investment, as well as in construction 

and manufacturing, and a small reduction in inflation. Despite an increase in the oil prices, increased 

exports, remittances, foreign direct investment and assistance from Venezuela
25

 (within the ALBA 

context) resulted in a surplus in the current account. International reserves increased and Central Bank 

short-term debts decreased. The fiscal balance showed a surplus due to expenditure cuts in both 

recurrent and investment items. 

 

In terms of risks, the report mentions the effect on inflation by increases in minimum wages, and 

reduced donor contributions due to both the global crisis and some donors’ concerns about governance 

issues. Pressures for higher spending on education, health and law enforcement as well as transfers to 

the energy sector risk resulting in a fiscal deficit. 

 

In this report, poverty reduction is discussed from several angles. One was that despite a steady growth 

rate for a decade, and increased spending in social and poverty reducing policies, Nicaragua remained 

one of the poorest countries in the region. Poverty rates
26

 had, however, declined from 48,3% to 42,5% 

in five years (Latin American average 27%), of which the most important part in rural areas – although 

there, some 63% of the population still remained under the poverty line. Extreme poverty
27

 declined 

from 18% to 15% (27% in rural areas). The dependence on low-productivity activities should be 

reduced i. a. through strengthened institutions in terms of government accountability and 

effectiveness, regulatory quality, the rule of law and control of corruption (Nicaragua’s scores are 

lower than the region on all five indicators). Unless this happens, growth is not likely to be sufficient 

to reduce poverty in the medium term. The informality of the labour market and the low share of the 

population covered by social security were also seen as problematic to productivity, rather than as a 

poverty problem, reducing people’s security and ability to choose. Among the tables, data is given for 

Gini index
28

 (46 in 2009), life expectancy at birth (74 years), the share of GNI of the riches 10% 

(41,8), unemployment rate (7,8% of labour force), adult literacy (83%) and infant mortality rate 

(23/1000 live births). One table shows the achievements on the Millennium Development Goals with 

data from 1990 (where available). The rest of the tables show traditional economic indicators. 

 

In the context of tax reform, the report recommends a broadened income tax base without increased 

tax rates or marginal taxes; but also the use of the direct tax system to protect the poor from a possible 

de facto increase in indirect taxes as exemptions are removed from drinking water, clothing, and some 

food.  The Corporate Income Tax (CIT) base should be protected, and rules should be introduced to 

address transfer pricing and thin capitalization. Sectoral tax incentives and tax exemptions on 

dividends from tax free zones should gradually be removed to allow for reduced CIT rates without 

affecting total tax revenue. A simplification of the tax system would serve to make collection more 

efficient and transparent. 

 

The report also mentions critical reports on the electoral process that led to the re-election of President 

Ortega in 2011 as well as on FSLN influence on decision bodies (other than the National Assembly, 

where it was now in majority), including the judiciary. Budget support from traditional donors and the 

World Bank had been suspended after reports on irregularities during the 2008 municipal elections.  

The two IMF reports referred to above are from the “Article IV consultations” with the government. 

The June 2012 Country report includes an open discussion about the political situation in the country, 

but doesn’t include any analysis related to income distribution or poverty. [IMF June 2012] 

                                                           
25 The stock of debt resulting from the Venezuela oil cooperation flows are contracted by a private sector cooperative without 

[formal] government guarantees, and is not recorded as government debt or revenue. 
26 Normally means to live on resources corresponding to less than USD 2 per day 
27 Normally means to live on resources corresponding to less than USD 1 per day 
28 This index shows the inequality of income distribution. If all have the same income/consumption, Gini = 0; if one person 

has all income/consumption, Gini = 100 


