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I. INTRODUCTION 

The Republic of Nicaragua found in the middle of the American continent is 

surrounded by both the Caribbean Sea and the North Pacific Ocean. Nicaragua 

is located between Costa Rica and Honduras. It is known as a land of lakes and 

volcanoes, rich in natural resources, both with a multiethnic and multicultural 

environment. 

The Republic of China (Taiwan)1 and the Republic of Nicaragua established 

diplomatic relationships in 1930. Both governments have strived to strengthen 

their relationship. Although during the period of 1980’s, as a result of an internal 

revolution, a leftist political party gained power in Nicaragua and there was a 

break down of almost ten years in this diplomatic relationship; nevertheless, 

with the next change in governing parties, the diplomatic link was reestablished 

again, as a flourishing, new yet old relationship. 

The purpose of this thesis is to introduce the Republic of Nicaragua as a case 

study for international business operation. First of all, the evolution of Taiwan’s 

cooperation with the Republic of Nicaragua will be explained through the 

analysis of bilateral agreements. Furthermore, country information and 
                                                 
1 Use “Taiwan” afterwards. 
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investment conditions will be provided for reference. Finally, a synopsis of the 

experiences of the textile industry in Nicaragua will be given in order to analyze 

how to maximize the use of Nicaragua’s advantages. Some notes will be given 

about the current relationship with other countries, and also about Nicaragua’s 

participation in international organizations, in terms of how these factors can be 

beneficial for investors to gain profit, especially in those areas where it is 

currently difficult for Taiwan to participate in and therefore it will benefit from 

using Nicaragua as a platform and active collaborator. 

Furthermore, this thesis will become proper reference for those investors who 

are interested in doing business in Nicaragua, by analyzing the opportunities 

given and the investment environment advantages that will enable them to make 

significant profit.  

The major objective of this thesis is to attract more investments to the Republic 

of Nicaragua, by pointing out relevant opportunities to investors. More 

investments mean more job opportunities for this developing country. Hence, all 

these elements will strengthen the relationship between both countries. 
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A. Analytical Framework 

This section’s contents will highlight the following: 

Foreign direct investment as a capital flow is considered a way for developing 

countries to improve their situation. Latin America currently suffers from low 

foreign direct investment, and lack of capital, etc. which hinder development. 

Hence, countries like the Republic of Nicaragua need to attract investments to 

grow. Conversely, foreign investors can use this country as a venue to expand 

their business and take advantage of cheaper labor cost, non-barriers policies, 

etc. in order to take advantage of the economies of scale. 

The purpose of this thesis is to highlight the Republic of Nicaragua as an ideal 

location for doing business, especially, for Taiwanese investors.   

Since the 1930’s, when the diplomatic relationship between the Republic of 

Nicaragua and Taiwan was established, there has been strong diplomatic links 

and economic cooperation as well between the two countries. This document 

will therefore offer background information on the current situation between 

both countries. 

This thesis will introduce the Republic of Nicaragua as an investment center. 
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Examples will be offered, such as studies like Projections for Latin America and 

the Caribbean 2004 by the Economic Commission for Latin America and the 

Caribbean (ECLAL) and others that show that Central American countries are 

new and precious marketplaces with attractive incentives such as cheap labor 

and political stability. Other examples will include statistics from the Economic 

Commission for Latin America and the Caribbean, that also reflect that the 

region’s growth is likely to reach almost 4% in the current year 2004. 

In comparison with other Central American countries, the Republic of 

Nicaragua is the most strategically positioned in terms of opportunities and 

great benefits to investors. This thesis will analyze the environment in 

Nicaragua from the foreign direct investment perspective. 

Nicaragua’s current conditions like poverty, low income, etc. that make doing 

business risky, can also be reconstructed as opportunities. This thesis will use 

SWOT (an acronym for strengths, weaknesses, opportunities, and threats) 

analysis to analyze and give a synopsis of the experience of the textile industry 

in Nicaragua. 

The conclusion will include some suggestions and recommendations on how to 

do business in the Republic of Nicaragua. 
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B. Research Objectives 

This section will strive to: 

1. Analyze the industrial and investment environment in Nicaragua from the 

foreign direct investment perspective. 

2. Highlight the Republic of Nicaragua as a new investment alternative, 

especially for Taiwanese investors. 

3. Provide a synopsis of the experiences of the textile industry in Nicaragua. 

C. Scope and Limitations 

The main objective of this study is to introduce the Republic of Nicaragua as an 

ideal location for international business. Nicaragua and Taiwan have strong 

diplomatic relationship. It is believed that this relationship can be further 

strengthened through economic collaboration. The major objectives for doing 

international business are expanding sales, acquiring resources, diversifying 

sources of sales and supplies and finally minimize competitive risk. This thesis 

provides alternatives that investors, especially Taiwanese, can pursue to achieve 

their business objectives. 

During the investigation of this study, it was noted that there is limited research 

and literature about foreign direct investment in Nicaragua. Furthermore, the 
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literature found were not up-to-date, which made the entire research process 

difficult.  

D. Research Method 

This study will apply qualitative method in order to achieve its objective. As 

Catherine Hakim indicates, “Qualitative research is concerned with individuals’ 

own accounts of their attitudes, motivations and behaviour. It offers richly 

descriptive reports of individuals’ perceptions, attitudes, beliefs, views and 

feelings, the meanings and interpretations given to events and things, as well as 

their behaviour; displays how these are put together, more or less coherently and 

consciously, into frameworks which make sense of their experiences; and 

illuminates the motivations which connect attitudes and behaviour, the 

discontinuities, or even contradictions, between attitudes and behaviour, or how 

conflicting attitudes and motivations are resolved in particular choices made. 

Although qualitative research is about people as the central unit of account, it is 

not about patterns individuals per se; reports focus rather on the various patterns, 

or clusters, of attitudes and related behaviour that emerge from the interviews.2” 

“The most common method used is the depth interview, which is unstructured, 

                                                 
2   Catherine Hakim. 1986. Research Design (Contemporary social research series; 13). 
London: Allen & Unwin (Publishers) Ltd. 26. 
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of very variable length, and may be extended into repeat interviews at later 

dates”. Because the qualitative method has the strength of the data obtained: 

individual interviews in sufficient detail for the results are to be taken as true, 

correct, complete and believable reports of their views and experiences.3” This 

study will present interviews of investors, get feedback from theirs invest 

experiences and point of view in order to provide valuable information about 

doing business in the Republic of Nicaragua.   

1. Sampling design 

 Interview Nieh Hsing Textile Industry Assistant Mr. Han on June 10th, 

2004. 

 Interview Presitex Corp. S.A. Assistant Mr. Gao on July 26th 2004. 

2. Data Collection 

 Written and electronic materials, books, and articles from newspapers, 

journals, government and international organizations’ websites were 

collected as secondary data. 

 Interviews with companies’ managers, diplomatic and government 

authorities were used for primary data. 

 

 

 

                                                 
3  Ibid. 27-28. 
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II. LITERATURE REVIEW 

The flow of foreign direct investment to Latin America, as observed during the 

late 1990s, has given rise to the discussion of the role of foreign direct 

investment in development. 

The literature review and the coming chapters will start build up the SWOT 

Analysis structure in order to get an entire picture by the end of the document, 

in order to understand the pros and cons of doing business in Nicaragua, with 

the objective of attracting more foreign direct investment into the country and 

achieve the goal of improving the current situation in Latin America. 

In the Foreign direct investment versus other flows to Latin America, it was 

mentioned that “one important reason for wanting to attract foreign direct 

investment into developing countries and emerging economies would be to 

stimulate and maintain growth”.4 So, for this study, it seems that it is more 

commonly accepted that foreign direct investment is good for growth because it 

facilities technological transfer and encourages more efficient management 

techniques; in other words, the safer nature of foreign direct investment.  

                                                 
4  Jorge Braga de Macedo and Enrique V. Iglesias. 2001. Foreign Direct Investment versus 
other flows to Latin America. France: OECD Development Centre. 12 
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Statistics show current Latin American flow of capital is becoming increasingly 

dominated by foreign direct investment. The private capital inflows declined to 

$68.6 billion in 1999, off 36 per cent from a peak of $107 billion in 1997, 

foreign direct investment reached from less that $10 billion in the early 1990s, 

and $35.8 billion of private flows as recently as 1996, achieved $66.5 billion in 

1999, just under 97 per cent of net private capital inflows in 19995. The capital 

inflows into Latin America slowed down in 1998-99 but the share of foreign 

direct investment increased very significantly, to the point where it now 

represents over 60 per cent of gross flows6. 

Foreign direct investment is usually seen as a reliable ally in times of difficulty 

and a good friend in times of prosperity 7 . However, Hausmann and 

Fernandez-Arias argued that foreign direct investment could be seen in a 

different light. Instead of being a sign of stability and, therefore, a cause for 

optimism, foreign direct investment could be interpreted as a sign of weakness 

and bad health. The high proportion of foreign direct investment in the external 

finance mix of Latin America, relative to more developed regions, and its 

dramatic increase in recent years, they say, “…is an indication that markets are 

                                                 
5 Ibid. 19-20. 
6 Ibid.  
7 Ibid. 
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working poorly, that institutions are inadequate, and that risks are high”. What 

has been demonstrated in Latin America, they claim, is that economies are weak; 

so weak, in fact, that their financial system is unable to provide the facilities and 

confidence for local firms to borrow abroad, leaving foreign direct investment 

as the best-suited, or only available, form of foreign capital inflow.8  

The increase in the foreign direct investment is associated with several factors, 

such as: the effect of the level of income, economic size, openness, safety, more 

or less stable countries, natural resources, distance, financial development and 

finally, the quality of the institutions. Capital flows tend to go countries that are 

more developed, more open, more stable, financially more advanced and with 

better institutions. However, these factors tend to reduce the share of foreign 

direct investment in capital flows. Hence, a larger share of foreign direct 

investment in capital flows is typical of countries that are poorer, more closed, 

riskier, more volatile, more distant, less financially developed, with weaker 

institutions and with more natural resources9. 

Charles P. Oman in the Perils of competition for foreign direct investment 

mentioned “that governments throughout Latin America, as elsewhere, have 

                                                 
8  Jorge Braga de Macedo and Enrique V. Iglesias.  2001. Foreign Direct Investment versus 
other flows to Latin America. France: OECD Development Centre. 9 
9  Ibid. 21-33. 
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moved actively in recent years to attract foreign direct investment. Many see 

foreign direct investment as vital to strengthening their economy’s ability to 

compete in global markets (including at home)”10.  

“Given the well-known importance that serious long-term investors attach to the 

economic and political “fundamentals” of the locations where they invest, 

greater competition for foreign direct investment could motivate governments to 

do more, or do a better job, to strengthen the “fundamentals” of the areas under 

their jurisdiction. It could induce them more effectively to enhance local 

suppliers of education and of transportation and communications infrastructure, 

for example, and to achieve greater macroeconomic and political stability. By 

stimulating such governments behaviour, greater competition for foreign direct 

investment could thus bring substantial benefits in terms of enhanced local 

productivity growth and development-…”11. 

For governments in developing countries, whose scarce financial resources 

often push them into a heavy reliance on fiscal incentives to attract foreign 

direct investment, it is important to stress the value of moving away from 

incentives-based means towards greater use of domestic and international 

                                                 
10 Charles Oman. 2001. Foreign Direct Investment versus other flows to Latin America “ The 
perils of competition for foreign direct investment”. France: OECD Development Centre. 63. 
11  Ibid. 
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rules-based means of attracting foreign direct investment, while maintaining or 

strengthening their defense of workers’ rights and the environment. Rules-based 

include regional-integration agreements, privatization of state-owned enterprises, 

strengthening the domestic judiciary system, domestic competition policy, and 

enhanced policy transparency and government accountability.12  

New regional-integration agreements among national governments and moves 

to deepen or strengthen existing ones have become more common since the 

mid-1980s. North America Free Trade Agreement (NAFTA), Mercosur (South 

Common Market), etc. are cases in point. Participation in NAFTA has helped to 

build stronger institutions in Mexico that otherwise might not have been 

possible. The emerging trade agreements under consideration with the United 

States, such as the U.S- Central American Free Trade Agreement (CAFTA) are 

likely to provide a boost to institutional development in a number of countries. 

From a broader perspective, membership requirements in the World Trade 

Organization (WTO) are also likely to contribute to reforms13. Agreements tend 

to enlarge the market that can effectively be served by an investment in the 

region; otherwise, they can also facilitate the cooperation among governments 

                                                 
12  Ibid. 76. 
13  Annop Singh. March 27-28, 2004. Latin America: Sustaining Reforms and Growth. Lima: 
International Monetary Fund. Online. www.imf.org/external/speeches/2004/032704.htm 
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in order to defend standards and regulations including the environment and 

workers’ rights. In practical terms, agreements contribute to greater 

macroeconomic and political stability in a region. 

Regarding privatization and competition policy during the 1990s alone, 

privatization is estimated to have generated globally about $850 billion in 

revenues, including almost $600 billion in Organization for Economic 

Co-operation and Development (OECD) countries and over $200 billion in 

developing countries--of which those in Latin America account for well over 

half, a large portion of it via foreign direct investment14. 

Most of the investors often seem to choose sites where the host governments 

strategy to attract investors is part of a broader process of mobilization around a 

project of social and political reform. In this case, the governments redefines its 

roles, turning away from the rigid structures and exclusive relationships with 

vested interest groups from the past in favour greater democracy, transparency 

and competition. Otherwise, the integral issue of transparency of policy choices 

and the accountability of policy-makers. While a system based on negotiated 

incentives to attract investors may appeal to many investors, as well as to some 

                                                 
14  Charles Oman. 2001. Foreign Direct Investment versus other flows to Latin America “ The 
perils of competition for foreign direct investment”. France: OECD Development Centre. 77. 
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governments officials, most investors profit more, in the long run, from the 

stability, transparency and predictability of rules-based approach to foreign 

direct investment policy15.       

Annop Singh, Director of the Western Hemisphere Department of the 

International Monetary Fund (IMF), in the Annual Meeting of the 

Inter-American Development Bank Lima, March 27-28, 2004 said that Latin 

America’s economic situation is certainly better today. Latin America’s region 

offers a vital breathing space for economies to take the steps necessary for rapid 

and sustained growth.  

Capital flows to the region are at their highest levels in several years. Equity 

placements are being facilitated by the strong rally in emerging stock markets 

and there are indications that foreign direct investment flows are beginning to 

recover following two years of sharp declines. Latin American bond issuance 

was nearly US$40 billion in 2003-the highest since 199716. 

The region of Latin America is rich with lessons from its own experience and 

many countries have demonstrated political resolve in taking the steps that are 

                                                 
15  Ibid. 78. 
16  Annop Singh. March 27-28, 2004. Latin America: Sustaining Reforms and Growth. Lima: 
International Monetary Fund. Online. www.imf.org/external/speeches/2004/032704.htm 
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necessary to establish a new era of rising prosperity, taking into consideration 

the myriad of factors necessary in order to be able to achieve this long-term 

goal. 

Ewe-Ghee Lim provides much evidence about the relationship between foreign 

direct investment and growth, giving findings in the field such as pointing out 

that an important determinant of spillover magnitude is the type of host 

investment climate. A liberal investment climate would tend to generate stronger 

spillovers because it is more likely to attract more dynamic foreign direct 

investments. These investments would have a number of attractive qualities 

such as: being rather large, employing economies of scale, exhibiting best 

management practices, standing at the cutting edge (technologically speaking), 

and being highly efficient. A liberal investment climate tends to encourage the 

establishment of export-oriented operations that are integrally tied into the 

Multinational Companies (MNCs) global/regional sourcing and production 

networks --with the objective of enhancing the parent firm’s competitive 

position in international markets. As such, it is in the parent firm’s interest to 

provide these affiliates with newer technology, more rapid technological 

upgrading, and persistent parental supervision in the areas of cost and quality 

controls as well as development of managerial/human resources. Once these 
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export-oriented foreign direct investments are set up, they also tend to attract 

other foreign direct investors including competitors into the location. The case 

of Mexico’ s experience is one of the evidence17. 

Before 1979, the foreign direct investment automotive industry in Mexico had 

subscale plants producing mostly for the small domestic market. Once General 

Motos decided to use Mexico as a base for producing and exporting its engines, 

two events occurred: first, other major foreign car and auto parts companies 

followed suit, establishing their own export-oriented plants. Second, within five 

years, 310 domestic suppliers of car parts and accessories had sprung up to 

serve the foreign direct investment related exporters18. 

Recently, foreign direct investment has become an integral component of the 

globalization of the world’s economy, as well as a key aspect of every country’s 

economic development efforts19. 

Most of the poor and low-income countries of the world remain largely 

dependent on bilateral and multilateral aid for their development strategies. 

                                                 
17  Ewe-Ghee Lim. November 2001. Determinants of, and the relation between, Foreign Direct 
Investment and Growth: A summary of recent literature. International Monetary Fund. Online. 
www.imf.com 
18  Ibid. 
19  Troy A. Festervand. 2002. U.S Foreign Direct Investment: Industrial executives perceptions 
of emerging Central American countries as FDI destinations. International Journal of 
Commerce & Management. ABI/INFORM Global. Online. www.proquest.com 



 17

Nowadays, foreign direct investment is the largest source of foreign private 

capital reaching developing countries. Attracting foreign direct investment is 

becoming increasingly important for developing countries, based on the implicit 

assumption that greater inflows of foreign direct investment will bring certain 

benefits to the country’s economy20.  

Figure 2.1: Private Capital Flows to Developing Countries (ECOSOC 2000) 

Figure 1. Private Captial Flows to Developing Countries (ECOSOC 2000)
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Source: Foreign Direct Investment: A lead driver for sustainable development 

Foreign direct investment, depending on the form it takes, has specific pros and 

cons in terms of considering it a source of development. For instance, in the 

region of Latin America and the Caribbean, the total inflow for 1998 was US$71 

billion; key receivers were Brazil, Mexico, Argentina, Chile, while key sources 

                                                 
20  Rosalie Gardiner. 2000. Foreign Direct Investment: A lead for sustainable development?. 
London: UNED. Online. www.earthsummit2002.org 
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were the United States, Spain. The major sectors targeted were services 

(business, electricity, finance), manufacturing (chemicals, 

food/beverage/tobacco) and mining. The total outflows were US$15 billion; 

main recipients were Cayman Islands, Chile, Brazil, Bermuda, and Argentina. 

Key receivers were over 75% re-invested in the region, and, according to the 

information, the status and prospects of foreign direct investment inflows have 

steadily risen since 1991 and this is expected to increase. However, current 

accounts remain in deficit, and human, technical, infrastructure and financial 

constraints continue to limit attracting inflows. Domestic markets are still 

largely geared to short term financing. Certainly, foreign direct investment 

benefits national economies, contributing to the Gross Domestic Product (GDP), 

Gross Fixed Capital Formation (total investments in a host economy) and 

balance of payments. Therefore, the impact of foreign direct investment will 

largely depend on the conditions of the host economy; for instance, the level of 

domestic investments, the mode of entry and the sector that is involved, as well 

as the country’s ability to regulate foreign investment21.  

According to George A. Petrochilos, foreign investment takes two forms, 

portfolio and direct investments. In the case of portfolio investments, foreign 

                                                 
21  Op.cit. 
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investors are interested in the higher return of capital. It represents the seeking 

of alternative opportunities by scanning a much broader international horizon. 

Other factors that influence portfolio investments are government decisions in 

lending countries. For direct investment, it may not be necessary for funds to 

cross-frontiers. For instance, foreign aid is a capital flow but it does not require 

payment of interest, dividends or repayment of principal. It is a total donation 

and its granting depends on political considerations of the governments of the 

donorating countries; for instance; the inter-governmental loans depend on the 

same political-economic effect22. 

Rosalie Gardiner, in her study of foreign direct investment, stated that the 

foreign direct investment inflow can be less affected by change in national 

exchange rate compared to other private sources like portfolio investments or 

loans, because it can stimulate product diversification through investments into 

new business, reducing market dependence on la limited number of sectors and 

products23. 

On the other hand, foreign direct investment generates and expands businesses, 

while helping to stimulate employment, raise wages and replace the declining 
                                                 
22  George A. Petrochilos. 1989. Foreign Direct Investment and the Development Process “The 
case of Greece”. England: Gower Publisher Co. Ltd. 6. 
23  Rosalie Gardiner. 2000. Foreign Direct Investment: A lead for sustainable development?. 
London: UNED. Online. www.earthsummit2002.org 
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market sectors. Nevertheless, its advantages can be quite limited, because it may 

only benefit a small portion of the population; for instance, where employment 

and training is given only to the more educated. This wage differential also has a 

cultural and social impact. In addition, it is necessary to mention that foreign 

direct investment stimulates and adequate human resources, infrastructure 

development and technology in host economies. These developments can result 

in social and environmental benefits; furthermore, they can stimulate innovation 

in production and processing techniques in the host country24. 

Foreign direct investments based on the foreign investor and host country 

perspective are classified differently, such as (Table 2.1):  

Table 2.1 Types of foreign direct investment and the role of government25 

 

 

 

 

                                                 
24  Ibid. 
25  George A. Petrochilos. 1989. Foreign Direct Investment and the Development Process “The 
case of Greece”. England: Gower Publisher Co. Ltd. 17-18. 
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Classification                    Issues 

Foreign investor    horizontal investment    involving production abroad of the same

                      line of products as at home 

           vertical investment      moving abroad either backwards one or 

                             more stages in the firm’s production 

process toward the sources of raw material

                                 or forward nearer the consumer through 

                      The acquisition of outlets 

conglomerate diversification  domestic expansion 

 

                              Classification          Issues 

Host country                 Import-substituting     Involve production 

    Export-increasing      Seek of new sources of inputs

       Other          Government-initiated investment

The effects of foreign direct investment on the economies and societies of the 

receiving countries can also be classified into economic, social and political 

categories. 

The social issues mainly concern the creation of “esclaves” and a foreign “elite” 

in the host countries and the impact they can have on the locals. Such social 

issues are likely to arise and be more pronounced where there is a difference in 

the economic, social and cultural backgrounds of the investing and host 

countries. In fact, it appears that such differences can explain the creation of 
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such “esclaves” and “elites” rather than the “foreignness” of the investment26.  

The economic effects of foreign direct investment can be divided into macro 

and micro. The macro effects can further be divided into primary and secondary 

linkages. Primary linkages are associated with growth, output, employment, 

balance of payment (foreign exchange, trade), productivity, technological, 

know-how, training of labor and management etc. Secondary linkages are 

essentially interindustry linkages and are related to the way in which foreign 

direct investment integrates or not with the local economy through; for example, 

in local markets, by locally producing materials and components as well as 

attracting new industries, which can complement the activities of the pioneers in 

the host countries27.  

The micro influences of foreign direct investment are related to structural 

changes in economic and industrial organization. The combined influence of 

these macro and micro effects as well as that of the strategic can generate 

benefits. Benefits accruing to the host country can be distributed through tax 

payments, lowering of output prices, improvements in the quality of output, 

increase in the income of local factors of production and, finally, in the increase 

                                                 
26  E. Kafauver. 1996. In a Few Hands: Monopoly Power in America. Pelican. 190. 
27  Op.cit. 27. 
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in productivity, output and employment28. 

In the other hand, there are some factors that can affect foreign direct 

investment, such as economic distance/transport cost, market size, fiscal 

incentives, business/investment climate and political, economic stability/risk, 

and trade barriers/openness. The different strategic objectives may affect one 

type of foreign direct investment more than the other29. 

Developing countries suffer numerous disadvantages, such as relatively small 

markets, insufficient infrastructure, also lack of sufficient skilled labor force, 

lack of economic stability and lack of foreign investors’ familiarity with the 

conditions and attitudes existing in developing countries. Developing countries 

have to be prepared to offer incentives to attract foreign investors. These 

incentives probably refer to certain economic advantages and other 

improvement in the social-political field. In the case of an improvement in the 

social-political field, policies play a more important role and in some cases they 

may even be crucial in the decision to invest abroad. Such policies may provide 

special allowances or subsidies, tax concessions for a number of years, 

exclusive franchises and various other restrictive practices, helping to enlarge 

                                                 
28  Ibid. 28. 
29  George A. Petrochilos. 1989. Foreign Direct Investment and the Development Process “The 
case of Greece”. England: Gower Publisher Co. Ltd. 12-16. 
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the profits30. 

Countries have changed and increased regulations to more market and growth- 

oriented positions, espousing regulatory reform, market expansion and the 

development of the private enterprise sector. In turn, these changes have 

encouraged many foreign direct investment evaluation entities to revise their list 

of countries considered desirable foreign direct investment candidates, including 

emerging Central American countries, viewing these nations favorably as future 

economic opportunities31. 

According to the report of Projections for Latin America and the Caribbean 

2004 prepared by the Economic Projections Centre of Economic Commission 

for Latin America and the Caribbean (ECLAC) Statistics and Economic 

Projections Division published that the region’s growth likely to reach almost 

4% in 200432. Economic Commission for Latin America and the Caribbean 

expressed by subregion, South America should grow 4.4%; Mexico and Central 

America 3.4% and the Caribbean 2.9%. The improved outlook for Latin 

American’s economies reflects recovered growth in the world’s main 

industrialized economies. (Figure 2.2). Thus, for example, trade at the world 
                                                 
30  Ibid. 
31  Ibid. 
32  “Projections for Latin America and the Caribbean, 2004”. May, 2004. Chile: Economic 
Commission for Latin America and the Caribbean. Online. www.eclac.cl 



 25

level is expected to rise 8% in 200433.  

Figure 2.2 Centro America: Economic activities 

Source: Centre of ECLAC’s Statistics and Economic Projections Division, 
2004. 

 

                                                 
33  Ibid. 
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From the different literature it can be seen see that foreign direct investment is 

an essential element in insuring long-term, stable growth because it facilitates 

technological transfer and encourages more efficient management techniques, 

among other advantages. In addition, with this kind of cooperation, the host 

country will be able to develop itself. Through the statistics presented it can be 

seen that this strategy works in Latin America and there are projections that it 

will increase even more in the future. 

The literature cited supports the idea that foreign direct investment is an 

essential element in assuring attainable growth to a developing country. 

Attracting foreign direct investment not only stimulates but also maintains 

growth. Foreign direct investment facilitates technological transfer and 

encourages more efficient management techniques. In addition, the income 

increases are vital to strengthen the economy’s ability to compete in global 

markets. 

Latin America is a region that needs foreign direct investment capital in order 

to grow and develop in the future. Projections show that Latin America offers 

plenty of opportunities for foreign direct investment. Nowadays, with the 

Central American Free Trade Agreement with the United States, even more 
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opportunities will be open and the gate for investments will have a detailed 

legal framework as a solid foundation for an increased flow of trade. 

In the following chapter it will be explained how the literature background 

provided before helps us to understand better the role of the Republic of 

Nicaragua as an investment center in the region of Latin America, giving a 

closer look on this opportunity for foreign direct investment.
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III. DYNAMICS OF THE HOST COUNTRY: AN 

OVERVIEW OF NICARAGUA 

In this chapter an overview of the current economical situation in Nicaragua will 

be provided. Furthermore, a general idea about the investment environment will 

be given, in order to attract more foreign direct investment from different fields. 

The Republic of Nicaragua is located between the Republic of Costa Rica and 

the Republic of Honduras. It is known as a land of lakes and volcanoes, rich in 

natural resources, both multiethnic and multicultural. Nicaragua is in the heart 

of the Americas and it is the largest country of the ones that make up the Central 

American isthmus. Nicaragua is 130,668 km2 in length. This bridge of land 

unites the North and South American continents, and its shores meet the waters 

of the Atlantic and Pacific Oceans. Nicaragua is situated in the northern 

hemisphere between the Equator and the Tropic of Cancer, bestowing this land 

with constant warm temperature year- round. Nicaragua enjoys a unique, natural 

waterway through Lake Nicaragua and the San Juan River, where only the Rivas 

Isthmus, a small stretch of land, separates the Caribbean Sea and the Pacific 

Ocean. Once this geographic phenomenon attracted the world’s attention as the 

first possible site for the inter-oceanic canal in America, and currently there are 
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prospects about turning it into a water and rail inter-oceanic passageway.  

The highlands in the center of the country separate the Pacific area and the 

Caribbean lowlands, providing a richly diversified climate and flora. The Pacific 

area is characteristically dryer and warmer than the cooler highlands, while the 

Atlantic coast is a densely vegetated tropical area, the average temperature is 27 

C (78 F). There are two seasons. The rainy season lasts from May to October in 

the Pacific, from April to December in the northern part of the country and until 

July to February in the Atlantic. The dry season lasts from November to April in 

the Pacific, from January to May in the northern part of the country and until 

March to May in the Atlantic. Nicaragua has an average yearly rainfall of 

approximately 1,100 mm and 3,750 mm in the Pacific and the Atlantic regions, 

respectively. 

Presently Nicaragua has approximately a population of 5.3 million34 and has a 

population density of 34.8-persons/ km235. The population has a 2.6% annual 

population growth rate36. Fifty- four percent of the population is concentrated in 

the capital, Managua and twenty-four point seven of that live in Managua city; 

then, forty-five point six percent of the inhabitants are urban dwellers. As 

                                                 
34  Embassy of the Republic of Nicaragua in the Republic of China, Taiwan. 
35  Ibid. 
36  Ibid. 
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mentioned before, the population is concentrated in Managua, which has 

approximately 1.2 million people and is the largest city in the country. Other 

cities of significant population include Masaya, Granada, Jinotepe, Diriamba, 

Leon and Chinandega in the northern region of the Pacific coast, Matagalpa and 

Jinotega in the central mountainous region and finally, Bluefields, Puerto 

Cabeza and San Juan del Norte lie on the Atlantic coast. 

The territory is divided into 15 departments. The 15 departments located along 

the Pacific, Central and North Zone. There are also two Autonomous Regions, 

which are located in the zone close to the Atlantic coast. Leon, Chinandega, 

Granada, Masaya, Rivas, Esteli, Matagalpa, Bluefieds and Puerto Cabeza are 

some important cities in this nation. 

Regarding the Nicaraguan political system; the Republic of Nicaragua has a 

democratic system and its government system is divided into four branches, 

which are: the Executive, Legislative, Judiciary and Electoral branches. 

Nicaragua’s ethnic composition is concentrated in mixed race groups, 

combining the descendants of European, African and Indigenous populations. 

Roman Catholicism is the predominant religion. The official language is 

Spanish, although English is used in the business community as well as on the 
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Caribbean coast of the country.  

Currently, Nicaragua’s administration is world-renowned for its fight against 

corruption and its efforts to achieve transparency in governance. Nicaragua has 

also achieved a large degree of economic openness as a result of a decade-long 

process of liberalization and privatization. 

A.  Economic situation 

In recent times, the Nicaraguan government has eagerly dissolved state-owned 

enterprises and stimulated participation of private enterprises in 

telecommunications, transportation, and the electricity monopoly, in line with 

market liberalizing government policies of the 1990’s37.  

By reversing detrimental protectionist policies, raising export earnings, 

increasing the efficiency of domestic industries, and attracting capital, the 

government has liberalized the foreign trade regime, reduced tariffs, eliminated 

most non-tariff barriers, and eliminated all foreign currency exchange controls. 

In June 1997, Nicaragua experienced the most radical trade liberalization policy 

                                                 
37  Cano Corea, Eugenio A. 2002. Nicaragua: The Paradise of opportunities. 32. 
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in Central America seen to date38. 

According to a decree from the Ministry of Industry and Commerce (MIFIC) in 

2000, the Temporary Protection Tariffs have been eliminated for capital and 

intermediary goods produced in Central America, but the import tariff was set to 

10% for final consumption goods39. 

Since the 1990’s, the government of Nicaragua has emphasized a judicial 

system reform and adopted measures to improve taxation and investment laws 

in order to attract foreign investors. After a decade of stagnation or decline in 

the 1980’s, the economy grew in 1994 by 3.3%, in 1995 by 4.3%, 4.8% in 1996, 

5.1% in 1997, 4.1% in 1998, 7.4% in 1999, 5.5% in 2000, 3.0% in 200140 and 

year 2002 by 1.0%41. 

In the export arena, Nicaragua exported approximately 36.1% of total exports to 

the United States, 25.6% to the Central American Common Market, and 19.2% 

to the European Union during 200042.  

Nicaragua’s inflation rate was brought under control from 7,485.24% in 1990 to 

                                                 
38  Ibid. 
39  Ibid. 
40  Ibid.  
41  Central Bank of Nicaragua. www.bcn.gob.ni/estadisticas/indicadores. 
42  Ibid. 
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23.67% in 1992. By 1997, Nicaragua’s inflation rate of 9.22% was the second 

lowest annual rate in Central America; in 2001, the inflation was 7.35%, for 

2002 was 3.7% and in 2003 was 6.5%43. Compared with other Central American 

countries and the United States, Nicaragua has a quite good inflation rate. In 

Central America, only Guatemala with 5.7%, and El Salvador with 2.52%, have 

lower inflation rates than Nicaragua, which was 6.48%44. This reflects the 

economic evolution of a very healthy economy, and of the government’s 

political willingness and motivation to improve the people’s standard of living. 

B.  Investment environment 

Investment opportunities are all over the country. The main nine reasons to 

invest in Nicaragua are: 

1. An appropriate legal framework for investments 

2. Excellent macroeconomic achievements 

3. Competitive access to international markets 

4. Qualified and competitive labor force 

5. Bilateral and multilateral agreements which facilitate investment and 
accelerate commercial development 
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6. A country with the largest natural resources of the Central American region 

7. Nicaragua’s geographical advantages 

8. Consolidation of democracy 

9. Progressive development of infrastructure 

Nicaragua has an appropriate legal framework for investments within seven 

areas that are considered vital for development due to their high potential; even 

the Nicaraguan National Development Plan shows that the government sees 

these clusters as important and competitive enough to attract foreign direct 

investment: 

 Tourism 

 Textile and clothing 

 Agricultural industry and product processing 

 Energy 

 Meat and diary product 

 Fishing and Aquaculture 

 Forestry and wood products 

Nicaragua offers a wide range of investment45 incentives, such as the foreign 

investment law, investment incentives in the tourism industry; export promotion 

                                                 
45  “Reasons to invest in Nicaragua 2003”. N.pag. Internet. InvestNicaragua.com 
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law, industrial free trade zone law and temporary import law. 

In terms of very competitive advantages in order to attract particularly the 

textile and service industries, we have regulations such as the foreign 

investment law stipulating the right to repatriate 100% of profits generated by 

registered capital; the right to 100% foreign ownership in all sectors of the 

economy, total tax exemption in the sale of shares and/or the total sale of the 

firm and others. 

According to the Institute of Tourism of Nicaragua (INTUR), tourism was 

Nicaragua’s third most important source of foreign exchange in 1999, 

representing a US$105 million market --a 15% increase from the previous year. 

In year 2001, the income of the industry was US$111.3 million. Nicaragua’s 

tourism incentives law provides tax breaks for investments in the hospitality and 

lodging industry, food, beverage and arts and crafts facilities.  

The Republic of Nicaragua, in order to promote exports, the import of 

machinery, spare parts, raw materials, semi finished goods, suppliers, packing, 

bottling material, and inputs for exports production, is exonerated from import 

duties and value-added (IGV Spanish), introductory tax payments and municipal 

taxes. Moreover, there is an exemption of sales tax on purchases for suppliers 
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and other local materials acquitted for the production export goods, etc. All of 

these incentives are favorable for the investor. 

In the case of the free trade zone law, the free zone decree (No.46-91) provides 

incentives like no income tax, duty free to import of all raw materials, 

machinery, etc. for export processing zones; sales tax, capital earnings and real 

estate property tax, export tax, municipal taxes and others are also quite low, all 

of which are really attractive incentives. Current Taiwanese investments all 

benefit from the free trade zone law. 

The temporary import law is a customs regime which allows for the admission 

of merchandise and capital goods into the country without the payment of duties, 

import taxes or other taxes, under the condition that they will be subjected to 

additional processing or be used for processing goods for export and also the 

regime applies to capital and intermediate goods purchases locally that are 

subjected processing for export. 

The objective of the investment law is to promote foreign investment, contribute 

to job creation, the economy and the social development of the country. Foreign 

investment, in particular, is one of the keys to generate jobs, know-how, and 

technology, in addition to increasing the exports and input, allowing Nicaragua 
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to be able to transform itself and become more competitive in the global market. 

Nicaragua has had the highest economic growth over 5 years in the region of 

Central America. It also shows the second lowest inflation rate in Central 

America and has reached excellent macroeconomic achievements, among them 

experiencing an increase in exports, due to a progressive growth of private 

investment during that time. The average investment over the last five years is 

about US$218 million46. 

Free Trade Zones……………………………….      17.6% 

Construction. …………………………………….     15.8% 

Tourism. ……………………………………….…    14.0% 

Mining. …………………………………………...    12.4% 

Financial Services……………………………….      8.4% 

Agriculture. ………………………………………     7.3% 

Communications. ……………………………….      4.5% 

Commerce. ………………………………………      4.5% 

Fishing. ………………………………………….      4.5% 

Forestry. ………………………………………....      3.5% 

Source: Average annual growth rate (last five years) 

Furthermore, there has been a significant growth of the internal savings rate. 

Nicaragua is an active participant in several international markets, such as the 

Central American Common Market and the Central American Integration Treaty, 

                                                 
46  “The ideal place for foreign investors”. Embassy of the Republic of Nicaragua.  
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which have the advantages of free movement of capital, services and labor 

within the states that have signed the agreement; while at the same time 

providing the modern legal framework to expedite commerce in the region; plus 

all the advantages of a free trade agreement and the access to millions of 

consumers47.  

Following the world economic and commercial trends, Nicaragua has bilateral 

agreements such as the Free Trade Agreements with Mexico, Colombia and 

Panama and multilateral trade agreements with the countries of the region like 

the Dominican Republic and Chile. Finally, there is a strong possibility for such 

an arrangement with Taiwan as seen through the letter of intent signed in 2003 

by the ministers of both countries regarding the future establishment of a 

bilateral free trade agreement. In addition, the Caribbean Basin Initiative (CBI) 

of the United States covers Nicaragua. It is a program of unilateral tariff benefits 

granted by the United States to the Central American and Caribbean regions. 

This initiative has had an important role in the facilitation of commerce and the 

economic development of the region. Furthermore, in conjunction with its 

neighboring Central American countries, Nicaragua has joined in bilateral trade 

                                                 
47  Op.cit 
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agreements with the aim to become a single economic block48.  

By the year 2005, Central America is expected to enter the Free Trade Area of 

the Americas (ALCA) and gain greater access to more consumer markets49.  

Nicaragua is an ideal place to do business because of its central location for 

export to the United States, Mexico, Canada and South America. Nicaragua’s 

strategic geographic location and convenient air and seaports, coupled with a 

well-developed Pan-American highway, are ideal for international trade. Its 

position and infrastructure facilitate access to the world’s largest market: the 

United States, and other large markets like the North American Free Trade 

Agreement (NAFTA) and Southern Common Market (MERCOSUR). 

Nicaragua will achieve the goal of becoming a major trade center for the 

markets of North, South and Central America.50 

According to the Economic Commission for Latin America and the Caribbean 

(ECLAL) in 2001 foreign direct investment in Nicaragua grew from US$35 

million in 1993 to US$150 million in 200051. 

Nicaragua offers demographic advantages unmatched by any other country in 
                                                 
48  Ibid. 38. 
49  Ibid. 
50  Ibid. 
51  Ibid. 39-40. 



 40

Latin America, such as a large, young, trainable workforce. One of Nicaragua’s 

advantages over the other countries in the region is its competitive labor force. 

The Republic of Nicaragua boasts a huge workforce; at this moment, the 

Nicaraguan workforce is considered the best in the region of Central America, 

with high productivity, good work habits and strong capacity to learn quickly 

once well and properly trained. Labor is abundant52. 

Labor Productivity in Central America

El Salvador

Costa Rica

Nicaragua

Guatemala

Honduras

 

El Salvador 

Costa 

Rica Nicaragua Guatemala Honduras

4.373 4.157 3.13 2.87 2.673 

Source: Embassy of the Republic of Nicaragua in Taiwan 
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Source: Labor Cost 

According to these sources, it is plain to see that Nicaragua has good labor 

productivity. In addition, 65% of its population is younger than 25 years of age, 

meaning that more than half of the nation is trainable and can readily acquire 

new skills to meet the technological changes of modern manufacturing53. And 

the cost of the labor force is the lowest in Central America and the second 

lowest labor production cost in the Caribbean Basin Initiative (CBI) region. It 

also has one of the lowest property cost due to its abundance of land and low 

population density54. 

The main competitive advantages that Nicaragua offers to foreign investors 

include access to more competitive manual labor; quota-free production of 

textiles, low rental costs of approximately US$3.00/m2 per month, and 

exemption from municipal taxes, import and export taxes, income taxes and 

                                                 
53  Op.cit. 43. 
54  Ibid. 44. 
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selective consumption taxes. All these advantages make Nicaragua an attractive 

place in the world for the manufacturing of any product. 

Besides, Nicaragua is the country with the most abundant natural resources in 

the Central American region. The country boasts the most fertile land of the 

region, with excellent volcanic, mineral rich soils and with great water reserves 

for irrigation. Furthermore, it enjoys the lowest cost of land in Central America. 

In Nicaragua, there is the greatest diversity of forest species in the Central 

American region, which also implies a highly diversified touristy potential.  

One important reason to invest is the consolidation of the Nicaraguan 

democracy. The political constitution of Nicaragua does not discriminate against 

foreigners. Furthermore, the decentralization and privatization of state firms, the 

Nicaraguan political system has demonstrated a great capacity to reform. 

Finally, the Republic of Nicaragua is being very progressive in the development 

of the infrastructure; for instance; the renovation of the road “La 

Subasta –Airport55“. Regarding the area of communication and Internet, in the 

nation have many public and private centers in where provides internet 

education, design of web pages, etc.; otherwise, through the Science and 

                                                 
55  Ministry of Transportation and Infrastructure. Online. www.mti.gob.ni 
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Technology Council with other entities like the Nicaraguan Internet Association. 

This means that public universities and the private sector are working together 

towards development; also, the Technological National Institute had working 

hard in order to develop the professional skills in order to be able to face the 

technological changes. In the annual report of the Institute, it stated a significant 

improvement in technical education and training; plus, in the area of energy and 

other highway systems56. 

 

 
 
 
 
 

Source: Result of professional training57 

C.  Political situation  

In the international context, the Republic of Nicaragua is known by the internal 

political instability. Much of Nicaragua’s politics since independence have been 

characterized by the Liberal elite and Conservative elite, which often led to civil 

                                                 
56  “Reasons to invest in Nicaragua 2003”. N.pag. Internet. InvestNicaragua.com 
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war.58 

By 1909, differences have developed over an isthmian canal and concessions to 

Americans in Nicaragua; there also was concern about what was perceived as 

Nicaragua’s destabilizing influence in the region. In 1909 the United States 

provided political support to Conservative led forces rebelling and intervened 

military to protect American lives. The United States maintained troops in 

Nicaragua from 1912 until 1933. After the departure of United States troops, 

National Guard Anastasio Somoza Garcia took over the presidency in 1936. The 

Somoza dynasty ended in 1979 with a massive uprising led by the Sandinista 

National Liberation Front (FSLN), which conducted a low scale guerrilla war 

against the Somoza regime since the early 1960s.59 

The Sandinista National Liberation Front (FSLN) established an authoritarian 

dictatorship soon after taking power. The relation between United States and 

Nicaragua deteriorated rapidly as the regime nationalized many private 

industries, confiscated private property, supported Central American guerrilla 

movements and maintained links with international terrorists. The United States 

suspended aid to Nicaragua in 1981. The Reagan administration provided 

                                                 
58  Nicaragua. N. pag. Internet. US. Department of State. 
59  Ibid. 
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assistance to the Nicaraguan resistance and in 1985 imposed an embargo on 

United States – Nicaragua trade.60 

In response to both domestic and international pressure, the Sandinista regime 

initiated negotiations with the Nicaraguan resistance and agreed to nationwide 

elections in February 1990. In these elections, which were proclaimed free and 

fair by international observers, Nicaraguan voters elected as their President the 

candidate of the National Opposition Union, Violeta Barrios de Chamorro. 

During President Chamorro’s nearly 7 years in office, her government engaged 

in a major process leading toward consolidating democratic institutions 

advancing national reconciliation, stabilizing the economy, privatizing 

state-owned enterprises and eliminating human rights violations.61 

The first transfer of power in recent Nicaraguan history from one democratically 

elected president to another took place on January 10, 1997, when the Aleman 

government was inaugurated.62  

In year 2001, Enrique Bolanos of the Liberal Constitutionalist party was elected 

to the Nicaraguan presidency. The election was characterized by international 
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observers as free, fair and peaceful, reflecting the maturity of Nicaragua’s 

democratic institutions.63 

According to this data about the investment environment and from Nicaraguan’s 

political history it is logical to conclude that the Republic of Nicaragua is a 

place full of business opportunities. It provides attractive opportunities, 

advantages and benefits to investors, that in the form of laws, incentives and 

promotions, Nicaragua has arranged so different benefits will be suitable for 

varied business sectors. It still keeps on working on laws in order to improve its 

current situation and offer an excellent place to do business. Nicaragua is an 

ideal place for foreign direct investment to develop their business, as it will be 

shown in the next chapter by applying a SWOT analysis model. 
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IV. THE COOPERATION BETWEEN NICARAGUA AND   

TAIWAN: PAST AND PRESENT 

The friendship and collaboration between the Republic of Nicaragua and 

Taiwan started in the twenty-century. Both countries have established good 

political and economic relationships through time and now can see the results. 

The exchanges between both nations started with Mr. Jose Maria Moncada, 

president of Nicaragua in 1928. Since that time, in order to strengthen the 

existing links between them, both nations agreed to sign the first accord about 

Chinese Immigration in March 17th, 193164. This agreement stated a series of 

conditions that regulated the preconditions given for immigration between both 

countries. These conditions included: to be economically independent; in good 

physical condition, law-abiding citizens, etc.  

One important thing that can be appreciated in this agreement was the priority in 

the agriculture area, because people that were going to immigrate to Nicaragua, 

10 of them were going to be farmers and 5 were businessmen65.   

In the year 1930 the first Consulate of Taiwan was established in Managua, the 

                                                 
64  March 17 th, 1931. China Immigration Agreement between the Republic of China and the 
Republic of Nicaragua. Managua. N. pag. 
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capital of the Republic of Nicaragua. After 5 years, it became the General 

Consulate under the responsibility of Counselor Sun Hung-Chi. Actually, during 

the decade of the 30' s and the 40's, Taiwan was going through war. First of all, 

the war of resistance against Japan, which ended in 1945 with the Chinese 

victory, after that, the civil war that divided the country in 1949.   

With the Civil War, China was divided into the Great Continent governed by the 

Communist Party and the small island of Taiwan, governed by the Nationalist 

Party of Chiang Kai Sheng, which was supported both militarily and 

economically by the United States. From that moment on, Taiwan struggled to 

maintain very good relations with the remaining countries that supported its 

existence against the communist regime, among them the Republic of 

Nicaragua.  

A test of the links between Nicaragua with Taiwan came after of the Civil War 

in China, when both parties decided to sign the first Cultural Convention 

between both countries in April 25th, 1961, in Taipei66. In this Convention, both 

countries stated their willingness to promote the cultural cooperation and to 

strengthen the relationships established since the first Agreement67. In fact, both 
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countries started to take care of other matters rather than just immigration and 

began to promote matters related to the culture of each other’s culture, so their 

citizens would have the opportunity to know a little about foreign cultures.   

The Cultural Convention was edited according to the principles of the Act of the 

Organization of the United Nations (ONU) and the Constitution of the 

Organization for the Education, the Science and the Culture (UNESCO), 

therefore promoting a series of activities in order to nurture learning, such as: 

the exchange of professors and students, mutual visits by journalists, among 

others.   

In 1964 both countries signed a Commercial Agreement68. The relation between 

both countries started to take another path showing a significant improvement 

from establishing a Cultural Convention, which fostered mutual learning of the 

culture in Nicaragua and Taiwan, to one facilitating the trade of products from 

both countries, in order to promote commercial growth. Both parties made a 

commitment to adopt measures in order to facilitate products exchanges, giving 

the necessary authorizations to regulate the exports and imports of products, 

according to the laws and rules of countries.  

                                                                                                                                   
Republic of Nicaragua. Managua. N. pag. 
68  October 30th, 1974. Commercial Agreement between the Republic of China, Taiwan and the 
Republic of Nicaragua. Managua. N.pag. 
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However, the international environment started changing. In the period from 

1949 to 1971, Taiwan had a seat in the United Nations along with the People’s 

Republic of China, but when then president of the United States, Richard Nixon, 

established an alliance with Mao Zedong that resulted in the expulsion of 

Taiwan from major international institutions, and the recognition of the People’s 

Republic (Beijing) as the only China. Nevertheless, the Republic of Nicaragua 

decided to continue holding diplomatic relations with the recently expelled 

Taiwan. Most of this policy was based on the Agreement on Chinese 

immigration of 1931, which stated that those immigrants had to be useful and 

beneficial for Nicaragua. Furthermore, on October 29th, 1971, the Agreement of 

Technical and Agricultural Cooperation was signed.69.   

In 1971, in the first article of the Technical and Agricultural Cooperation 

expressed “Taiwan with the purpose to cooperate in projects that develop the 

agriculture of the Republic of Nicaragua, agreed to send to Nicaragua a mission 

of technical specialists in agriculture, composed by five experts, each of them 

from different areas: cultivation of rice, irrigation systems, cultivation of 

vegetables, hogs and fresh water fish”. They stayed in the country for a period 

of three years. Nicaragua, in turn, was going to provide the experts with lands 
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and supplies so they could have a harvest. Once they obtained the products of 

these crops, those products had to be delivered to the Government of Nicaragua; 

and leave a small proportion for the consumption of the technicians.  

The relationship between both nations was getting stronger. Taiwan not only 

was willing to provide its agricultural knowledge in order to improve 

Nicaragua’s situation but also to strengthen the existing relationship between 

both nations.    

The relationship between Nicaragua and Taiwan continued getting stronger in 

1972, with an invitation made by the Minister of Foreign Affairs of the Republic 

of China, Chow Shu-Kai, to the Minister of Foreign Affairs of the Republic of 

Nicaragua, Lorenzo Warlike Gutierrez, who accepted the invitation. On March 

30th of that same year, Warlike arrived in Taipei on the first official visit. This 

visit facilitated the signing the first Joint Communicate in April 370.  In this 

situation, the Ministers of Foreign Affairs from both nations expressed their 

commitment to keep on nurturing the ties of friendship. At the same time, they 

agreed on maintaining their respect of the human values, liberty and democracy, 

rejecting the communist world. 

                                                 
70  April 3rd, 1972. Joint Declaration signed your excellences, the Ministry of Affairs of the 
Republic of Nicaragua, Dr. Lorenzo Guerrero Gutierrez and the Ministry of Affairs of the 
Republic of China, Taiwan, Mr. Chow Shu-Kai. Taipei. N.pag. 
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Two years later, in 1974, Yen Chia-Kan, vice president of the Republic of China, 

arrived in Nicaragua invited by the National Assembly of the Government of 

Nicaragua. This visit resulted with a Joint Declaration71, in which the decisions 

taken in the previous act were ratified. In this opportunity, both nations 

expressed their thanks. The Republic of Nicaragua was thankful for the help 

given when a huge earthquake wiped off Managua in 1972 and the Taiwanese 

offered support to the agriculture sector. At the same time, Taiwan was grateful 

for Nicaragua’s support in the international field.  

Months later, Taiwan made an invitation again to the Nicaraguan Government, 

through Anastasio Somoza Debayle, commander-in-chief of the Armed Forces 

and President of the National Emergency Committee of the Republic of 

Nicaragua. The invitation was accepted and as a result of that a Joint 

Declaration between both countries was signed.72. 

Taiwan as well Nicaragua increased direct contacts in diverse aspects in order to 

strengthen bilateral commerce, technical cooperation, economic cooperation, 

joint investment, exchange and cultural activities, consolidating spiritual ties 
                                                 
71  May 17th, 1974. Joint Declaration with the members of the Government of the Republic of 
Nicaragua and the Vice-President of the Republic of China, Taiwan, Mr. Yen, Chia-Kan. 
Managua. N.pag. 
72  September 21st, 1974. Joint Declaration between the Excellence, Mr. Anastasio Somoza 
Debayle, Commander-in-chief of the Armed Forces and President of the National Committee of 
Emergency of the Republic of Nicaragua and the Excellence, Mr. Yen, Chia-Kan, Vice-President 
of the Republic of China, Taiwan. Taipei. N.pag. 
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and mutual understanding. Additionally, Nicaragua expressed to Taiwan their 

political position in support to their government, by recognizing their ideals, 

which were shared by Nicaragua.   

Regarding bilateral relationships between the Republic of Nicaragua and Taiwan, 

the agricultural assistance is one the most important venues. Other ones are the 

scholarships that Taiwan offers to the Republic of Nicaragua to members to the 

government in order to develop knowledge in different areas such as, cultural 

exchange, language, etc.. There also seminars to study and acquire new 

knowledge and technologies, plus the Chinese Mission in the Republic of 

Nicaragua, who teach Nicaraguan people how to improve their technologies, 

and get more profits from their products, etc.  

In 1976 the agriculture sector continued be one of the priority sectors of the 

relationship between Taiwan and Nicaragua. Hence, the Basic Agreement of 

Technical and Agriculture Cooperation between the two Republics was signed73, 

reaffirming the commitments set in the Agreement of Technical and Agriculture 

Cooperation of 1971. However, the situation was different because at that 

moment Taiwan was not the one to define and judge which areas of the 
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agriculture were to be developed. This agreement created a better situation for 

Nicaragua, because it could also join the decision-making. It emphasized on 

better communication and integration. Moreover, this was a new step in the 

bilateral relationship between both nations. 

Before the eighties, the relationship between both countries was really great, but 

halfway through 1979 Nicaragua had some internal problems that changed the 

excellent friendship that thrived between both nations and caused chaos.  

In Nicaragua, there started a revolution to overthrow the Somocist regime. At 

the beginning of the eighties the Sandinista National Liberation Front (FSLN) 

lead the revolution, transformed it into a socialist movement with a political 

project. In spite of this situation, Taiwan officially recognized, since the 

revolutionary process started, the Assembly Governing National Reconstruction, 

which at that time was the Nicaraguan government. Nevertheless, in 1985, the 

Sandinista Government decided to recognize Beijing diplomatically and not 

Taiwan. This change in Nicaraguan external policy had the objective to obtain 

the political endorsement of Continental China within the Security Council of 

the United Nations, to counteract the economic blockade that Nicaragua 

suffered from the United States. This decision of the Sandinista leadership 
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produced a break in the relations between the Republic of Nicaragua and 

Taiwan.   

During the Sandinista regime a great quantity of lands were confiscated and 

subsequently divided into cooperatives. Owners of these lands sought refuge in 

other countries before the internal situation turned chaotic.  

As a result, there was no financing to aid the cooperatives, nor the small and 

medium enterprises that still stayed in the country, the entire situation caused 

the deterioration of the major part of the land; in addition to this there was lack 

of technical support for the enterprises.   

When Violeta Barrios de Chamorro took office in 1990, the Nicaraguan 

international affairs turned a new leaf terms of the relations between the 

Republic of Nicaragua and Taiwan.  

The government of Barrios was characterized by setting external policies 

directed to maintain, to structure and to expand the relations of friendship and 

cooperation with all the countries in the world. In this context, the Preliminary 

Agreement on the re-establishment of diplomatic relations between the Republic 
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of Nicaragua and Taiwan was signed on October 30th that same year.74 With the 

re-establishment of diplomatic relations, Taiwan continued to provide assistance 

to the Nicaraguan country without feeling any grudges and was also willing to 

develop the bilateral relationship between both countries again.  

On November 5th, 1990, both nations signed the third Joint Act, but in this time 

were about the re-establishment of diplomatic relations between Nicaragua and 

Taiwan75, establishing full diplomatic relationships, from that same day.   

The Act was carried out in base to the principles of equality among the States 

and the mutual respect to the sovereignty of conformity to the principles of the 

International Law.   

In 1991, after signing the fourth Joint Act among governments 76 , the 

relationships between two nations reached a considerable improvement in the 

re-establishment of the bilateral relations. The Joint Act incorporated topics of 

importance for both nations such as the exchange of professionals in different 

field, cultural activities, provide scholarship in order to acquire knowledge, etc.   

                                                 
74  October 30th, 1990. Preliminary Agreement on the Re-establishment of diplomatic relations 
among the Republic of Nicaragua and the Republic of China, Taiwan. Taipei. N.pag. 
75  November 5th, 1990. Joint Communicate about the Re-establishment of diplomatic relations 
between the Republic of Nicaragua and the Republic of China, Taiwan. N.pag. 
76  August 26th, 1991. Joint Communicate between the Republic of Nicaragua and the Republic 
of China, Taiwan. Managua. N.pag. 
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Within the framework of this Joint Act, many issues that had not been carried 

out previously were reintroduced, and because of it, a significant improvement 

leading to the maturity of the relations was achieved. It started by ratifying the 

will of the Taiwanese Government to promote and to stimulate Taiwanese 

investment, not only from the State, but also from private investors to Nicaragua. 

It also agreed to summarize the willingness of both governments to develop not 

only commercial relations, but also economical and cooperation channels.   

Other important thing to develop and build the bilateral relationship was to sign 

agreements in the following months in the areas of: agricultural, aquiculture, 

educational and cultural collaboration among overseas departments of the 

outside and a covenant of warranty of investments. The warranty of investment 

was established for the first time and would later influence a lot the relationship 

between both countries.   

On March 6th, 1992, in order to promote cultural and scientific exchanges and to 

increase the welfare of both nations, the Republic of Nicaragua and the 

Republic of China signed an Agreement of Cooperation Cultural, Educational 

and Journalist77. From this time, the range of exchanges started to expand to the 

                                                 
77  March 6th, 1992. Covenant of Cooperation Cultural, Educational and Journalist. Taipei. 
N.pag. 
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different cultural areas, such as: museums, cultural patrimony, library and in the 

literary fields, science and arts. In this way, a greater improvement was reached 

in comparison with the Cultural Convention of 1961, therefore was limited al 

exchange of professors, students and journalists.   

In that same date two agreements were signed out: 

1.  The Third Agreement of Technical and Agricultural Cooperation between 

the Republic of Nicaragua and Taiwan78. In this Agreement the commitments 

obtained in the two previous Covenants were ratified, adding some points, such 

as the one that gave birth to a counterpart of the Nicaraguan Agriculture and 

Forest Department (MAG-FOR), so that they could cooperate in the activities 

carried out by the technicians of the Taiwanese mission. Taiwan also promised 

to offer scholarships to Nicaraguan technicians in centers for specialized 

training or in places of work in the Republic of China, in different agricultural 

areas.   

2.  The Agreement of Collaboration among the Department of Foreign Affairs 

of Taiwan79, for the years of 1992-1994, agreed to carry out an exchange of in 

                                                 
78  March 6th, 1992. Covenant of Technical Cooperation – Agriculture between the Republic of 
Nicaragua and the Republic of China, Taiwan. Taipei. N.pag. 
79  March 6th, 1992. Agreement of Collaboration among the Department of Foreign Affairs of 
the Republic of China, Taiwan for the years of 1992-1994. Taipei. N.pag. 
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formations relating to the main international themes of mutual interest, such as: 

the fight on behalf of the peace and world security, the exchange of points of 

view on the focus of conflict from among other, also the deep of knowledge on 

the politic life, social, economic and culture of others countries. Also 

compromised to share mutually experiences with respect to activities of 

organizing character, which is relating to protocol and other aspects of common 

interest.   

In fact, both countries were willing to build an excellent relationship, so 

agreements haven’t stopped being signed. On March 7th, 1992, in the city of 

Taipei, the fifth Joint Communicate between the Republic of Nicaragua and 

Taiwan was signed by the Mrs. Barrios President of Nicaragua and Mr. Lee, 

Teng- Hui President of the Republic of China. The presidential encounter itself 

developed in a climate of friendship and cooperation, offering special attention 

to matters related to strengthening bilateral relationship and exchanging points 

of view on the new international order.   

The presidents of Nicaragua and the Republic of China, knowing of the 

importance of closing the gap between both nations and the remaining Central 

American countries, expressed their deep satisfaction by setting up a Joint 
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Commission of Cooperation among the Central American countries, Belize and 

the Republic of China, bring Taiwan closer to Central America. “The president 

Chamorro also declared her satisfaction since the incorporation of Taiwan as 

an extra regional associate of the Central American Bank for Economic 

Integration (BCIE), reaching the strengthening of the multilateral relations in 

the financial area”. In this visit, Taiwan reiterated its disposition to promote the 

investment and participation in the private business sectors in Nicaragua.   

Since this time, the theme of investment started to take an important position for 

Taiwan and especially for the Republic of Nicaragua until recent moments. 

From then on, there was an evolution in the relationship and in the international 

affairs arena. 

In July 29th, 1992, they materialized the desires of Taiwan and Nicaragua in the 

matters related to the investments, since the first Agreement on Guarantees of 

Investment was signed 80 , “…in which objectives are to create favorable 

conditions to the investors of any of the parts participated, to carry out 

investigations in them, promoting to a greater economic development. In 

addition, they fear the necessary measures to provide to the parts a protection 
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adequate, in order to stimulating the investment”.   

This agreement on investment turned out to be quite favorable, because 

investors can be individuals, and also enterprises from different areas, offering 

largest opportunities to the small enterprises. In the same way, giving benefits 

for its flexibility to the capital of investment and to many types of investment 

promoted further capital income.   

In 1997, the Nicaraguan government of Mr. Arnoldo Aleman, president of the 

Republic of Nicaragua, continued promoting Nicaragua- Taiwan relations. As a 

proof of this, we have the Memorandum of Understanding signed between the 

Republic of Nicaragua and the Republic of China about an official program of 

Assistance for Development81, in August 7th, that same year. Taiwan started to 

play the role of friend, trying to help Nicaragua in several ways, such as in the 

development of infrastructure, human capital, technology transfer, construction 

of new buildings for the Presidency and the Central Research Center for Oily 

Seeds, and others.  

The degree of development of the bilateral relations between Taiwan-Nicaragua, 
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is much stronger than with any other Central American country, because 

Nicaragua receives more investments, as the ex-counselor for the Technical 

Mission, Mr. Carlos Liao explained "Nicaragua receives more private 

investment in which consisted like industry of assembles (Free Zone) in 

comparison with the other central American countries.  Nicaragua signifies for 

many Taiwanese investors a guarantee, a peace, in this sense they know to 

interpret that the bilateral ties among Nicaragua and Taiwan are not only 

economic, social and of substantial cooperation, but the ties of friendship are 

greater that the existing with other countries”82.   

In the year of 1997, two agreements were signed. In one of them, it was 

mentioned the objective of promoting tourism, commerce, investment and 

human exchanges83, the other, established a series of articles in order to 

facilitate the access and stay of investors and tourists of the parts contracting to 

any of the two countries. This situation shows that there have been great 

improvements in the political, economic, social and cultural fields. On the other 

hand, Nicaragua has emphasized its position of continuous support to Taiwan in 

achieving its goal of re-entering the United Nations (UN).  

                                                 
82  Carlos Liao. 2002. Interview. Ex-Counselor of the Republic of China (Taiwan) Embassy 
Nicaragua.  
83  August 9th, 1997. Agreement to promote the tourism, the commerce, the investment and the 
human exchanges between the Republic of Nicaragua and the Republic of China, Taiwan. Taipei. 
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In May 29th, 1998 both nations signed a Memorandum of Understanding about 

the promotion of cooperation in matter of study reciprocal of its respective 

languages, culture and diplomatic practices84. Through this Memorandum, the 

relations among the Departments of Foreign Affairs of the two countries became 

warmer, practically monitoring the covenant of collaboration among the 

ministers of Foreign Affairs of Nicaragua and the Republic of China during 

1992 -1994, because the purpose of both is to promote the cooperation and the 

exchange of knowledge, mainly at an official level.   

As well, the Government of the Republic of China agreed to provide the 

Chancellor of the Republic of Nicaragua with two scholarships for the officials 

every year. These scholarships provide monetary support, which will cover 

expenses such as tuition, accommodation, local transportation, medical 

insurance, etc. In addition, it provides a roundtrip ticket to Taipei. Over time, the 

scholarship has being maintained in order to provide better diplomatic training 

for Nicaraguan officials. Moreover, Nicaragua, through the Department of 

Foreign Affairs, supports two officials from the Republic of China that will 

come annually to carry out studies in Spanish and the Nicaraguan culture.  
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Subsequently, both countries have continued to sign more agreements in order 

to strengthen the relation among each other. The Agreement signed in order to 

send volunteers of the Fund of Development and International Cooperation85, 

among the Departments of Foreign Affairs of the Republic of Nicaragua and 

Taiwan agreed to send volunteers of the Fund of Development and International 

Cooperation to Nicaragua, answering a request carried by the Nicaraguan 

Government.  

Such success has taken arduous analytical work, because according to Mr. 

Carlos Liao " Each years all the projects that are being are carrying out are 

analyzed and evaluated, this analysis is somewhat institutional, because the 

Technical Agriculture Mission with the aid of the Nicaraguan Agriculture and 

Forest Department (MAG-FOR)...carries them out, through that evaluation it is 

defined when a program complies with the initial objectives or when it is 

unstable, if it is viable the program continues, but if it is unstable changes are 

carried out”86.   

Today, Taiwan is doing important contributions in agriculture. Since the signing 

of the first agreement of technical cooperation-farm, both countries have been 
                                                 
85  July 30, 1999. Agreement about to send volunteers of the Fund of Development and 
International Cooperation. Taipei. N.pag. 
86  Carlos Liao. 2002. Interview. Ex-Counselor of the Republic of China (Taiwan) Embassy 
Nicaragua. 
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working strongly, even from the re-establishment of the relations in both 

countries. Since 1992 they have carried out numerous studies and investigations 

with different agencies and institutions as: the Institute of technology farm, 

Association of not traditional producers, university’s farms, the Foundation for 

Research and Rural development, etc, all on behalf of the development of 

agriculture.   

All the aid that has been offered and that at present is offered to the country 

responds to the needs specified by this research, as Mr. Carlos Liao says " the 

cooperation exists in multilateral level, in the case of Central America, but here 

there is not supervision, neither from the government of Nicaragua, neither of 

the Technical Mission, since for them exists the mixed commission of 

chancellors, nevertheless, the changes in Cooperation to level of Nicaragua are 

done to join of a bilateral system, specified the needs of Nicaragua”87.   

The Technical Mission has placed greater emphasis in the products in which 

they possess greater experience as: the cultivation of rice, vegetables, not 

traditional products, etc..., providing a series of advances that have been of 

benefit to Nicaragua. It is important to mention that many times the support of 
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 66

Taiwan has not been only technical, but also has supported Nicaragua strongly 

at the financial level, according to Mr. Carlos Liao "they are conscious that the 

Nicaraguan products do not have the economic capacity sufficient to pay 

themselves, they lend money from banks, by them many banks have gone 

bankrupt, what this does is that other banks do not want to lend money to 

farmers”88.    

The support of Taiwan in the economic level, by financing from inside the 

agriculture sector, is found to be focused in the production of seeds improved of 

rice, in different places of the country, at the same, they do research in different 

garden cultivations in experimental centers, as the Valley of Sebaco and 

Condega. Furthermore, they are financing other projects for the production of 

rice in the municipality of Cardenas- Rivas.   

Moreover, with the change in the international context, the Republic of 

Nicaragua has signed an Agreement about the Development and Protection of 

the Intellectual Property Rights with Taiwan89 by virtue of the importance of 

the international cooperation of the Intellectual Property to support the industrial 

development, technologic and economic, which means that the relationship 
                                                 
88  Ibid 
89  March 13rd, 2003. Agreement about the Development and Protection of the Intellectual 
Property Rights between the Republic of Nicaragua and the Republic of China, Taiwan. Taipei. 
N. pag. 
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between both countries had change to another step. There are other common 

goals at an international level, such as development in the technology area, and 

so on.  

Finally, with the strong bilateral relationship, in the last year, both parties saw 

the possibility to sign an Free Trade Agreement90 in the future, in order to 

facilitate the growth of commerce and the liberalization of investment of both 

countries, while at the same time, stimulate and promote bilateral commerce and 

investment exchanges. In addition, it will consolidate more their economic 

relationship. 

 

 

A.  Taiwanese Business Pattern 

Previous chapters provide information about Nicaragua’s current situation, 

highlighting how attractive the investment environment for foreign direct 

investment is. In this chapter, data will be provided in order to better understand 

Taiwanese enterprises’ business strategy in order to be able to attract more 

                                                 
90  March 13rd, 2003. Intention Later. Taipei. N.pag. 



 68

foreign direct investment; that is, Taiwanese investment into the Republic of 

Nicaragua. 

Foreign direct investment in Asian newly industrialized countries, including 

Taiwan, has received considerable attention; nevertheless, little is known about 

recent Taiwan foreign direct investment.91 Indeed, since the end of the 1970s, 

Taiwanese companies have started investing abroad, and this trend has 

accelerated during the last ten years.92 

Faced with challenges at home-labor shortages, the appreciation of New Taiwan 

dollar, high prices of real estate, and the environmental protection movement, 

etc., as well as the pressures of globalization, many firms have been striving to 

internationalize their operations, both in Asia and outside the region, as in North 

America, and more recently Europe. Taiwanese firms to circumvent trade 

barriers, acquire technology, brand names and sales networks, gain access to 

natural resources and diversify operations have used direct overseas investment, 

including mergers and acquisitions.93 

Between 1965 and 1993, Taiwan invested more than US$23 billion overseas, 
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which ranked it at the seventh largest source of direct investment capital in the 

world. This bulk of investment was concentrated in the late 1980s and early 

1990s. In 1989 alone, investment was US$7 billion. Between 1988 and 1990, 

the total new invest amounted to US$16 billion, which represented more than 70 

percent of Taiwan’s total outward direct investment. Since the early 1990s, 

Taiwanese foreign direct investment flows have been around the level of US$2 

billion annually, ten times those in the 1980s. An increase of foreign direct 

investment shows that the country is moving rapidly toward becoming a 

developed, mature economy by the end of the 20th century.94 

Taiwanese enterprises are investing in Asia, North America, Europe and other 

regions because in order to acquire foreign companies in order to diversify there 

operations, plus the opportunity to access to a sales network such as the case of 

President Foods. Furthermore, they want to circumvent trade barriers and to 

penetrate the markets in industrialized countries. In 2001, just in North America, 

49.3% of Taiwanese capital has been invested in manufacturing and a 

remarkable 23% in the banking and insurance sector.95 Currently, Taiwanese 

firms are more focused in the manufacturing sector; especially, in the textile 

industry. In Nicaragua, so far there are twelve Taiwanese textile companies and 
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one Service Company. 

Nicaragua in order to exploit their assets, such as, patterns, technological assets, 

and reputation skills in production, marketing, and advertising welcome the 

increase in Taiwanese foreign direct investment. The foreign direct investment 

plays an expansive role in the international market and it is quite 

complementary to domestic production. Taiwanese foreign direct investment 

concentrated in less developed countries, such as China and Southeast Asian 

countries. This pattern shifted toward Latin American countries and Europe 

after 1996 under the ”go-slow, be patient” policy, which puts a US$50 million 

cap on any single investment in China as well as the strike of the Asian financial 

crisis.96 

Furthermore, Taiwan’s “The Regulations Governing Subsidies for Encouraging 

Business Entrepreneurs to Invest in Countries Having Diplomatic Relations 

with Taiwan”, encourage business entrepreneurs like public or private corporate 

bodies to invest in countries having diplomatic relations with Taiwan in order to 

promote economic, trade and diplomatic relations between Taiwan and its allied 

countries97. Taiwan provides several incentives in order to achieve the purpose 
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and strong the relationship between countries and Taiwan. 

According to the regulations, Taiwan provides several incentives to business 

entrepreneurs in order to support them in hiring local employees and for renting 

plant with equipment with an amount of NT$15 million. Based on the actual 

need or business considerations the Ministry of Foreign Affairs Taiwan also 

subsidy air ticket with an amount with US$35,000 in order to make tour to 

countries that have diplomatic relations.  

In addition, business entrepreneurs investing in countries that have diplomatic 

relations with Taiwan also get investment insurance support for NT$500,000 

annually.  

Another incentives program from Taiwan is the Credit Guarantee Operations, 

which was edited on October 3rd, 2001. The Government of Taiwan, through the 

International Cooperation and Development Fund (ICDF) funds this project. 

The Credit Guarantee provides loans to Taiwanese firms investing in countries 

allied with Taiwan.98 

The Credit Guarantee Fund provides guarantees on loans of US$1 to 3 million 
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to Taiwanese enterprises investing in businesses in countries diplomatically 

allied with Taiwan. The fund provides added security for Taiwanese investors 

developing businesses in Asia, Africa, Central and South America and the 

Caribbean region. The Guarantee is provided for capital expenditure including 

land purchase and leasing, factory construction and production equipment.99 

Under the plan, loans of up to US$ 1 million are guaranteed to a maximum of 

80%, with the investing enterprise responsible for not less than 20% of the total 

investment. The International Cooperation and Development Fund board of 

directors must approve guarantees on loans of more than US$ 1 million. Loans 

of up to US$ 3 million may be guaranteed if the investing enterprise itself 

provides security for at least 60% of the International Cooperation and 

Development Fund guarantee.100 

Otherwise, there are some incentives provided by the United States, which is the 

Caribbean Basin Initiative Enhancement Bill (CBI) that eliminates quotas and 

custom tariffs for goods manufactured in countries of the Caribbean Basin 

region, increasing the investment opportunities in the apparel industry destined 

for the United States market.  
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Taiwanese businesses enterprises are doing foreign investment in order to find a 

better place to gain profit. The Latin America region is becoming one of the 

favorite choices for them, because between 1978 and 1995, their share in Latin 

America increased significantly from 7% to 17%. 101  Taiwanese business 

enterprises are taking advantage of the diplomatic relationship between 

countries taking the chance to do business in Latin America, and at the same 

time, doing business in the emerging China market. At same point, both markets 

will complement and Taiwanese entrepreneurs are taking advantage from both 

of them. 

 

V. SYNOPSIS OF THE TEXTILE INDUSTRY IN 

NICARAGUA: TAIWANESE INVESTOR EXPERIENCES 

Previous chapters have highlighted the Republic of Nicaragua as a new 

investment alternative, and through the analysis of the industry/investment 

environment in Nicaragua from a foreign direct investment perspective it is 

stated how attractive Nicaragua is, especially for Taiwanese investors.  

                                                 
101  Guiheux, Gilles. The internationalization of Taiwanese firms.  



 74

Over the passage of time, Nicaragua has established a strong relationship with 

Taiwan; nevertheless, on the economic side, it must work hard to improve the 

entire environment to attract even more foreign direct investments and the same 

time, improve the nation to attain a better situation. 

This chapter will integrate previous chapters in order to provide a synopsis of 

the experience of the textile industry in Nicaragua.  

The Export Processing Zones (EPZs) are defined as “areas outside the customs 

territory of a country whose firms have the primary purpose of manufacturing 

for export. Export Processing Zones firms generally receive reductions on trade 

duties and taxes, simplified customs procedures and other financial incentives. 

Export Processing Zones firms are often located in exclusive industrial parks, 

but in some other cases they are not restricted to a specific geographic 

location”.102  

Currently, the Export Processing Zones have been established in many 

developing countries as a policy instrument to promote exports. The Export 

Processing Zones provide five important sources of benefits to the host country, 

which mostly consist on the generation of employment; as a significant portion 
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of the industry set there is more likely to use intensive labor –that is, intensive 

lightweight manufactures. Another is the generation of foreign exchange; the 

other is to attract foreign capital and technology. Moreover, there is the 

acquisition of superior labor and management skills and finally, the creation of 

links between the industries in the Export Processing Zones and domestic firms; 

furthermore, the dominant industries in the Export Processing Zones are mostly 

textile and electric/electronic, working by generating stronger links with the 

local economy. 

Through time, the Export Processing Zones have proved that they is a 

well-fitted instrument to attract foreign direct investment. The establishment of 

Export Processing Zones is more likely to improve the host nation’s welfare. 

In the previous chapter it was stressed that a key element was the decree 46-91, 

which created the Corporation of Free Zone (CZF in Spanish) in 1991, in order 

to manage state-owned Export Processing Zones in Nicaragua.  

The Minister of the Treasury and Public Credit, the Minister of Economy, the 

Minister of Transportation and Infrastructure and the President of the Central 

Bank of the Republic of Nicaragua make up the board of directors of the 

Corporation of Free Zone. And the management of the business and affairs of 
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the Corporation of Free Zone lies with the Executive Secretary103. 

In the 1970’s, the government of Nicaragua established the Free Trade Zone Las 

Mercedes, and passed a series of laws to promote investment in assembly plants, 

or maquilas. During the years of political and economic instability as well as the 

embargo from the United States, foreign investors shifted to other regions of the 

world, and Nicaragua did not experience the development of the maquila 

industry until the government’s transition to democracy in 1990’s104. 

An example of such development can be seen through the case of Nien Hsing 

Textile Co., which started investing in Nicaragua in 1993. Up to now, the 

company has set up five garment factories and the investments have grown from 

US$ 5 million to US$ 70 million. It has made good use of the diplomatic 

advantages and investment opportunities and become one of the most notable 

textile companies in Nicaragua. According to the last press releases in May 13th, 

2004 the company is listed on the Taiwanese stock exchange and has a turnover 

in excess of US$350 million.105 

According to Mr. Han, Special Assistant/ Chairman office of Nieh Hsing Textile 
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Co. Nicaragua provides attractive conditions. Among these the most important 

for their business are an abundant and competitive labor force, plus a stable 

political environment. Moreover, in terms of the country’s environment, 

Nicaragua is the safest country in Central America and one of the safest in the 

world. For instance, compared to other Latin American capital cities, Managua 

is the safest with a 2.3 intentional homicide rate per 100 thousand (1995) 

compared to 3.9 in San Jose, Costa Rica.106  

As Ewe-Ghee Lim mentioned in “Determinants of, and the relation between, 

foreign direct investment and growth” an important determinant of spillover 

magnitude is the type of host investment climate. Actually, Nicaragua has spent a 

lot of time building up a good investment climate that will generate and attract 

more dynamic foreign direct investment. Furthermore, it has encouraged the 

establishment of export-oriented operations that are integrally tied into the 

Multinational Companies (MNCs) global/regional sourcing and production 

network-with the aim of enhancing the parent firm’s competitive position in 

international markets, such as Nieh Hsing Textile Co. and others textile 

companies. 

Country Rate per 100 thousand 
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populations 
Germany 6822 

Holland 6569 

France 6020 

England 5843 

U.S.A 5485 

Austria 5148 

Norway 4181 

Costa Rica 1520 

Japan 1278 

Nicaragua 1177 

Source: Reported crimes per country107 

A good diplomatic and cooperation relationship between both countries are 

important points that made Nieh Hsing Textile Co. develop its business in 

Nicaragua. In comparison with other Central American countries, Nicaragua has 

a professional Embassy of the Republic of China. The Taiwanese representative 

provides complete information that assists in making the business process more 

competitive, giving investors a comfortable and confident investment 

environment108.  

The needs of the textile industry are very particular and specific conditions must 

be met for its success; for instance, the key factors are abundant land and labor 

force, etc. Nieh Hsing Textile Co. is currently taking advantage of the cheap 
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labor force, abundant land, quota free exports and stable social security to do 

business in Nicaragua, a safe place with potential economic development.  

Another company is Presitex Corp. S.A., which started operations in 2002. 

Presitex Corp. S.A. is a branch of the famous Taiwan President Food Company. 

The Latin American Development Co. Ltd and the President Group have 

invested US$ 11 million in textile industry. The company wanted to look for a 

new product location abroad, and because of the good diplomatic ties and 

cooperation relationship, the company decided to do investment in Nicaragua. 

In addition, the company considers that in comparison with other Central 

American countries, Nicaragua is a safe place with great potential for economic 

development.  

For Presitex Corp. S.A. the reasons of doing business in Nicaragua are that the 

company takes advantages of lower salary costs, lower land costs, quota free 

exports and tax free policy. Nowadays, through the Central American Free 

Trade Agreement (CAFTA), the company enjoys an even more attractive 

investment environment and according to them, it will benefit the company 

because the agreement has the purpose of improving the current situation and 

closing the globalization gap in order to create a fair commercial world. In 
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addition, the Free Trade Area of the Americas (FTAA) is going to eliminate all 

tariffs between member’s countries and is building up by eliminating tariffs on 

goods that already have low tariffs.109 

Since January 1st, 1995, international textile and clothing trade has been going 

through fundamental changes under the 10-year transitional programm of the 

World Trade Organization (WTO) Agreement on Textiles and Clothing (ATC). 

Before the ATC takes effect, a large portion of textiles and clothing exports from 

developing countries to the industrial countries is subject to quotas under a 

special regime outside normal General Agreement on Tariffs and Trade rules 

(GATT). Under the ATC, World Trade Organization Members have committed 

themselves to remove the quotas by January 1st, 2005, by integrating the sector 

fully into the General Agreement on Tariffs and Trade rules (GATT)110.       

Up to the end of the Uruguay Round, textile and clothing quotas were 

negotiated bilaterally and governed by the rules of the Multifibre Arrangement 

(MFA). This deal provided for the application of selective quantitative 

restrictions when surges in imports of particular products caused, or threatened 

to cause, serious damage to the industry of the importing country. The 
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Multifibre Arrangement was a major departure from the basic General 

Agreement on Tariffs and Trade rules (GATT) and particularly the principle of 

non-discrimination. On January 1st, 1995, it was replaced by the World Trade 

Organization Agreement on Textiles and Clothing that sets out a transitional 

process for the ultimate removal of these quotas111.  

The Agreement on Textiles and Clothing (ATC) is a transitional instrument, 

built on the following key elements: 

(a) The product coverage, basically encompassing yarns, fabrics, made-up 

textile products and clothing 

(b)  A programm for the progressive integration of these textile and clothing 

products into GATT 1994 rules 

(c)  A liberalization process to progressively enlarge existing quotas (until they 

are removed) by increasing annual growth rates at each stage 

(d)  A special safeguard mechanism to deal with new cases of serious damage 

or threat thereof to domestic producers during the transition period 

(e)  Establishment of a Textiles Monitoring Body (TMB) to supervise the     

implementation of the Agreement and ensure that the rules are faithfully 

followed 

(f)  Other provisions, including rules on circumvention of the quotas, their 

administration, treatment of non- Multifibre Arrangement (MFA) 

                                                 
111  Ibid. 
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restrictions, and commitments undertaken elsewhere under the World 

Trade Organization agreements and procedures affecting this sector112. 

According to the Agreement, members shall integrate the products into the rules 

of General Agreement on Tariffs and Trade (GATT) 1994 over a 10-year period. 

This process is to be carried out progressively in three stages (3 years, 4 years, 3 

years) with all products standing integrated at the end of the 10-year period. The 

first stage began on January 1st, 1995, with the integration by Members of 

products representing not less than 16 per cent of that Member's total 1990 

imports of all the products. At stage 2, on January 1st, 1998, not less than a 

further 17 per cent was integrated. At stage 3, on January 1st, 2002, not less than 

a further 18 per cent was integrated. Finally at the end, on January 1st, 2005, all 

remaining products (amounting up to 49 per cent of 1990 imports into a 

Member) will stand integrated and the Agreement terminates113, meaning that 

members of the World Trade Organization will benefit from the agreement, will 

not have the problem of origin of the bulk material and so on. But on the other 

side, there is the emergent China market that will go to on to become a serious 

competitor with the other countries’ markets, especially, for Nicaragua and other 

Latin American countries. Nowadays, Nicaragua benefits from the non-quota 

                                                 
112  Ibid. 
113  Ibid. 
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policy in its textile industry; however, after the year 2005, because of the 

agreement on textiles and the clothing, China is also going to enjoy the 

non-quota benefit. At that moment, China will not have quota restrictions, and 

shall have direct access to the American market. This means that China is an 

important factor that will re-structure the current situation.  

For that reason, enterprises in the textile and clothing fields in Central America 

and Mexico are working together in order to face the incoming situation, with 

the willingness to modify the previous agreement in order to maintain for three 

more years the export quota for Mainland China, with the goal of the balancing 

the market and developing a better national textile industry. They wish to avoid 

that situation in which the liberation of restrictions to the access in the market 

will bring down the prices of the suppliers in the most important textile market, 

the United States. 

The Mainland Chinese market has faced extreme changes during the last 10 

years. Mr. Han said that getting into the Chinese market is, in real terms, a big 

challenge. From the company side usual advantages like same language; similar 

culture, horizontal and vertical business style, etc., are actually becoming 

disadvantages for the company. The reason is that Taiwanese firms in Mainland 
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China are part of the foreign direct investment and face a lot of restrictions. 

Entering the Mainland China market, as a foreign business, means having to 

compete with local enterprises; especially, in the textile industry where they 

have been developing for years. Others disadvantages are that they know how to 

deal with the government, they know better how to manage “guanxi”, but for 

the foreign investment, everything has to follow the rules. The quota issue is 

also another important point, so, by putting together all the elements mentioned 

above, Nieh Hsing Textile Co. did not consider investing in the Mainland 

Chinese market as appropriate and up to now still increases the investment in 

the Latin American market, especially, in the Republic of Nicaragua114. 

Nieh Hsing Textile Co. also sees advantages in the Latin America market, more 

than ever with the Central American Free Trade Agreement with the United 

States (CAFTA). The agreement will develop and provide a better investment 

environment to the investors. According to Alejandro Arauz in the “Impacto del 

CAFTA sobre los sectores sociales menos favorecidos en los paises 

centroamericanos (Caso de Nicaragua)”, the author states that signing the 

Central American Free Trade Agreement with the United States will have a 

positive and expansive impact in the trade and this industry will most probably 

                                                 
114  Han, Alan. 11 June, 2004. Interview. Nieh Hsing Textile Co., Ltd. 



 85

benefit of this development up to the year 2019. At this moment, the textile 

industry will face the greatest challenge next year with the end of the agreement 

established in the General Agreement on Tariffs and Trade (GATT) 1994. 

Therefore, Central America, Mexico and other countries are working to ask 

more benefits such as, equilibrate the quota distribution; give improved 

advantages in order to attract more investment into the region.  

Mr. Christian Rivas, director of the Ministry of Industry and Trade of the 

Republic of Nicaragua considers that the Free Trade Agreement with the United 

States will benefit countries from Central America. He believes with the Free 

Trade Agreement can become a permanent instrument with clear rules that will 

guaranty the free trade without time limit and restrictions. It will enable Central 

America to enter into the largest market in the world, which at the same time is 

our principal, commercial partner and where millions of Centro American 

people live, and have the power of acquisition to demand our exports.115 

Mr. Rivas agrees with the fact that the agreement will develop a better 

investment environment, where there will be more competition in quality and 

prices. Besides, Central American industries will be able to export raw materials 

                                                 
115  Rivas, Christian. 2 August, 2004. Interview. Ministry of Industrial Foment and Trade. 
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and products to the American market with low taxes. Furthermore, the 

agreement will benefit foreign direct investment and will increase the transfer of 

technology and productivity. 

Nevertheless, it is important to mention that most agreements will not always 

benefit every industry. However, in this case, the Centro America Free Trade 

Agreement with the United States (CAFTA) will give advantage to commerce 

and the agricultural industry, especially, the sector of beans, milk, rice and sugar. 

In addition, it will benefit the textile and clothing, shoes, tobacco, and high tech 

industry, among others, which means that Nicaragua offers a broad investment 

environment and lots of opportunities. 

To be able to see the attractiveness of the opportunities that the Republic of 

Nicaragua offers to foreign direct investment, a SWOT analysis will be used to 

provide the reason why some Taiwanese firms, like, Nieh Hsing Textile Co. and 

Presitex Corp. S.A. consider Nicaragua is a ideal place to invest in. 

Through the following SWOT analysis one can see that Nicaragua provides 

good conditions for foreign direct investment. Currently, companies are only 

taking advantages of current conditions only in the textile industry, rather than 

in other fields. Now, through this analysis it is stated that any firms can take 
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advantage of these auspicious conditions and invest in Nicaragua. That is how 

textile companies like Nieh Hsing Textile Co. and Presitex Corp. S.A. have done 

in order to get profits. 

 

 

 

 

 

 

SWOT Analysis 

 

 
 
 
 
 
 
 
 

Strengths: 
 Low cost and competitive labor 

force 
 Political stability 
 Strong diplomatic relationship 
 Government incentives 
 Free trade agreements 
 Safe environment 
 Tax free policy 
 Quota free 
 Abundant land (rent, 

infrastructure policy, etc.) 

Opportunities: 
 Investment opportunities in 

different industries 
 Expanding businesses 
 Potential for economic 

development 
 Access into markets 
 Central American Free Trade 

Agreement with the United 
States (CAFTA) 

 New product horizon 
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Textile companies know it is a challenge to invest in Nicaragua; however, they 

still do business in the country because they see the advantages that the region 

offers. Mr. Han agrees that the language skill is somehow a big issue for them, 

sometimes because the differences in language and culture cause problems, but 

that is part of the multinational firms internal management to consider these 

factors when doing business abroad.  

Textile companies in Nicaragua focus on nurturing language skills and 

mediating culture differences. For internal management, companies hire 

employees with excellent background to lower the risk of disputes; at the same 

time, multinational firms, during the leisure time, prepare language and culture 

seminars in order to get closer to the society of this region.  Actually, the Free 

Zone in Nicaragua is more like a big family, where a big population is working 

together with the purpose of attaining profit. 

 

Weakness: 
 Language skill (Spanish) 
 Low technology 
 Culture differences 

Threats: 
 Do not put the Central 

American Free Trade 
Agreement with the United 
States (CAFTA) into practice

 China market 
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VI. CONCLUSION 

This thesis goal was to introduce Nicaragua as an investment center in Central 

America, with the objective of providing a clear reference to investors who are 

interested in doing business beyond Asia. Furthermore, it helps them by giving a 

closer look at investment opportunities in the country and by looking forward at 

the effect of developing better life conditions in Nicaragua, hence strengthening 

the relationship between the Republic of Nicaragua and Taiwan. 
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This paper has used the role of foreign direct investment to analyze how 

attractive and useful foreign direct investment is, especially as a method to 

achieve development in Latin America, and particularly, in Nicaragua. Recently, 

foreign direct investment has become an integral component of the globalization 

of the world’s economy, as well as a key aspect of every country’s own 

economic development efforts. In fact, the attraction towards foreign direct 

investment is becoming increasingly important for developing countries, based 

on the implicit assumption that greater inflows of foreign direct investment will 

bring certain benefits to the country’s economy, generating and expanding 

businesses, while helping to stimulate employment and other growth factors. 

After the 1990’s, Nicaragua has improved the host investment climate in order 

to create a strategic center for foreign investments. Currently, we can see that 

Nicaragua showcases openness, safety, stable political environment, advanced 

and improved institutions and others factors in order to attract investment.  

Actually, not only Nicaragua is considered as an attractive place doing business, 

but also the entire Latin America region. Mr. Singh, Director of the Western 

Hemisphere Department of the International Fund (IMF), has mentioned, “Latin 

America offers a vital breathing space for economies to take the steps necessary 
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for rapid and sustained growth”. This statement reminds us that Latin America 

is another part of the world that investors can take into consideration to achieve 

their business goals.   

In this thesis, we can see that foreign direct investment is an essential element 

on assuring long-term and stable growth because it offers a variety of 

advantages. In addition, with this kind of cooperation, Nicaragua will be able to 

develop into a better place, and from different resources provided we can see 

that this kind of strategy works in Latin America and it is foreseen it will 

increase more in the future. 

Personal accounts from current investors show why they consider Nicaragua as 

an excellent place to do business; during the time the country has had strong 

diplomatic ties with Taiwan. First of all, Nicaragua provides ample investment 

opportunities in different industries, with a safe host investment environment. 

Furthermore, a key element lies in its competitive, abundant and low-cost labor 

force. Finally, there is an available strategic access to international markets, 

giving investors the opportunity to expand their businesses within the 

economies of scale pattern. 

In the near future, the approval of the Central American Free Trade Agreement 
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with the United States (CAFTA) will open more gates and provide more 

opportunities to develop investments in Nicaragua and the entire Latin 

American region as well. Nevertheless, Nicaragua, in this particular case, with 

close ties to Taiwan, is still an ideal place to consider building up a corporation 

with more profitable goals. The fact is that the relationship between both 

countries and the entire region is becoming stronger, as they realize that their 

mutual cooperation can have the added benefit of improving their 

competitiveness in this globalized economy. At this very moment, both 

countries are working in a Free Trade Agreement in order to take advantage of 

the investment opportunities derived thereof. 

In summary, Nicaragua is a place full of opportunities and advantages. Almost 

all of the Taiwanese investors are doing well in Nicaragua, because they are 

taking advantage of the current situation. The only (solvable) weaknesses that 

they have faced so far are language skills and differences in culture and 

management style.  

It is advisable that in order to stop this difficulty from becoming a major 

obstacle, further cultural exchanges are necessary, with the goal of achieving 

understanding and compenetrate by working towards mutual goals of peace, 
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development and mutual benefit. The people chosen to collaborate in the 

endeavor of investment and international business must also have a cultural 

conscience and be aware that it is necessary for them to approach these matters 

with an open mind and a willing heart. There are many things that the 

Taiwanese can contribute with at a cultural level, while at the same time much 

can be gained by attaining a “globalized” state of mind that can also be applied 

for further growth and success, both in Latin America as in other countries.   

Finally, as a recommendation for future studies, the latest development in 

Nicaraguan-Republic of China relationships is the prospect of signing a Free 

Trade Agreement. Such a pact would definitively strengthen the link between 

these allied countries, especially since the quotas in the textile industry will be 

eliminated in 2005, putting both Nicaragua and the Republic of China directly 

in conflict, face-to-face, in competition with the mega production from 

Mainland China (being textiles one of the main common projects between 

Nicaragua and Taiwan). 
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